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1 | INTRODUCTION
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Abstract

When does pay dispersion elicit positive or negative employee attitudes? A review of
the pay dispersion literature indicates a controversy around this vital question and
suggests that numerous contingency factors moderate the effects of pay dispersion.
In an empirical study of four Finnish companies consisting of 141 work units, we
examine contingencies in attitudinal reactions to job-based pay dispersion among
blue-collar workers. Based on archival pay data matched with employee survey
responses (n = 536), we find that perceptions of pay basis legitimacy, task interde-
pendence, and an individual's pay standing within the work unit explain the strength
and direction of the relation between job-based pay dispersion and employee atti-
tudes (i.e., work engagement and organizational commitment). Our findings have
implications for the design of pay systems and contribute to a better appreciation of

the complexities underlying employee attitudinal responses to pay dispersion.
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growth (Long & Van Dam, 2018; Muro & Whiton, 2018), suggesting

that their economic importance remains strong. If anything, especially

Over the past decades, interest has increased in flat organizations,
project-based temporary work structures, and fluid roles to support
adaptability across industrial contexts. However, many organizations
still rely on relatively stable jobs based on task standardization, spe-
cialization, and the division of labor. This is especially true in the
manufacturing sector as well as other industry sectors with “tradi-
tional” blue-collar jobs. Despite the decades-long research emphasis
on the professional service industry (e.g., front-line employees in the
service sector; Subramony et al., 2021), manufacturing, construction,
transportation, utilities, and mining still account for approximately
one-fourth of the US economy, which is almost twice as much as the
service sector (Statista, 2021). Furthermore, many industry sectors

with traditional blue-collar jobs have recently seen considerable job

due to the current supply chain problems, their significance and value
are likely to continue to grow (Monteiro, 2022). As such, it is impor-
tant to understand how employees in these jobs react to organiza-
tional decisions about how work is organized and how they are
getting paid.

Organizations with traditional blue-collar jobs tend to prioritize
efficiency and predictability by relying on precise communication, rou-
tinization, and formalization. From an efficiency perspective, these
organizations believe that employees should have clear roles and that
procedures should formally be defined. Although not necessarily intui-
tive, this approach to the structure of work and the related compensa-
tion structure may also have psychological benefits for employees.

Indeed, a clear division of labor can lead to relatively stable status
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differences among employees in a work unit. Stable status differ-
ences, in turn, tend to help with one's development of a coherent
self-concept and reduce relational uncertainty, defined as “the
perceived inability to accurately discern and describe norms and
expectations about appropriate behaviors and attitudes relating to
interactions between teammates and the repeated interactional pat-
terns among team members that set up such expectations” (Zhang
et al., 2020, pp. 781-782). This reduction in relational uncertainty can
lead to other positive work outcomes, including higher levels of team
identification and task performance as well as lower levels of turnover
intentions (Zhang et al., 2020).

Job design, the process of creating jobs that enable an organiza-
tion to achieve its goals while motivating and rewarding employees,
relies on designing clear roles, procedures, and rules. Once this is
done, pay is linked to the jobs, often through a systematic job evalua-
tion process. For example, according to WorldatWork (2020), 84% of
the organizations in the United States have an established method for
evaluating jobs, partly because internally developed job evaluation
approaches have the potential to contribute to the creation and cap-
ture of human capital (Conroy, 2019). The goal of job evaluation is to
compare jobs internally and/or externally to create a pay structure
that is consistent, fair, and equitable for all employees. At the same
time, the process of determining the relative value of different jobs in
an organization can be used to establish stable status differences.

In Finland and throughout the Nordic countries, job evaluation
systems are often used for blue-collar jobs and are preferred by
unions, which are omnipresent (Occupational Safety and Health
Administration, 2021). In these systems, formulas that determine the
pay associated with every job are widely known, and the pay ranges
for jobs are openly shared. Thus, specific procedural information
about pay (Holtzen, 2022) for jobs along the status hierarchy is typi-
cally known throughout a firm. The degree to which the resulting sta-
tus differences are based on internal or external pay comparisons
varies. Both internal comparisons and external market benchmarking
are likely to have an impact on job-based pay. However, relatively
speaking, in more flexible labor markets, such as the one in the
United States, job-based pay structures are more likely to emerge as
an outcome of market pricing, which is an external job evaluation pro-
cess (WorldatWork, 2020). In contrast, in Nordic countries and most
of Europe, where the labor markets are less flexible, a thorough job
evaluation that determines the internal value of jobs to an organiza-
tion (e.g., using a point factor, factor comparison, job ranking, or job
classification system) tends to have a stronger impact on the pay
structures in work units. The evaluation of the relative value of jobs
within an organization and the resulting job-based pay structures lead
to relatively stable status differences within an organization.

The job evaluation process is thus one way for pay dispersion,
which refers to “differences in concentration of valued social assets
or resources such as pay and status among unit members” (Harrison &
Klein, 2007, p. 1200), to emerge within work units. Pay dispersion can
also be called spread, range, variation, and disparity. Over the past
decades, several studies have examined the effects of pay dispersion

across levels of analysis (e.g., Bloom, 1999; Kepes et al., 2009;

Pfeffer & Langton, 1993; Shaw, 2015; Trevor & Wazeter, 2006). Most
of this research focuses on horizontal pay dispersion (differences in
pay levels between individuals based on their performance and
other related factors; see Conroy & Gupta, 2019; Gupta
et al, 2012). Furthermore, the more recent literature on pay-
related issues tends to be theoretical (e.g., Fulmer & Shaw, 2018;
Park & Conroy, 2022; Park & Sturman, 2022) or centers around
performance-based pay (e.g., Abdulsalam et al, 2021; He
et al,, 2021; Hill et al., 2017; Kong et al., 2023). Unfortunately,
empirical research on job-based pay dispersion and pay variations
across different jobs, especially based on a job evaluation process,
is virtually nonexistent (Gupta et al., 2012; Shaw, 2014; Shaw &
Zhou, 2021). Job-based pay dispersion can be considered a form of
vertical variation that results from the evaluation of the job and its
strategic value to the organization (Gupta et al., 2012).

It is an open question whether the theories that are used to pre-
dict the outcomes of pay dispersion related to person-related factors
(e.g., an individual's merit or performance on the job) are applicable to
job-based pay dispersion. Namely, many commonly used theories to
study the effects of pay dispersion (e.g., relative deprivation and tour-
nament theory; e.g., Deutsch, 1985; Lazear & Rosen, 1981) tend to
predict that status, power, or pay disparity incites competition, con-
flict, deviance, and counterproductive work behaviors among some
unit members (e.g., Bloom, 1999; Homans, 1961; Pfeffer &
Langton, 1993; Siegel & Hambrick, 2005). Many of these studies have
been conducted in contexts that tend to maximize the level of pay dis-
parity based on person-related factors, such as an assessment of perfor-
mance on the job (not the value of the jobs themselves), including faculty
members, top management teams, sport teams, and laboratory experi-
ments with students. Thus, stark contrasts have been highlighted
(extreme pay differences), or the dispersion has not been related to a
clear division of labor and, therefore, clearly defined jobs. Unfortunately,
there is limited research examining the effects of pay dispersion in set-
tings with more moderate levels of job-based pay dispersion at the
work-unit level (but see Zhang et al., 2020), especially for blue-collar jobs.
Therefore, research is needed at the work-unit level, as the jobs within
these units are in close proximity so the contributions of coworkers can
be easily identified by the employees within the unit (i.e., identifiability of
work inputs; Shaw, 2014). Consequently, employees primarily compare
their pay with that of their coworkers within their own work units
(e.g., Breza et al., 2018; Werner & Mero, 1999), which then has impor-
tant consequences on attitudinal and behavioral reactions.

Recent research (Zhang et al., 2020) has highlighted that large parts
of the compensation literature have focused on the competition-
enhancing qualities of pay and promotions (e.g., tournament theory;
Lazear & Rosen, 1981), which tend to facilitate the fulfillment of self-
enhancement, a motive to maintain or enhance self-esteem
(Chattopadhyay et al., 2011). Meanwhile, less attention has been given
to the cooperative relationships that can reduce uncertainty related to
the social self (Zhang et al., 2020). The uncertainty reduction model of
relational hierarchy argues that the legitimacy of the status hierarchy
reduces uncertainty about group norms and instrumental outcomes

(Chattopadhyay et al., 2011). Building on this literature, one can argue
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that differences in pay grades (i.e., pay grade dissimilarity) within a work
unit should reduce relational uncertainty. In turn, this may lead to posi-
tive employee outcomes (higher team identification, task performance,
and lower turnover intentions; Zhang et al., 2020).

Taken together, most of the existing literature has focused on
person-based differences in pay (i.e., horizontal pay dispersion); the
impact of job-based pay structures on employee attitudes is poorly
understood (Gupta et al., 2012; Shaw, 2014; Shaw & Zhou, 2021).
Research at the individual level has tended to focus on the effects in
relatively unique settings, such as faculty members, students, or pro-
fessional athletes, and it is unknown to what extent these findings are
generalizable to the vast majority of employees, especially blue-collar
workers. Therefore, the theories commonly used to predict pay dis-
persion outcomes (e.g., relative deprivation and tournament theory)
might have limited applicability. To address these and related issues,
we build on the literature on the relational benefits of pay dispersion
and functional hierarchies to explore the contingencies in how job-
based pay dispersion within work units (i.e., differences in pay for dif-
ferent jobs within a work unit) is associated with important employee
attitudes in the context of blue-collar jobs. To do so, we use employee
survey and archival pay data from four companies in Finland. Our
study suggests that job-based pay dispersion can have positive effects
on employee attitudes, likely due to the reduction of relational uncer-
tainty and related benefits of functional hierarchies. As such, our
study contributes to a better appreciation of the functionality of job-
based pay dispersion from an employee perspective.

2 | THEORETICAL BACKGROUND AND
HYPOTHESES DEVELOPMENT

Although it is generally recognized that “pay dispersion per se is nei-
ther functional nor dysfunctional” and that “situational contingencies
determine the strategic effectiveness of dispersion (or lack thereof)”
(Shaw et al., 2002, p. 504), the extent to which this notion applies to
employee attitudes is not well understood (Conroy et al., 2014;
Downes & Choi, 2014; Shaw, 2014). Gerhart and Rynes (2003,
p. 258) highlighted that the effects of pay dispersion on employee
attitudes were “one of the most important priorities for future
research.” Unfortunately, apart from a few studies on horizontal pay
dispersion due to performance-based pay (e.g., Breza et al., 2018;
Conroy & Gupta, 2019), there is limited research on employee attitu-
dinal reactions to pay dispersion. Indeed, we know surprisingly little
about the conditions under which pay dispersion evokes functional
versus dysfunctional attitudinal responses.

The effect of differential reward allocations and the resulting pay
dispersion on various outcomes is contingent upon several factors. A
large body of research supports explained pay dispersion theory
(Shaw & Zhou, 2021) according to which employee reactions to pay
dispersion vary dramatically to the degree that the observed pay dis-
persion is due to reasons that are normatively accepted and considered
legitimate (e.g., skills, task performance) or illegitimate (e.g., political
behaviors) (e.g., Kepes et al., 2009; Trevor et al., 2012). Furthermore,

individual reactions to pay dispersion can vary based on an individual's
standing in the pay distribution (Abdulsalam et al., 2021; Fulmer &
Shaw, 2018; Gartenberg & Wulf, 2017; Trevor & Wazeter, 2006) as
well as task interdependence (Shaw et al., 2002).

Building on these ideas, a recent field experiment by Breza et al.
(2018) reported that in fully independent (production) work settings,
where employees do not easily observe coworker productivity, the
consequences of illegitimate pay dispersion on both employee pro-
ductivity and morale can be deleterious. Specifically, the authors
found that when employees independently worked on the same prod-
uct in physically separated production units, the relatively lower paid
workers reduced output and attendance when the pay dispersion was
perceived to be illegitimate (i.e., employees did not perceive produc-
tivity differences to justify differential wages). Furthermore, in a high
pay dispersion condition, workers were less able to cooperate at the
end of the study in that they reported fewer social-network connec-
tions (to dispense advice, socialize, borrow, or lend). The authors con-
cluded that, in settings where quantifying an individual employee's
productivity is difficult, it is challenging to justify differential reward
allocations and the resulting pay differences. This, in turn, helps to
explain why pay compression tends to be common among wage-
workers. Breza et al. (2018, p. 660) further suggested that one way for
organizations to reduce the moral hazard associated with these situa-
tions would be to alter “the workplace itself—through job titles, physi-
cal colocation of similar workers, or construction of teams or units ... to
affect who a worker views as being in her reference group.”

In contrast to this experimental study, in many workplace set-
tings, including production settings, the degree to which work is inter-
dependent tends to vary across work units. We know relatively little
about how job-based pay dispersion affects employee attitudes as a
function of task interdependence. Although it is often assumed that
pay dispersion generally has a negative effect in interdependent con-
texts, there is evidence to suggest that legitimate pay dispersion has a
positive effect on performance in such contexts (Shaw et al., 2002;
Trevor et al., 2012). Unfortunately, no comprehensive assessment of
the effects of dispersed pay structures across independent and inter-
dependent contexts exists (Hill et al., 2017; Shaw, 2014; Shaw &
Zhou, 2021).

In summary, the research has clearly established that employees
primarily compare their pay with that of their coworkers in their own
work unit, and those comparisons can have important consequences
on their attitudes. In Breza et al.'s (2018) study, employees were paid
differently, depending on their individual productivity level. Interest-
ingly, employees in work units where pay differences were large (“pay
disparity units”) reported lower levels of happiness than did those
working for units where pay was compressed. Even the high-ranking
workers in the pay-disparity units reported significant reductions in
happiness. However, their study focused on the effects of horizontal
pay dispersion based on individual productivity, and the degrees of
task interdependence as well as status hierarchies across different
jobs were essentially held constant. Therefore, it remains unknown
how their findings generalize to more realistic organizational settings,

where these factors can vary considerably. Put differently, it is
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unknown whether and when employees' attitudinal reactions and
other outcomes are affected by job-based pay dispersion as it com-
monly exists in organizations, where the levels of task interdepen-
dence vary across work units. In this study, we seek to answer this
and related questions.

To do so, we examine the effects of job-based pay dispersion
in work units on two employee attitudes, work engagement and
organizational commitment. Both attitudes are related to important
behavioral outcomes, such as turnover and job performance
(e.g., Halbesleben, 2010; Meyer et al., 2002) as well as unit-level
performance (e.g., Gong et al., 2009; Harter et al., 2002). Work
engagement has been defined as a positive, fulfilling work-related
state of mind that is characterized by vigor, dedication, and absorp-
tion (Schaufeli et al., 2006). Organizational commitment has been
defined as “a volitional psychological bond reflecting dedication to
and responsibility for a particular target,” that is, the organization
(Klein et al., 2014, p. 137). Although both attitudes denote “posi-
tive attachments to one's work,” they are empirically distinct
(Hallberg & Schaufeli, 2006, p. 160). For example, whereas
work engagement is more related to outcomes such as stress and
associated health complaints, organizational commitment is more
strongly associated with deliberations, such as turnover intentions
(Hallberg & Schaufeli, 2006). Nevertheless, because their construct
spaces overlap, we do not expect substantial differences
between them.

In the next sections, we develop hypotheses related to the
effects of job-based pay dispersion on these employee attitudes.
We investigate how job-based pay dispersion is associated with
employee attitudes as a function of perceptions of the legitimacy
of reward allocation criteria (i.e., pay basis), internal pay standing,
and task interdependence. In doing so, we build on the literature
on relational demography and functional hierarchies to argue that
job-based pay dispersion can have functional effects on employee
attitudes.

2.1 | Perceptions of pay basis (il)legitimacy
Early research on the effects of pay dispersion has reported conflict-
ing results. Some studies have found that pay dispersion is associated
with functional outcomes (e.g, Becker & Huselid, 1992;
Eriksson, 1999); others have reported that dispersed pay structures
are associated with dysfunctional consequences (e.g., Bloom, 1999;
Pfeffer & Langton, 1993). As discussed earlier, these opposing results
are not surprising because the effects of pay dispersion are likely to
depend on various contingencies. The basis for reward allocation and
the resulting pay dispersion has been found to be one of the central
contingencies (e.g., He et al, 2021; Hill et al, 2017; Kepes
et al., 2009; Shaw, 2015; Shaw et al., 2002; Trevor et al., 2012).

The literature on relational demography emphasizes the impor-
tance of the legitimacy of status hierarchies. If a status hierarchy is
based on legitimate factors, it tends to have positive effects; if it is

based on illegitimate reasons, the consequences should be negative

(Chattopadhyay et al., 2011). In our study context, job-based pay dis-
persion creates status hierarchies, as employees in jobs with higher
job evaluation ratings are considered more valuable to the company.
If the job-based pay dispersion in a work unit is based on
employees' “true status on qualities that are accepted within that
context as being relevant to status distribution” (Chattopadhyay
et al., 2004, p. 191), the effects on employees should be positive.
Obviously, for employees to assess the legitimacy of the status
hierarchy (i.e., pay dispersion), the process used for establishing the
hierarchy should be transparent and fair (Chattopadhyay
et al., 2004). Thus, on average, dispersed pay structures that are
perceived to be legitimate and fair should yield committed (Colquitt
et al., 2001; Colquitt et al, 2013) and engaged (Blader &
Tyler, 2009; Tyler & Blader, 2003) employees.

However, under any compensation system, employees may
perceive that politics and related illegitimate criteria play a role in
the determination and allocation of pay and promotions (Gupta &
Jenkins, 1996; Kacmar & Carlson, 1997). Reward-allocation criteria
that are not normatively accepted, such as political behaviors
(Suchman, 1995), should evoke feelings of unfair and unjust treat-
ment (Konovsky, 2000; Simons & Roberson, 2003), especially if
such criteria result in dispersed pay structures (Kepes et al., 2009;
Shaw et al., 2002). Furthermore, political behaviors often cause
negative, anxiety-provoking reactions among employees, including
low organizational commitment and job involvement (Kacmar &
Baron, 1999; Miller et al., 2008). Thus, when reward allocation
decisions are perceived to be based on political motives or other
illegitimate factors, they tend to have negative effects (Salimaki &
Jamsén, 2010). On average, dispersed pay structures due to illegiti-
mate reasons should result in relatively uncommitted and disen-
gaged employees.

Unit-level evidence supports these general dynamics. For example,
Shaw et al. (2002) found that dispersed pay structures due to legitimate
reasons tend to enhance organizational effectiveness. Similarly, Kepes
et al. (2009) showed that only legitimate (e.g., performance-based) pay
differentials were associated with higher organizational effectiveness.
The authors reported that accident rates were highest when the pay
spread was high (low) and performance-based pay was low (high). They
also found that the highest accident rates were observed when the pay
spread was wide and politically motivated, and vice versa. Trevor et al.
(2012) explicitly tested for differences between the dispersion in
explained pay (DEP) and dispersion in unexplained pay (DUP)* in a sam-
ple of hockey players from the National Hockey League (NHL). The
authors found that DEP was related to interdependent team perfor-
mance, while DUP had no effect or a detrimental effect on team
performance.

Therefore, we hypothesize that perceptions of pay basis (il)legiti-
macy is an importance contingency factor in determining whether
job-based pay dispersion has functional effects on employee atti-
tudes. To the extent that employees perceive that the reward alloca-
tion criteria are legitimate, they should display positive attitudinal
reactions to job-based pay dispersion because it reduces relational

uncertainty and evokes feelings of fairness. Conversely, perceptions
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of illegitimate criteria in reward-allocation decisions should evoke

dysfunctional or negative attitudinal responses.

Hypothesis 1. Perceptions of pay basis illegitimacy
moderates the negative relation between job-based pay
dispersion and employee attitudes such that the relation
is stronger when perceptions of pay basis illegitimacy

are high rather than low.

2.2 | Paystanding

When judging the adequacy of their pay, employees engage in social
comparisons; they judge the fairness of their own pay relative to that
of their coworkers (Huseman et al., 1987; Trevor & Wazeter, 2006).
Relative deprivation theory (Crosby, 1984) stipulates that feelings of
deprivation emerge to the extent that individuals feel they deserve
more pay than they currently earn. For example, Pfeffer and Davis-
Blake (1992) and Bloom (1999) argued that those who have a low pay
standing (i.e., employees that are on the low end of the pay distribu-
tion) feel more deprived as the degree of pay dispersion increases.
Both studies found support for this notion and concluded that pay
dispersion had stronger negative effects for employees at the low
(vs. high) end of the pay distribution.

Building on these studies, Trevor and Wazeter (2006) examined
the combined effects of pay dispersion and employee pay standing on
equity perceptions. They argued that those at the high (vs. low) end of
the pay distribution tend to feel fairly treated and are more satisfied,
both in terms of their absolute pay (i.e., level) and their relative pay
(i.e., standing). Thus, when an individual is at the high end of an organi-
zation's pay distribution (i.e., one's internal pay standing is high), pay
dispersion strengthens one's perceptions of having an advantage rela-
tive to others. Aligned with these arguments, Trevor and Wazeter
found that the effect of performance-driven horizontal pay dispersion
on equity perceptions was strongly negative for employees with a low
pay standing but slightly positive for employees with a high pay stand-
ing. Given these negative consequences of dispersed pay structures for
employees at the low end of the pay distribution, Trevor and Wazeter
concluded that the potential benefits of pay dispersion (e.g., Kepes
et al., 2009; Shaw et al., 2002) must be weighed against the likely nega-
tive consequences for those at the low end of the distribution (see also
Fulmer & Shaw, 2018).

However, it is unclear whether the dynamics of relative depriva-
tion also apply to job-based pay dispersion. Using arguments rooted
in the concepts of relational demography and social identity, Zhang
et al. (2020) found that those working with teammates who are in a
different pay grade (i.e., pay grade dissimilarity; a construct similar to
job-based pay dispersion) may experience less social uncertainty in
their work relations. The authors argued that when legitimate and sta-
ble status differences are salient to team members, higher pay grade
dissimilarity provides team members with information about status
differences and lines of communication, which facilitates employee

interactions. They also reported that the effect is more pronounced

for those in lower pay grades because employees with a lower social
status tend to be more influenced by their social environment. Thus,
pay grade dissimilarity had a stronger positive effect on employee atti-
tudes and behaviors for those with a lower relative pay standing
within a team (Zhang et al., 2020).

Taken together, we expect that a high pay standing (i.e., being at
the high end of the job-based pay distribution) should strengthen one's
perception of a pay advantage relative to others when job-based pay
dispersion is high. Consequently, employees with a high pay standing
should feel fairly treated (e.g., Smith et al., 2012) and experience, on
average, high organizational commitment and work engagement
(Blader & Tyler, 2009; Colquitt et al., 2013; Tyler & Blader, 2003). A
low pay standing could strengthen one's perceptions of a pay disadvan-
tage relative to others, evoking negative attitudinal reactions (e.g., low
organizational commitment and work engagement). However, in a con-
text of high job-based pay dispersion, which reflects and communicates
stable status differences, the effects could also be positive (Zhang
et al,, 2020). Consistent with these arguments, job-based pay dispersion
should activate social categorization processes and reduce relational
uncertainty within a work unit. Because job-based pay differentials
tend to be perceived legitimate, they should minimize an employee's
experienced uncertainty and anxiety and foster positive attitudinal
reactions and cooperative behaviors among employees within a work

unit (Zhang et al., 2020). Formally, we offer the following hypothesis:

Hypothesis 2. An employee's pay standing moderates
the positive relation between job-based pay dispersion
and employee attitudes such that the relation is stronger

when an employee's pay standing is high rather than low.

2.3 | Taskinterdependence

Task interdependence—the degree to which group members must
work closely with others and share materials, information, and exper-
tise to complete their tasks (Cummings, 1978)—is likely to vary across
work units within organizations, depending on the design of jobs and
division of labor. The general consensus in the compensation litera-
ture seems to be that dispersed pay structures in interdependent
work settings have detrimental effects on individual employees, group
functioning, and performance. Arguments from equity (Adams, 1965)
and related theories have been used to argue that highly dispersed pay
structures in interdependent work settings erode cooperation and foster
competition and conflict, leading to low individual and unit-level perfor-
mance (e.g., Akerlof & Yellen, 1988; Bloom, 1999; Deutsch, 1985;
Pfeffer & Langton, 1993; Shaw et al., 2002). However, many studies
reporting these negative effects in interdependent work settings have
conceptual and methodological shortcomings (see Gerhart &
Rynes, 2003). Furthermore, recent studies using data from professional
sports teams in interdependent settings (National Basketball Association
[NBA], Halevy et al., 2012; NHL, Trevor et al., 2012) have shown that
dispersed pay structures can have positive effects on unit-level

performance.
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Consequently, the long-standing consensus that dispersed pay
structures between interdependent workers have negative conse-
guences is beginning to wane. Indeed, more recent research has noted
that pay dispersion means only that the reward allocation among
employees is unequal, not that it is inequitable or illegitimate. For
instance, Trevor et al. (2012, p. 591) argued that “in interdependent
contexts where individual contributions are identifiable, inequity percep-
tions are more likely without pay dispersion as pay equality produces
pay inequity.” This view is aligned with functional models of hierarchy
(Anderson & Brown, 2010), according to which the unequal distribution
of power and status within a unit can have positive attitudinal and
behavioral effects on the individuals within that unit, including their
coordination; cooperation; and, ultimately, unit-level performance
(e.g., Halevy et al., 2011; Ronay et al., 2012). Given that functional hier-
archies reflect stable status differences, this view is also aligned with the
aforementioned arguments based on the uncertainty reduction model of
relational demography (Chattopadhyay et al., 2011; Zhang et al., 2020).

Specifically, hierarchical structures can fulfill important psycho-
logical needs better than other organizational forms, including
egalitarian structures (Gruenfeld & Tiedens, 2010). For example, hier-
archies tend to provide certainty, predictability, responsibilities,
expectations, and chains of communication and authority. Within such
an environment, employees can more easily fulfill some of their funda-
mental psychological needs (Halevy et al, 2011; Magee &
Galinsky, 2008), which should evoke strong organizational identifica-
tion (Hogg, 2000, 2007). Organizational identification is positively
associated with organizational commitment, job satisfaction, job
involvement, and related attitudinal and behavioral outcomes
(Riketta, 2005). For these and related reasons, work structures that
distribute power and status can decrease the potential for conflict and
enhance coordination and productivity (Ronay et al., 2012).

Hierarchical structures are also consistent with beliefs in social
mobility, meritocracy, and the equity (instead of the equality) reward-
allocation norm (Jost et al., 2003; McCoy & Major, 2007) as well as
general notions of social justice. Thus, hierarchical structures can con-
tribute to perceptions of procedural and outcome-oriented fairness,
which have beneficial effects for individual employees and unit-level
functioning (Tyler, 2006). Vertically dispersed pay structures are a
manifestation of a hierarchical structure and, thus, an indicator of
hierarchical differentiation within a work unit and overall organization.
Therefore, ideas from the literature on functional hierarchical struc-
tures apply to job-based pay dispersion (Anderson & Brown, 2010;
Halevy et al., 2012). However, hierarchical structures and their mani-
festations, including dispersed pay structures, can also have detrimen-
tal consequences for individuals and organizational units. Contextual
factors, including task interdependence, are likely to influence
whether dispersed pay structures based on job evaluations have ben-
eficial or detrimental effects (Halevy et al., 2011; Ronay et al., 2012).

According to Halevy et al. (2011), a functional hierarchical structure
is beneficial and potentially necessary in highly interdependent settings,
especially if employees are procedurally interdependent. In such con-
texts, the unique contributions of individual employees must be inte-

grated and combined to determine the outcome (Steiner, 1972). Thus,

there is a strong need for coordination and cooperation, which hierarchi-
cal structures provide (Halevy et al., 2011; Ronay et al., 2012). A charac-
teristic of such an interdependent setting is that employees can easily
monitor the performance of each individual within their work unit. High
(low) performers and otherwise functional (dysfunctional) employees can
be easily identified by their peers and managers (LePine & Dyne, 2001).
In a functional hierarchy, such employees can be rewarded accordingly
with promotions (demotions) or otherwise expanding (declining) job
responsibilities (Halevy et al, 2011; Halevy et al, 2012; Ronay
et al., 2012). Therefore, as a manifestation of a hierarchical structure, pay
dispersion based on stable status differences, such as those based on a
systematic job evaluation process and related promotions, can be viewed
as legitimate and fair in interdependent work settings.

In a study using data from the NBA, Halevy et al. (2012) found that
hierarchical differentiations in pay and participation enhanced team
performance by facilitating intragroup coordination and cooperation.
Their results indicate that hierarchical structures in pay and participa-
tion are beneficial in interdependent settings, which could also explain
Bloom's (1999) opposing results (baseball is not an interdependent con-
text; Gerhart & Rynes, 2003; Trevor et al., 2012). Furthermore, in work
settings, jobs are commonly assigned to pay grades, which are likely to
be seen as stable status markers for individuals within a work unit's
hierarchy (Zhang et al., 2020). This status hierarchy offers clarity, struc-
ture, and opportunities for enhancement for those with a lower status
(Chattopadhyay et al., 2011; Zhang et al., 2020). Indeed, under these
conditions, working with dissimilar others may lead to reduced uncer-
tainty about the division of labor (what is and what is not “in my pay
grade”; Zhang et al., 2020), combined with clear group norms about
collaboration that may vyield psychological benefits for employees,
irrespective of an individual employee's pay position in the pay
structure. This may be especially relevant for blue-collar jobs where
tasks are standardized and the division of labor is clear.

Overall, evidence indicates that pay dispersion may not have the
previously assumed detrimental consequences in interdependent
work settings. Job-based pay dispersion in such a context should
allow employees to fulfill some of their inherent psychological needs
of security and stability (Halevy et al., 2011). Such feelings should lead
to higher levels of organizational commitment and work engagement
(Blader & Tyler, 2009; Colquitt et al, 2013; Trevor et al., 2012;
Tyler & Blader, 2003). Therefore, we predict the following:

Hypothesis 3. Task interdependence moderates the
positive relation between job-based pay dispersion and
employee attitudes such that the relation is stronger
when task interdependence is high rather than low.

3 | METHODS
3.1 | Sample

Our sample consists of blue-collar workers in four Finnish companies:

a zinc production factory, a waterpower establishment, a dairy
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production business, and a technology maintenance company. The
employees in these four companies worked in 150 units, of which we
have data on 141. We assessed the effects of job-based pay dispersion
at the work-unit level, as pay dispersion homogeneity cannot be
assumed across an organization (Conroy et al., 2014). In addition, this is
the level at which the consequences of pay comparisons have the
strongest impact on employee reactions (Werner & Mero, 1999). Work
units in this context refer to cross-functional entities that consist of dis-
tinct jobs at different hierarchical levels within each organization, where
the employees within a work unit have the same supervisor. Among
other things, the supervisor is responsible for the work allocation and
coordination within the unit and for the job evaluation process for all
employees in their respective units. The average size of a work unit in
the studied organizations was 16.9 persons. In addition to records-
based pay data, we collected data using employee surveys.

We obtained pay information from company records for all
employees within each work unit to calculate the pay variables. In all
four companies, an individual's base pay consisted of two compo-
nents: job-based pay, based on job evaluation, and merit pay, based
on supervisory appraisals of employee performance and capabilities
(e.g., knowledge, skills, abilities, and experience).? Job-based pay dif-
ferentials in this context are clearly visible to all employees because
this information is openly communicated through job titles and related
pay grades. Pay criteria and pay formulas are openly shared, indicating
a high level of procedural transparency and general distributive pay
transparency (Holtzen, 2022). We focus on job-based pay dispersion,
as this component represents a large portion of employees' overall
pay (87.5% of total pay, on average, in our sample) and varies substan-
tially among employees within a work unit.

Surveys were sent to all employees in the four organizations.
The surveys were administered to employees in their native lan-
guage, Finnish. Their voluntary participation was emphasized, and
the survey responses were anonymously analyzed. We combined
the survey responses with archival pay data using randomly gener-
ated unique identifiers. Of the 1681 employees who received the
survey, 739 responded, yielding an overall response rate of 44%.
Missing data decreased the usable sample size. Pay data were not
available for 40 respondents, as they did not include their unique
identifiers on the survey. We also excluded an additional
10 employees because they were the only employees in their work
units or because they reported directly to upper management.
Missing survey responses (e.g., “I don't know” responses) further
decreased the sample size available for our data analysis. The final

usable sample size for our analyses was n = 536.

3.2 | Measures

3.2.1 | Independent variables
Job-based pay dispersion
We used the coefficient of variation as our measure of job-based pay

dispersion at the work-unit level, which is defined as the standard

deviation divided by the mean, in this case, the mean for the work unit
(Shaw et al., 2002; Shaw & Gupta, 2007; Trevor & Wazeter, 2006).
Minimum job-based pay dispersion occurs when all members of a unit
occupy a job with a similar status (reflected in their pay). Given that
the coefficient of variation is a standardized measure, comparisons
can be made across different organizations with distinct pay systems
(Harrison & Klein, 2007).

Pay standing

Given our conceptualization of internal pay standing and following
past research (Pfeffer & Davis-Blake, 1992; Trevor & Wazeter, 2006),
we calculated an employee's pay standing as the employee's
job-based pay divided by the average pay level within the employee's
work unit.

Perceptions of pay basis illegitimacy

The respondents were asked to indicate the extent to which pay
allocation and promotion decisions were based on political
(i.e., illegitimate) factors using six items from the pay and promo-
tion subscales of the Perceptions of Organizational Politics scales
(Ferris & Kacmar, 1992; Kacmar & Carlson, 1997) on a 5-point
Likert-type scale ranging from “totally agree” (1) to “totally
disagree” (5). Example items included “Those who have been
promoted in this company, have deserved it” (reverse coded) and
“The decisions on promotions are made by °‘the look of the
employee’ (a = 0.94).

Task interdependence

We used the four-item, 5-point Likert-type received task interdepen-
dence scale reported in Van der Vegt et al. (1998, p. 127) with
anchors ranging from “little if at all’ (1) to “to a great extent” (5).
Example items included “To what extent do you depend on your
colleagues for information and advice?” and “To what extent do you
depend on your colleagues for doing your work well?” (a = 0.84;
ICC; =0.08 [CI = 0.01, 0.15], ICC; = 0.26, median r,,g = 0.80).

3.2.2 | Dependent variables

Organizational commitment

Organizational commitment was assessed with two items (e.g., “How
committed are you to this organization?”) from Klein et al.'s (2014)
organizational commitment scale. The items were measured on a
5-point Likert-type scale ranging from “little if at all” (1) to “to a great
extent” (5) (& = 0.88).

Work engagement

The respondents were asked how often they have feelings such
as “When | get up in the morning, | feel like going to work” and “I
get carried away when | am working.” The 9-item, 7-point Likert-
type scale was based on the work engagement scale by Schaufeli
et al. (2006), with anchors ranging from “never’ (0) to
“daily” (6) (a = 0.95).
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3.2.3 | Control variables

In alignment with previous research (e.g., Clark et al., 2009; Trevor &
Wazeter, 2006), we controlled for age and gender (male =1,
female = 2). We also controlled for the highest education level of the
respondents, their organizational tenure (years of employment), as
employees with higher education levels and higher organizational ten-
ure are typically more committed and engaged (Cohen, 1992).
Employees provided information about their age, gender, education,
and tenure in the survey.

We further controlled for the mean level of work unit pay
because Harrison and Klein (2007) asserted that when studying the
pay disparity, researchers should statistically control for the within-
group mean of the attribute (i.e., pay). Because those at the higher
level of the pay spectrum within a team might have perceptions that
are more favorable about pay system legitimacy, we also controlled
for the relative pay level (pay standing) within the unit in all analyses.
The work-unit size (number of employees) was also controlled for, as
it might have an impact on both job-based pay dispersion and atti-
tudes. The unit size and the pay variables came from the company

records.

3.3 | Analytical strategy

The associations between covariates and outcome variables were
examined with random-effect multilevel linear regression (Bliese
et al., 2007; Hill & Gelman, 2007), in which the participants were
grouped within work units (n = 141) and within organizations
(n = 4), adjusted for the control variables. Thus, the data were
structured at three levels: individuals (Level 1), work units (Level
2), and organizations (Level 3). We also allow the standard errors
to correlate within the four firms (Antonakis et al., 2021). The job-
based pay dispersion, unit size, and task interdependence variables
were treated as aggregated, group-level variables. That is, each
employee was assigned the mean score in their work unit. All other
variables were treated as individual-level covariates (Bliese
et al., 2007).

The interaction effects were examined by following the best-
practice recommendations for testing the cross-level interactions in
multilevel models (Aguinis et al., 2013). Job-based pay dispersion ran-
ged from O to 0.19. The zero value indicates no dispersion, while
higher values indicate more dispersion. All other independent vari-
ables were centered at their grand means. Unless stated otherwise,
the interaction effects were illustrated by plotting the model-
predicted values against job-based pay dispersion for high (1 SD
above the mean) and low (1 SD below the mean) levels of the modera-
tor variable.

The proportion of variance explained by the model was
assessed with the multilevel variance partitioning method, R?
(MVP), which has been shown to perform well in the multilevel
context (LaHuis et al., 2014; Nakagawa & Schielzeth, 2013). R?
(MVP) is the variance of the predicted scores divided by the

variance of the predicted scores plus the Level-1, Level-2, and

Level-3 variance components.

4 | RESULTS

Table 1 presents the descriptive statistics of the sample. The correla-
tions between job-based pay dispersion and attitudes were not sta-
tistically significant. Additionally, according to the multilevel linear
regression results, when the control variables were added, the main
effects of job-based dispersion on employee attitudes were nonsig-
nificant (see Tables 2 and 3, Model 2).

In Hypothesis 1, we predicted that perceptions of pay basis ille-
gitimacy moderates the negative relation between job-based pay dis-
persion and employee attitudes such that the relation is stronger
when perceptions of pay basis illegitimacy is high rather than low. In
support of this hypothesis, the relations of job-based pay dispersion
on organizational commitment were moderated by the perceptions of
pay basis illegitimacy (see Table 2, Model 4 and Figure 1). High job-
based pay dispersion was associated with higher commitment at low
(B=291, p <0.05; CI* = 0.25, 5.57 at the level of 1.5 SD below the
mean) but not high levels of perceptions of pay basis illegitimacy
(B=—1.65, p=0.49; Cl = —6.29, 2.99 at the level of 1.5 SD above
the mean). Similarly, the association between job-based pay dispersion
and work engagement was moderated by the perceptions of pay basis
illegitimacy (see Table 3, Model 4 and Figure 2). High job-based pay
dispersion was associated with higher work engagement at low
(B=4.11, p < 0.01: Cl = 1.48, 6.74) but not high levels of perceptions
of pay basis illegitimacy (B = —3.34, p =0.26; Cl = —-9.15, 2.46).
Thus, our findings support Hypothesis 1 for both employee attitude
measures: the relation between job-based pay dispersion and
employee attitudes was negative albeit not statistically significant
when perceptions of pay basis illegitimacy were high, whereas the
relation was positive and statistically significant when perceptions of
pay basis illegitimacy were low.

Hypothesis 2 predicted that an employee's pay standing moder-
ates the positive relation between job-based pay dispersion and
employee attitudes such that the relationship is stronger when an
employee's pay standing is high rather than low. Our results indicate
that the relation between job-based pay dispersion and organizational
commitment was moderated by pay standing (see Table 2, Model
5 and Figure 3). Higher job-based pay dispersion was associated with
higher commitment at high (B = 4.90, p < 0.05; Cl = 0.76, 9.02) but
not low levels of pay standing within a work unit (B = —2.70,
p = 0.36; Cl = —8.48, 3.09). However, the interaction was not statisti-
cally significant for work engagement (see Table 3, Model 5). As the
relation between job-based pay dispersion and organizational commit-
ment was positive and statistically significant for those with high pay
standing, but not significant for those with low pay standing, our
results for job-based pay dispersion support Hypothesis 2 for one of
our attitudinal outcomes (i.e., organizational commitment).

Finally, we tested Hypothesis 3. Our hypothesis proposed
that task interdependence moderates the positive relation between
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TABLE 2 Multilevel regression results for organizational commitment.

Variables Model 1 Model 2
Age 0.02*** (0.00) 0.02*** (0.00)
Gender (female) 0.13(0.11) 0.12 (0.10)
Tenure —0.01(0.01) —0.01(0.01)
Education 0.05 (0.03) 0.04"(0.02)
Pay standing 1.36*** (0.26) 1.33***(0.23)
Average work-unit pay level 0.00*** (0.00) 0.00*** (0.00)
Work-unit size 0.00 (0.00) 0.00 (0.00)
Task interdependence 0.05 (0.08) 0.06 (0.09)
Job-based pay dispersion 1.02 (2.06)
Perceptions of pay basis

illegitimacy
Job-based pay

dispersion x perceptions of

pay basis illegitimacy
Job-based pay

dispersion x pay standing
Job-based pay

dispersion x task

interdependence
Constant 3.74**(0.15) 3.66*** (0.09)
Var (organization) 0.02 0.03
Var (unit) 0.05 0.04
Var (residual) 0.75 0.75
Var (fixed factors) 0.05 0.05
R? (MVP) 0.06 0.06

Model 3 Model 4 Model 5 Model 6
0.02*** (0.00) 0.02*** (0.00) 0.02*** (0.00) 0.02*** (0.00)
0.18* (0.08) 0.17* (0.08) 0.12 (0.10) 0.12 (0.10)

—0.01(0.01) —0.01(0.01) —0.01 (0.00) —0.01 (0.00)
0.06* (0.02) 0.06** (0.02) 0.04 (0.03) 0.04 (0.03)
1.52***(0.12) 1.54***(0.17) -1.59(1.91) 1.32***(0.24)
0.00*** (0.00) 0.00*** (0.00) 0.00*** (0.00) 0.00*** (0.00)

—0.00 (0.00) —0.00 (0.00) 0.00 (0.00) 0.00 (0.00)
0.06 (0.08) 0.06 (0.08) 0.05 (0.08) —0.01 (0.19)
0.37 (1.69) 0.63 (1.55) 1.10(1.76) 0.97 (2.00)

—0.25**(0.08) —0.14* (0.06)

—1.90% (0.95)
31.65% (15.53)
1.10(1.87)
3.79***(0.08) 3.77**(0.08) 3.65***(0.08) 3.65**(0.09)
0.01 0.01 0.03 0.03
0.03 0.03 0.04 0.04
0.73 0.73 0.75 0.75
0.11 0.11 0.05 0.05
0.12 0.12 0.06 0.05

Note: N = 536. Robust standard errors in parentheses. R? (MVP) is calculated following the multilevel variance partitioning method (Nakagawa &

Schielzeth, 2013). Var denotes variance.
***p < 0.001.**p < 0.01.*p < 0.05."p < 0.10.

job-based pay dispersion and employee attitudes such that the rela-
tion is stronger when task interdependence is high rather than low.
The interaction was not significant for organizational commitment
(see Table 2, Model 6), but our results indicate that the relation
between job-based pay dispersion and work engagement was mod-
erated by task interdependence (see Table 3, Model 6 and Figure 4).
Higher job-based pay dispersion was associated with higher work
engagement at high (B = 3.49, p < 0.01; Cl = 1.01, 5.98) but not low
levels of task interdependence (B = —3.04, p = 0.40; Cl = —10.05,
3.98). As job-based pay dispersion was positively and significantly
related to work engagement when task interdependence was high
but not when task interdependence was low, our results support
Hypothesis 3 for one of our attitudinal outcomes (i.e., work

engagement).

4.1 | Supplemental analyses

We conducted sensitivity analyses to assess the robustness of

our results. To study the robustness of our findings for

Hypothesis 1, we examined the role of perceptions of pay basis (il)
legitimacy using an alternative measure. Respondents were
asked to assess the degree to which they believed their pay
was based on six legitimate criteria (skills and abilities, experience,
effectiveness, quality of work, goal achievement, and collabora-
tion) on a 5-point Likert-type response scale ranging from “little if
at all” (1) to “to a great extent” (5), allowing for “l don't
know” responses, which were treated as missing information for
analytical purposes. Thus, this measure assessed the degree of
pay basis legitimacy rather than illegitimacy. Cronbach's alpha (a)
was 0.88.

The obtained results were very similar to those reported previ-
ously. Specifically, according to the model including the control
variables and the interaction effect between the alternative mea-
sure of perceptions of pay basis legitimacy and job-based pay dis-
persion, high dispersion was associated with higher commitment
at high (+1 SD) (B = 4.53, p < 0.001; Cl = 2.99, 6.07) but not low
(—1 SD) levels of perceptions of pay basis legitimacy (B = —1.56,
p = 0.62; Cl = —7.66, 4.54). In contrast to the main results, how-
ever, this interaction was not statistically significant for work
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TABLE 3 Multilevel regression results for work engagement.

Variables Model 1 Model 2
Age 0.04* (0.02) 0.04* (0.02)
Gender (female) 0.22 (0.17) 0.22 (0.18)
Tenure —0.01(0.02) —0.01(0.02)
Education 0.05 (0.08) 0.05 (0.07)
Pay standing 1.01* (0.43) 1.01* (0.43)
Average work-unit pay level 0.00** (0.00) 0.00** (0.00)
Work-unit size —0.01 (0.01) —0.01 (0.01)
Task interdependence 0.22 (0.14) 0.23*(0.12)
Job-based pay dispersion 0.51(3.10)
Perceptions of pay basis

illegitimacy
Job-based pay

dispersion x perceptions of

pay basis illegitimacy
Job-based pay

dispersion x pay standing
Job-based pay

dispersion x task

interdependence
Constant 5.37***(0.17) 5.34***(0.11)
Var (organization) 0.00 0.00
Var (unit) 0.06 0.06
Var (residual) 1.71 1.71
Var (fixed factors) 0.21 0.21
R? (MVP) 0.10 0.10

Model 3 Model 4 Model 5 Model 6
0.04* (0.02) 0.04* (0.02) 0.04* (0.02) 0.04* (0.02)
0.23(0.15) 0.22 (0.15) 0.22(0.18) 0.23(0.18)

—0.01(0.01) —0.01(0.01) —0.01 (0.02) —0.01 (0.02)
0.07 (0.05) 0.07 (0.05) 0.05 (0.07) 0.04 (0.07)
1.20*** (0.20) 1.23***(0.20) 0.32(2.44) 0.89"(0.52)
0.00*** (0.00) 0.00*** (0.00) 0.00** (0.00) 0.00* (0.00)

—0.01" (0.00) —0.01 (0.00) —-0.01 (0.01) —-0.01 (0.01)
0.21(0.13) 0.20 (0.13) 0.23"(0.12) —0.14 (0.12)

—0.23(2.38) 0.38 (2.06) 0.53(3.11) 0.23(2.42)

—0.52***(0.05)  —0.26" (0.13)

—4.74**(1.31)
7.49 (27.22)
6.53**(2.32)
5.44***(0.08) 5.39***(0.08) 5.33**(0.10) 5.36***(0.12)
0.00 0.00 0.00 0.00
0.00 0.00 0.06 0.06
1.60 1.59 1.71 1.70
0.39 0.41 0.21 0.22
0.20 0.20 0.10 0.11

Note: N = 536. Robust standard errors in parentheses. R? (MVP) is calculated following the multilevel variance partitioning method (Nakagawa &

Schielzeth, 2013). Var denotes variance.
***p < 0.001.**p < 0.01.*p < 0.05."p < 0.10.

|

5190117 SUOLLILIOD AIIE10 3ot jdde a1y Aq pouienob aJe oI VO ‘3sN J0 Sa[nu Joj AeJqIT BUIUO /B|IA UO (SUOTIPUOD-PUE-SWLBYWIOD™A3 1A AReIq BU1 U0/ SNY) SUOIIPUCD PUB SUWLB | aU) 89S *[1Z02/20/20] Uo Arii auIuo 4811 “(-oul eAndeT) aqropesy AQ E8TZZ WIU/Z00T OT/10p/wio0-Aa i AReiq1jeu|uoy/Sdny woly papeojumod ‘9 ‘€20Z ‘X0G0660T

—_— .

Organizational commitment
3
Il

2
L

—— Pay basis illegitimacy (low)
—{}— Pay basis illegitimacy (high)
T T T T T

0 .05 A 15 2
Job-based pay dispersion

—_

FIGURE 1 Interaction between job-based pay dispersion and
perceptions of pay basis illegitimacy predicting organizational
commitment (1.5 SD).

engagement. Thus, aligned with our primary results, the findings
from these supplemental analyses support Hypothesis 1 for

organizational commitment: the relation between job-based pay
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FIGURE 2 Interaction between job-based pay dispersion and

perceptions of pay basis illegitimacy predicting work
engagement (+1 SD).

dispersion and organizational commitment was positive when the
perceptions of pay basis legitimacy were high (but not significant

when they were low).
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FIGURE 3 Interaction between job-based pay dispersion and pay
standing predicting organizational commitment (+1 SD).
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FIGURE 4 Interaction between job-based pay dispersion and task

interdependence predicting work engagement (+1 SD).

Finally, to verify that the results remain the same when very small
work units are excluded (i.e., work units with fewer than five
employees), we repeated all analyses without such units. Again, our
results remained substantially similar. In sum, the reported results are
robust under various assumptions and conditions, increasing our con-

fidence in them.

5 | DISCUSSION

This study was designed to examine the relation between job-based
pay dispersion and employee attitudes. Given that pay dispersion per
se is unlikely to have functional or dysfunctional effects across levels
of analysis, we investigated the influence of several contingencies in
attitudinal reactions to job-based pay dispersion. Although the impor-

tance of research in this vital area was highlighted approximately two

decades ago (Gerhart & Rynes, 2003), our understanding of these
dynamics remains very limited (Conroy & Gupta, 2019; Downes &
Choi, 2014; Shaw, 2014; Shaw & Zhou, 2021). To our knowledge, this
study is the first to examine how job-based pay dispersion relates to
employee attitudes within work units with varying levels of task
interdependence.

Our results support the notion that the main effects of dispersed
pay structures on outcomes are likely to be close to zero. Instead, our
results are aligned with research from the strategic human resource
management (HRM) literature on fit and synergies (e.g., Delery &
Shaw, 2001; Kepes & Delery, 2007) as well as previous research on
the relation between pay dispersion and unit-level effectiveness. In
particular, our results show that contingencies determine whether dis-
persed pay structures are associated with employee attitudes, posi-
tively or negatively. More specifically, our results indicate that pay
dispersion due to job-based pay differentials among employees within
a work unit is associated attitudinal reactions of employees under cer-
tain conditions, including their perceptions of pay basis (il)legitimacy,
their pay standing, and the degree task interdependence.

5.1 | Functional effects of dispersed pay structures
on employee attitudes

Our multilevel regression analyses suggest that job-based pay disper-
sion can elicit functional, positive attitudinal reactions among
employees, such as organizational commitment and work engagement.
Given that job-based pay dispersion is a form of vertical dispersion
(Gupta et al., 2012), and social comparisons among employees within
the same job (i.e., horizontal pay dispersion) are typically thought to
have stronger effects on employee outcomes than comparisons across
jobs (i.e., vertical pay dispersion) (Connelly et al, 2014; Werner &
Mero, 1999), these findings may seem counterintuitive. However, orga-
nizations can structure their work around work units consisting of dif-
ferent jobs, and pay is attached to the individual jobs, leading to job-
based pay dispersion within those units. This compensation strategy
may be especially beneficial for efficiency-oriented organizations
(Tenhidld & Laamanen, 2018). If the overall compensation system
emphasizes salient differences between the jobs within work units
more than potential differences in employee performance, employee
reactions should be stronger along those differences.

The results challenge the rather common view that job-based pay
dispersion as a form of vertical pay dispersion should elicit dysfunc-
tional attitudinal reactions in work units because it promotes competi-
tion, conflict, and counterproductive work behaviors. Instead, our
results support the broader ideas based on explained pay dispersion
theory (Shaw & Zhou, 2021), relational demography (Chattopadhyay
et al.,, 2011; Zhang et al., 2020), and the legitimacy of status hierar-
chies (Halevy et al., 2011; Ronay et al., 2012). That is, when pay dif-
ferences can be explained by legitimate and normatively accepted
factors and, therefore, when employees believe that illegitimate pay-
allocation criteria are not used in decisions about pay and promotions,

the consequences of pay dispersion tend to be positive and
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functional. Thus, our findings echo conclusions from the research on
organizational politics that emphasizes the importance of making com-
pensation decisions based on legitimate criteria and not political
behaviors and related illegitimate factors (e.g., Ferris & Kacmar, 1992;
Gupta & Jenkins, 1996; Kacmar & Carlson, 1997).

In one of the few individual-level studies that examined attitudinal
reactions to pay dispersion, Trevor and Wazeter (2006) found that pay
dispersion had negative consequences for those with a low pay standing
and no significant effects for those with a high pay standing. Accordingly,
the authors concluded that the “value of performance-driven pay disper-
sion must be weighed against the likely attitudinal liabilities for those low
in the distribution” because such pay structures are likely to lead to nega-
tive attitudinal reactions for such employees (Trevor & Wazeter, 2006,
p. 1271). Our results suggest that Trevor and Wazeter's (2006) conclu-
sions regarding horizontal pay dispersion cannot necessarily be general-
ized to other settings. Indeed, employee reactions to vertical and
horizontal pay dispersion may differ substantially. For example, recent
research using employer-employee matched data from Sweden has found
that vertical wage dispersion suppresses cross-firm mobility because it is
associated with outcomes beneficial for employees, such as attractive
advancement opportunities (Kacperczyk & Balachandran, 2018). Further-
more, the vertical dispersion effect was amplified for bottom wage earners
because they have the most to gain from climbing up the job ladder. In
contrast, according to the study, horizontal wage dispersion increases
cross-firm mobility because it is associated with harmful employee out-
comes, such as inequity concerns (Kacperczyk & Balachandran, 2018).
Thus, our theoretical framework and findings highlight the importance of
contextualizing studies on the effects of pay dispersion and not confound-
ing the effects of horizontal and vertical pay dispersion.

Somewhat similar to Zhang et al. (2020), we found that job-based
pay dispersion was not (negatively) related to employee attitudes at the
low end of the pay distribution (e.g., at the low end, the slope was neg-
ative but not statistically significant). The observed differences from
other studies (e.g., Breza et al., 2018) were likely due to the division of
labor and the resulting pay structure: in our study, employees were pri-
marily paid based on a systematic job evaluation process that was
transparent, and the work was interdependent to varying degrees.

Aligned with our predictions from relational demography
(e.g., Zhang et al, 2020) and functional theories of hierarchy
(e.g., Halevy et al., 2011, 2012; Ronay et al., 2012), we found that job-
based dispersion was related to positive attitudinal reactions in settings
with a high degree of task interdependence. Thus, our results support
the notion that hierarchical pay structures associated with stable status
differences can compensate for the dysfunctional reactions sometimes
exhibited by individuals in interdependent work contexts (Beus &
Whitman, 2017). Aligned with Trevor et al.'s (2012) conclusion, it might
be the case that workforce interdependence per se does not moderate
the relation between dispersed pay structures and attitudinal reactions
in the way that conventional wisdom suggests. Hence, the common
view that differential reward allocations have harmful effects, especially
in interdependent work settings, does not seem to hold. Instead, it
seems likely that the identifiability of employees' contributions is the
“true” underlying contingency (Shaw, 2014; Shaw & Zhou, 2021).

Rather than harming cooperation in interdependent contexts, our
results support the view that dispersed pay structures within work
units can foster constructive competition. Taking this argument fur-
ther, competition may be beneficial when individuals are assured that
everyone has an equitable chance of “winning” (i.e., constructive com-
petition; Murayama & Elliot, 2012). In an interdependent work setting,
employees rely on their coworkers to do their part to complete the
overall job but also appreciate the boundaries drawn around their
own job (i.e., a low level of relational uncertainty; Zhang et al., 2020).
We encourage future research to further examine the validity of these
and related arguments, especially since meta-analytical evidence sug-
gest that task interdependence may have a negative effect on the
relation between hierarchy and team performance (Greer et al., 2018).

While we did not expect differential mechanisms related to our
attitudinal outcomes, we found some differences. On the one hand, job-
based pay dispersion was consistently positively related to both organi-
zational commitment and work engagement when perceptions of illegiti-
mate reward allocation criteria were low. On the other hand, job-based
pay dispersion was positively associated with organizational commit-
ment for employees at the high end of the pay structure within their
units. Meanwhile, when task interdependence in the employees' own
work unit was high, job-based pay dispersion was positively associated
with work engagement. Thus, our two moderators, standing in the pay
distribution and task interdependence were somewhat differently asso-
ciated with the two employee attitudes. This finding may suggest that
the effects on work engagement resemble those of intrinsic motivation
(motivational effects), whereas those on organizational commitment are
a reflection of a more deliberate intent to leave (sorting effects). As both
motivational and sorting effects of compensation systems are important
(Downes & Choi, 2014), organizations should be mindful of both mecha-
nisms when assessing the extent to which their compensation structures

have functional effects on employee attitudes.

5.2 | Limitations and directions for future research

Our results should be interpreted with the following limitations in mind.
Shaw and Zhou (2021) argued that normatively accepted reasons for
pay dispersion may vary between contexts and countries, affecting both
the prevalence of horizontal and vertical pay dispersion and their per-
ceived legitimacy. Nordic countries tend to have egalitarian cultures
with compressed pay structures compared to those of more individual-
istic countries, such as the United States (Kiatpongsan & Norton, 2014).
Nordic countries are also known for their high unionization level and, as
a result, a strong preference for transparent job-based structures (job
evaluation) and relatively low levels of pay dispersion. Thus, national
culture might act as a boundary condition for the effects of job-based
pay dispersion on attitudes. Hierarchy is psychologically rewarding
because it validates individual beliefs in meritocracy and social mobility
and is consistent with the preference for equity over equality as a fair
and just reward allocation norm, particularly in Western, capitalistic
societies (Halevy et al., 2011). Nevertheless, findings similar to ours

were observed in a study conducted in China (Zhang et al., 2020),
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known for a low level of uncertainty avoidance and a high level of
power distance. Nonetheless, more research is needed across different
national contexts.

Our measure of the job-based pay component at the work-unit level
corresponds in principle to the idea of vertical pay dispersion (Gupta
et al,, 2012). Previous studies have operationalized vertical pay dispersion
in different ways, ranging from differences in total pay across one or very
few hierarchical levels (Bloom & Michel, 2002; pre-post promotion,
DeVaro, 2006; executive ranks, Bloom & Michel, 2002; Leonard, 1990) to
differences across multiple management levels (e.g., Eriksson, 1999;
Siegel & Hambrick, 2005) and the entire organizational spectrum from
lower level employees to top management (e.g, Brown et al., 2003;
Cowherd & Levine, 1992; Ding et al., 2009). Future research should inves-
tigate whether some of the different pay comparisons associated with the
distinct ranges (e.g., within a work unit or across the entire organizational
hierarchy) and types of vertical pay dispersion (e.g., external, internal, and
employee comparisons; Kulik & Ambrose, 1992) are more impactful than
others. Equity theory suggests that the similarity of the comparison other
is relevant. Thus, jobs in close proximity where coworker contributions
can be easily identified (i.e., identifiability of work inputs; Shaw, 2014) are
most likely more relevant for the theorized effects than jobs that are more
distal to the focal employee (Werner & Mero, 1999).

Our sample consisted of blue-collar workers employed in indus-
tries subject to multiple governmental regulations (e.g., safety and
health regulations). The jobs and tasks in these industries tend to be
more standardized, predictable, and routine than they are in other
contexts. This fact might affect the ability to generalize our results.
Anderson and Brown (2010) argued that work-unit size and task com-
plexity moderate the effect of hierarchical structures. In small groups
with simple tasks, the effect should be positive, as the contributions
of individual employees are more likely to be identifiable (Halevy
et al., 2011). Thus, future research should investigate the generaliz-
ability of our results beyond the context of blue-collar work units.

The study design did not allow us to separate differences between
unexplained and explained pay (Trevor et al., 2012). Instead, we assessed
employee perceptions regarding the basis for the reward-allocation cri-
teria. Although this might be viewed as a limitation, aligned with the
views in the strategic HRM literature (e.g., the effects of HRM policies
vs. practices vs. processes; Kepes & Delery, 2007), attitudes are driven
more by employee perceptions, such as perceived reward-allocation cri-
teria, than they are by the actual criteria (e.g., Greenberg, 2003). Relat-
edly, one may argue that most of our variables come from the same
source, individual employees, and, as such, our results could be affected
by common method variance. However, our pay data came from archival
sources. The interactive nature of our analytical model also alleviates
concerns related to common method variance (Evans, 1985; Siemsen
et al,, 2010). Thus, our results were robust to various methodological and
statistical specifications, increasing our confidence in them.

Finally, our data were based on a cross-level research design at a
single point in time. Future studies should investigate how changes in
pay dispersion affect employees' reactions over time (Heath, 1999;
Rynes et al., 2004). Replications and longitudinal extensions in differ-

ent cultural settings and with different employee groups and different

types of pay dispersion measures should help to better explain the
nuanced contingencies underlying the relations between dispersed
pay structures and outcomes across levels of analysis. In addition to
employee attitudes, more research is needed on how job-based pay
dispersion affects employee performance (task performance, contex-
tual performance [e.g., organizational citizenship behaviors], and coun-
terproductive work behaviors), outcomes at the work-unit level
(e.g., work-unit productivity and performance), and organizational
level (firm performance). Studies with a longitudinal or panel design
may also be needed to assess whether the observed effects are causal

and remain stable over time.

5.3 | Conclusion

Our study indicates that the perceived (il)legitimacy of job-based pay
dispersion significantly explained attitudinal reactions of employees.
Job-based pay dispersion coupled with perceptions of the use of legit-
imate criteria and the absence of illegitimate criteria in pay decisions
was associated with functional attitudinal reactions. In addition, the
observed attitudinal reactions varied based on employees' internal
pay standing. However, even employees with a low pay standing did
not automatically react negatively. Finally, our findings suggest that
dispersed pay structures in interdependent work settings do not nec-
essarily have the commonly assumed detrimental effects. Therefore,
interdependent work settings per se do not render dispersed pay
structures ineffective and might even enhance their functional effects.

We encourage further rigorous, nuanced explorations in the area.
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ENDNOTES

1 DEP refers to the amount of the pay dispersion that is tied to
productivity-relevant employee inputs, and DUP refers to the amount
that is unrelated to employee productivity (e.g., politics, discrimination,
favoritism, or random decisions) (Trevor et al., 2012).
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2 Distributive information about an individual's merit pay was not publicly
available to the employees (i.e., it was confidential). In our research con-
text, the merit pay component was 12.5% of an employee's total pay, on
average. Perhaps more importantly, the difference in the merit pay
between the top and the bottom quartiles of employees was merely
3.4% within a work unit, on average, indicating a high level of horizontal
pay compression, which is not surprising given the previous results
(e.g., Breza et al.,, 2018). Even if it were transparent, such merit pay dif-
ferences between employees yielding horizontal pay dispersion are not
meaningful enough to be noticed by individuals; thus, they are unlikely
to evoke observable attitudinal or behavioral reactions (Mitra
et al., 1997; Mitra et al., 2016). Nevertheless, we also tested all our pre-
dictions using a horizontal pay dispersion measure (based on individual
differences in merit pay across the work unit), but none of the effects
were statistically significant.

3 Because neither of the individual simple slopes were significant at 1 SD
above or below the mean, we used 1.5 SD when plotting the interaction.

4 All reported confidence intervals (Cls) are 95% Cls.

REFERENCES

Abdulsalam, D., Maltarich, M. A,, Nyberg, A. J., Reilly, G., & Martin, M. (2021).
Individualized pay-for-performance arrangements: Peer reactions and
consequences. Journal of Applied Psychology, 1064(8), 1202-1223.

Adams, J. S. (1965). Inequity in social exchange. In L. Berkowitz (Ed.),
Advances in experimental social psychology (Vol. 2, pp. 267-299). Aca-
demic Press.

Aguinis, H., Gottfredson, R. K., & Culpepper, S. A. (2013). Best-practice
recommendations for estimating cross-level interaction effects using
multilevel modeling. Journal of Management, 39(6), 1490-1528.

Akerlof, G. A, & Yellen, J. L. (1988). Fairness and unemployment. The
American Economic Review, 78(2), 44-49.

Anderson, C., & Brown, C. E. (2010). The functions and dysfunctions of
hierarchy. In A. P. Brief & B. M. Staw (Eds.), Research in organizational
behavior (Vol. 30, pp. 55-89). JAI Press.

Antonakis, J., Bastardoz, N., & R6nkkd, M. (2021). On ignoring the random
effects assumption in multilevel models: Review, critique, and recom-
mendations. Organizational Research Methods, 24(2), 443-483.

Becker, B. E., & Huselid, M. A. (1992). The incentive effects of tournament
compensation systems. Administrative Science Quarterly, 37(2), 336-350.

Beus, J. M., & Whitman, D. S. (2017). Almighty dollar or root of all evil?
Testing the effects of money on workplace behavior. Journal of
Management, 43(7), 2147-2167.

Blader, S. L., & Tyler, T. R. (2009). Testing and extending the group engage-
ment model: Linkages between social identity, procedural justice, eco-
nomic outcomes, and extrarole behavior. Journal of Applied Psychology,
94(2), 445-464.

Bliese, P. D., Chan, D., & Ployhart, R. E. (2007). Multilevel methods: Future
directions in measurement, longitudinal analyses, and nonnormal out-
comes. Organizational Research Methods, 10(4), 551-563.

Bloom, M. (1999). The performance effects of pay dispersion on individ-
uals and organizations. Academy of Management Journal, 42(1), 25-40.

Bloom, M., & Michel, J. G. (2002). The relationship among organizational
context, pay dispersion, and among managerial turnover. Academy of
Management Journal, 45(1), 33-42.

Breza, E., Kaur, S., & Shamdasani, Y. (2018). The morale effects of pay
inequality. The Quarterly Journal of Economics, 133(2), 611-663.

Brown, M. P, Sturman, M. C., & Simmering, M. J. (2003). Compensation
policy and organizational performance: The efficiency, operational,
and financial implications of pay levels and pay structure. Academy of
Management Journal, 46(6), 752-762.

Chattopadhyay, P., George, E., & Ng, C. K. (2011). An uncertainty reduc-
tion model of relational demography. In Research in personnel and
human resources management. Emerald Group Publishing Limited.

Chattopadhyay, P., Tluchowska, M., & George, E. (2004). Identifying the
ingroup: A closer look at the influence of demographic dissimilarity on
employee social identity. Academy of Management Review, 29(2),
180-202.

Clark, A. E., Kristensen, N., & Westergard-Nielsen, N. (2009). Job satisfac-
tion and co-worker wages: Status or signal? The Economic Journal,
119(536), 430-447.

Cohen, A. (1992). Antecedents of organizational commitment across occu-
pational groups: A meta-analysis. Journal of Organizational Behavior,
13(6), 539-558.

Colquitt, J. A., Conlon, D. E., Wesson, M. J,, Porter, C. O. L. H.,, & Ng, K. Y.
(2001). Justice at the millennium: A meta-analytic review of 25 years
of organizational justice research. Journal of Applied Psychology, 86(3),
425-445,

Colquitt, J. A, Scott, B. A, Rodell, J. B., Long, D. M., Zapata, C. P.,
Conlon, D. E., & Wesson, M. J. (2013). Justice at the millennium, a
decade later: A meta-analytic test of social exchange and affect-based
perspectives. Journal of Applied Psychology, 98(2), 199-236.

Connelly, B. L., Tihanyi, L., Crook, T. R., & Gangloff, K. A. (2014). Tourna-
ment theory: Thirty years of contests and competitions. Journal of
Management, 40(1), 16-47.

Conroy, S. A. (2019). Setting base pay rates: Integrating compensation
practice with human capital value creation and value capture. In Hand-
book of research on strategic human capital resources (pp. 15-33).
Edward Elgar Publishing.

Conroy, S. A, & Gupta, N. (2019). Disentangling horizontal pay dispersion:
Experimental evidence. Journal of Organizational Behavior, 40(3),
248-263.

Conroy, S. A., Gupta, N., Shaw, J. D., & Park, T.-Y. (2014). A multilevel
approach to the effects of pay variation. In M. R. Buckley, J. R. B.
Halbesleben, & A. R. Wheeler (Eds.), Research in personnel and human
resources management (Vol. 32, pp. 1-64). Emerald Group Publishing
Limited.

Cowherd, D. M., & Levine, D. I. (1992). Product quality and pay equity
between lower-level employees and top management: An investiga-
tion of distributive justice theory. Administrative Science Quarterly,
37(2), 302-320.

Crosby, F. (1984). Relative deprivation in organizational settings. In B. M.
Staw & L. L. Cummings (Eds.), Research in organizational behavior (Vol.
6, pp. 51-93). JAIl Press.

Cummings, T. G. (1978). Self-regulating work groups: A socio-technical
analysis. Academy of Management Review, 3, 625-634.

Delery, J. E., & Shaw, J. D. (2001). The strategic management of people in
work organizations: Review, synthesis, and extension. In G. R. Ferris
(Ed.), Research in personnel and human resource management (Vol. 20,
pp. 167-197). JAI Press.

Deutsch, M. (1985). Distributive justice: A social-psychological perspective.
Yale University Press.

DeVaro, J. (2006). Strategic promotion tournaments and worker perfor-
mance. Strategic Management Journal, 27(8), 721-740.

Ding, D. Z., Akhtar, S., & Ge, G. L. (2009). Effects of inter- and intra-
hierarchy wage dispersions on firm performance in Chinese enter-
prises. International Journal of Human Resource Management, 20(11),
2370-2381.

Downes, P. E., & Choi, D. (2014). Employee reactions to pay dispersion: A
typology of existing research. Human Resource Management Review,
24(1), 53-66.

Eriksson, T. (1999). Executive compensation and tournament theory:
Empirical tests on Danish data. Journal of Labor Economics, 17,
262-280.

Evans, M. G. (1985). A Monte Carlo study of the effects of correlated method
variance in moderated multiple regression analysis. Elsevier Science.
https://doi.org/10.1016/0749-5978(85)90002-0

Ferris, G. R., & Kacmar, K. M. (1992). Perceptions of organizational politics.
Journal of Management, 18, 93-116.

5190117 SUOLLILIOD AIIE10 3ot jdde a1y Aq pouienob aJe oI VO ‘3sN J0 Sa[nu Joj AeJqIT BUIUO /B|IA UO (SUOTIPUOD-PUE-SWLBYWIOD™A3 1A AReIq BU1 U0/ SNY) SUOIIPUCD PUB SUWLB | aU) 89S *[1Z02/20/20] Uo Arii auIuo 4811 “(-oul eAndeT) aqropesy AQ E8TZZ WIU/Z00T OT/10p/wio0-Aa i AReiq1jeu|uoy/Sdny woly papeojumod ‘9 ‘€20Z ‘X0G0660T


https://doi.org/10.1016/0749-5978(85)90002-0

% | WILEY

TENHIALA T AL

Fulmer, I. S., & Shaw, J. D. (2018). Person-based differences in pay reac-
tions: A compensation-activation theory and integrative conceptual
review. Journal of Applied Psychology, 103(9), 939-958.

Gartenberg, C., & WuIf, J. (2017). Pay harmony? Social comparison and
performance compensation in multibusiness firms. Organization
Science, 28(1), 39-55.

Gerhart, B., & Rynes, S. L. (2003). Compensation: Theory, evidence, and
strategic implications. Sage.

Gong, Y., Law, K. S, Chang, S., & Xin, K. R. (2009). Human resources man-
agement and firm performance: The differential role of managerial
affective and continuance commitment. Journal of Applied Psychology,
94(1), 263-275.

Greenberg, J. (2003). Creating unfairness by mandating fair procedures:
The hidden hazards of a pay-for-performance plan. Human Resource
Management Review, 13(1), 41-57.

Greer, L. L., de Jong, B. A, Schouten, M. E., & Dannals, J. E. (2018). Why
and when hierarchy impacts team effectiveness: A meta-analytic inte-
gration. Journal of Applied Psychology, 103(6), 591-613.

Gruenfeld, D. H., & Tiedens, L. Z. (2010). Organizational preferences and
their consequences. In S. T. Fiske, D. T. Gilbert, & G. Lindzey (Eds.),
Handbook of social psychology. Wiley.

Gupta, N., Conroy, S. A., & Delery, J. E. (2012). The many faces of pay vari-
ation. Human Resource Management Review, 22(2), 100-115.

Gupta, N., & Jenkins, G. D. (1996). The politics of pay. Compensation &
Benefits Review, 28(2), 23-30.

Halbesleben, J. R. B. (2010). A meta-analysis of work engagement: Rela-
tionships with burnout, demands, resources, and consequences. In
Work engagement: A handbook of essential theory and research
(pp. 102-117). Psychology Press.

Halevy, N., Chou, E. Y., & Galinsky, A. D. (2011). A functional model of
hierarchy: Why, how, and when vertical differentiation enhances
group performance. Organizational Psychology Review, 1(1), 32-52.

Halevy, N., Chou, E. Y., Galinsky, A. D., & Murninghan, J. K. (2012). When
hierarchy wins: Evidence from the National Basketball Association.
Social Psychological and Personality Science, 3, 398-406.

Hallberg, U. E., & Schaufeli, W. B. (2006). “Same same” but different? Can
work engagement be discriminated from job involvement and organi-
zational commitment? European Psychologist, 11(2), 119-127.

Harrison, D. A., & Klein, K. J. (2007). What's the difference? Diversity con-
structs as separation, variety, or disparity in organizations. Academy of
Management Review, 32(4), 1199-1228.

Harter, J. K., Schmidt, F. L., & Hayes, T. L. (2002). Business-unit-level rela-
tionship between employee satisfaction, employee engagement, and
business outcomes: A meta-analysis. Journal of Applied Psychology,
87(2), 268-279.

He, W.,, Li, S.-L., Feng, J., Zhang, G., & Sturman, M. C. (2021). When does
pay for performance motivate employee helping behavior? The con-
textual influence of performance subjectivity. Academy of Management
Journal, 64(1), 293-326.

Heath, C. (1999). On the social psychology of agency relationships: Lay
theories of motivation overemphasize extrinsic motives. Organizational
Behavior and Human Decision Processes, 78, 25-62.

Hill, A. D., Aime, F., & Ridge, J. W. (2017). The performance implications of
resource and pay dispersion: The case of Major League Baseball. Stra-
tegic Management Journal, 38(9), 1935-1947.

Hill, J., & Gelman, A. (2007). Data analysis using regression and
multilevel/hierarchical models. Cambridge University Press.

Hogg, M. A. (2000). Subjective uncertainty reduction through self-catego-
rization: A motivational theory of social identity processes. European
Review of Social Psychology, 11(1), 223-255.

Hogg, M. A. (2007). Uncertainty-identity theory. In Advances in experimen-
tal social psychology (Vol. 39, pp. 69-126). Elsevier Academic Press.
Holtzen, S. (2022). Exploring secrecy in pay communication: A conceptual

matrix. Employee Relations, 44, 1448-1466.
Homans, G. C. (1961). Social behaviour: Its elementary forms. Harcourt Brace.

Huseman, R. C., Hatfield, J. D., & Miles, E. W. (1987). A new perspective
on equity theory: The equity sensitivity construct. Academy of Man-
agement Review, 12(2), 222-234.

Jost, J. T., Blount, S., Pfeffer, J., & Hunyady, G. (2003). Fair market ideol-
ogy: Its cognitive-motivational underpinnings. In R. M. Kramer & B. M.
Staw (Eds.), Research in organizational behavior (Vol. 25, pp. 53-91).
Elsevier.

Kacmar, K. M., & Baron, R. A. (1999). Organizational politics: The state of
the field, links to related processes, and an agenda for future research.
In G. R. Ferris (Ed.), Research in personnel and human resources manage-
ment (Vol. 17, pp. 1-39). JAI Press.

Kacmar, K. M., & Carlson, D. S. (1997). Further validation of the percep-
tions of politics scale (POPS): A multiple sample investigation. Journal
of Management, 23(5), 627-658.

Kacperczyk, A., & Balachandran, C. (2018). Vertical and horizontal wage
dispersion and mobility outcomes: Evidence from the Swedish micro-
data. Organization Science, 29(1), 17-38.

Kepes, S., Delery, J., & Gupta, N. (2009). Contingencies in the effects of
pay range on organizational effectiveness. Personnel Psychology, 62(3),
497-531.

Kepes, S., & Delery, J. E. (2007). HRM systems and the problem of internal
fit. In P. Boxall, J. Purcell, & P. M. Wright (Eds.), The Oxford handbook of
human resource management (pp. 385-404). Oxford University Press.

Kiatpongsan, S., & Norton, M. I. (2014). How much (more) should CEOs
make? A universal desire for more equal pay. Perspectives on Psycho-
logical Science, 9(6), 587-593.

Klein, H. J., Cooper, J. T., Molloy, J. C., & Swanson, J. A. (2014). The assess-
ment of commitment: Advantages of a unidimensional, target-free
approach. Journal of Applied Psychology, 99(2), 222-238.

Kong, D. T., Park, S., & Peng, J. (2023). Appraising and reacting to per-
ceived pay-for-performance: Leader competence and warmth as criti-
cal contingencies. Academy of Management Journal, 66(2), 402-431.

Konovsky, M. A. (2000). Understanding procedural justice and its impact
on business organizations. Journal of Management, 26(3), 489-511.

Kulik, C. T., & Ambrose, M. L. (1992). Personal and situational determinants
of referent choice. Academy of Management Review, 17, 212-237.

LaHuis, D. M., Hartman, M. J., Hakoyama, S., & Clarck, P. C. (2014).
Explained variance measures for multilevel models. Organizational
Research Methods, 17(4), 433-451.

Lazear, E. P.,, & Rosen, S. (1981). Rank-order tournaments as optimum
labor contracts. Journal of Political Economy, 89(5), 841-864.

Leonard, J. S. (1990). Executive pay and firm performance. Industrial and
Labor Relations Review, 43, 13-29.

LePine, J. A.,, & Dyne, L. V. (2001). Peer responses to low performers: An
attributional model of helping in the context of groups. The Academy
of Management Review, 26(1), 67-84.

Long, H., & Van Dam, A. (2018). Under Trump, the jobs boom has finally
reached blue-collar workers. Will it last? Retrieved from https://www.
washingtonpost.com/business/2018/09/09/under-trump-jobs-boom-
has-finally-reached-blue-collar-workers-will-it-last/

Magee, J. C., & Galinsky, A. D. (2008). Social hierarchy: The self-reinforcing
nature of power and status. Academy of Management Annals, 2(1),
351-398.

McCoy, S. K., & Major, B. (2007). Priming meritocracy and the psychologi-
cal justification of inequality. Journal of Experimental Social Psychology,
43(3), 341-351.

Meyer, J. P., Stanley, D. J., Herscovitch, L., & Topolnytsky, L. (2002). Affec-
tive, continuance, and normative commitment to the organization: A
meta-analysis of antecedents, correlates, and consequences. Journal of
Vocational Behavior, 61(1), 20-52.

Miller, B. K., Rutherford, M. A., & Kolodinsky, R. W. (2008). Perceptions of
organizational politics: A meta-analysis of outcomes. Journal of Busi-
ness and Psychology, 22, 209-222.

Mitra, A, Gupta, N., & Jenkins, G. D. (1997). A drop in the bucket: When is a
pay raise a pay raise? Journal of Organizational Behavior, 18(2), 117-137.

5190117 SUOLLILIOD AIIE10 3ot jdde a1y Aq pouienob aJe oI VO ‘3sN J0 Sa[nu Joj AeJqIT BUIUO /B|IA UO (SUOTIPUOD-PUE-SWLBYWIOD™A3 1A AReIq BU1 U0/ SNY) SUOIIPUCD PUB SUWLB | aU) 89S *[1Z02/20/20] Uo Arii auIuo 4811 “(-oul eAndeT) aqropesy AQ E8TZZ WIU/Z00T OT/10p/wio0-Aa i AReiq1jeu|uoy/Sdny woly papeojumod ‘9 ‘€20Z ‘X0G0660T


https://www.washingtonpost.com/business/2018/09/09/under-trump-jobs-boom-has-finally-reached-blue-collar-workers-will-it-last/
https://www.washingtonpost.com/business/2018/09/09/under-trump-jobs-boom-has-finally-reached-blue-collar-workers-will-it-last/
https://www.washingtonpost.com/business/2018/09/09/under-trump-jobs-boom-has-finally-reached-blue-collar-workers-will-it-last/

TENHIALA e AL

WILEY_| %

Mitra, A.,, Tenhidld, A., & Shaw, J. D. (2016). Smallest meaningful pay
increases: Field test, constructive replication, and extension. Human
Resource Management, 55(1), 69-81.

Monteiro, A. (2022). Supply constraints a top headache for US firms as out-
look dims. Bloomberg.

Murayama, K., & Elliot, A. J. (2012). The competition-performance rela-
tion: A meta-analytic review and test of the opposing processes model
of competition and performance. Psychological Bulletin, 138(6), 1035-
1070.

Muro, M., & Whiton, J. (2018). As midterm elections near, smaller, redder
places show more economic growth. Brookings.

Nakagawa, S., & Schielzeth, H. (2013). A general and simple method for
obtaining R2 from generalized linear mixed-effects models. Methods in
Ecology and Evolution, 4(2), 133-142.

Occupational Safety and Health Administration. (2021). Collective agree-
ments. Retrieved from https://www.tyosuojelu.fi/web/en/employment-
relationship/posted-worker/pay-in-finland/collective-agreements

Park, S., & Conroy, S. A. (2022). Unpacking the evolving process of pay-
for-performance system implementation. Human Resource Manage-
ment Review, 32(2), 100794.

Park, S., & Sturman, M. C. (2022). When perception is reality, there is more
than one reality: The formation and effects of pay-for-performance
perceptions. Personnel Psychology, 75(3), 529-555.

Pfeffer, J., & Davis-Blake, A. (1992). Salary dispersion, location in the salary
distribution, and turnover among college administrators. Industrial and
Labor Relations Review, 45(4), 753-763.

Pfeffer, J., & Langton, N. (1993). The effect of wage dispersion on satisfac-
tion, productivity, and working collaboratively: Evidence from college
and university faculty. Administrative Science Quarterly, 38(3), 382-407.

Riketta, M. (2005). Organizational identification: A meta-analysis. Journal
of Vocational Behavior, 66(2), 358-384.

Ronay, R., Greenaway, K., Anicich, E. M., & Galinsky, A. D. (2012). The
path to glory is paved with hierarchy: When hierarchical differentia-
tion increases group effectiveness. Psychological Science, 23(6),
669-677.

Rynes, S. L., Gerhart, B., & Minette, K. A. (2004). The importance of pay in
employee motivation: Discrepancies between what people say and
what they do. Human Resource Management, 43(4), 381-394.

Salimaki, A., & Jamsén, S. (2010). Perceptions of politics and fairness in
merit pay. Journal of Managerial Psychology, 25(3), 229-251.

Schaufeli, W. B., Bakker, A. B., & Salanova, M. (2006). The measurement
of work engagement with a short questionnaire. Educational and
Psychological Measurement, 66(4), 701-716.

Shaw, J. D. (2014). Pay dispersion. Annual Review of Organizational Psychol-
ogy and Organizational Behavior, 1(1), 521-544.

Shaw, J. D. (2015). Pay dispersion, sorting, and organizational perfor-
mance. Academy of Management Discoveries, 1(2), 165-179.

Shaw, J. D., & Gupta, N. (2007). Pay system characteristics and quit pat-
terns of good, average, and poor performers. Personnel Psychology,
60(4), 903-928.

Shaw, J. D., Gupta, N., & Delery, J. E. (2002). Pay dispersion and workforce
performance: Moderating effects of incentives and interdependence.
Strategic Management Journal, 23(6), 491-512.

Shaw, J. D., & Zhou, X. (2021). Explained pay disperson: A 20-year review
of human resource management research and beyond. Research in
Personnel and Human Resources Management, 39, 47-69.

Siegel, P. A., & Hambrick, D. C. (2005). Pay disparities within top manage-
ment groups: Evidence of harmful effects on performance of high-
technology firms. Organization Science, 16(3), 259-274.

Siemsen, E., Roth, A., & Oliveira, P. (2010). Common method bias in regres-
sion models with linear, quadratic, and interaction effects. Organiza-
tional Research Methods, 13, 456-476.

Simons, T., & Roberson, Q. (2003). Why managers should care about fair-
ness: The effects of aggregate justice perceptions on organizational
outcomes. Journal of Applied Psychology, 88(3), 432-443.

Smith, H. J., Pettigrew, T. F., Pippin, G. M., & Bialosiewicz, S. (2012). Rela-
tive deprivation: A theoretical and meta-analytic review. Personality
and Social Psychology Review, 16(3), 203-232.

Statista. (2021). Percentage added to the gross domestic product (GDP) of
the United States of America in 2020, by industry. Retrieved from
https://www.statista.com/statistics/248004/percentage-added-to-
the-us-gdp-by-industry/

Steiner, |. D. (1972). Group process and productivity. Academic Press.

Subramony, M., Groth, M., Hu, X. J,, & Wu, Y. (2021). Four decades of
frontline service employee research: An integrative bibliometric
review. Journal of Service Research, 24(2), 230-248.

Suchman, M. C. (1995). Managing legitimacy: Strategic and institutional
approaches. Academy of Management Review, 20(3), 571-610.

Tenhiala, A., & Laamanen, T. (2018). Right on the money? The contingent
effects of strategic orientation and pay system design on firm perfor-
mance. Strategic Management Journal, 39(13), 3408-3433.

Trevor, C. O,, Reilly, G., & Gerhart, B. (2012). Reconsidering pay dispersion's
effect on the performance of interdependent work: Reconciling sorting
and pay inequality. Academy of Management Journal, 55(3), 585-610.

Trevor, C. O., & Wazeter, D. L. (2006). A contingent view of reactions to
objective pay conditions: Interdependence among pay structure char-
acteristics and pay relative to internal and external referents. Journal
of Applied Psychology, 91(6), 1260-1275.

Tyler, T. R. (2006). Psychological perspectives on legitimacy and legitima-
tion. Annual Review of Psychology, 57, 375-400. https://doi.org/10.
1146/annurev.psych.57.102904.190038

Tyler, T. R., & Blader, S. L. (2003). The group engagement model: Proce-
dural justice, social identity, and cooperative behavior. Persondlity and
Social Psychology Review, 7(4), 349-361.

Van der Vegt, G. S., Emans, B. J. M., & Van de Vliert, E. (1998). Motivating
effects of task and outcome interdependence in work teams. Group &
Organization Management, 23(2), 124-143.

Werner, S., & Mero, N. P. (1999). Fair or foul? The effects of external,
internal, and employee equity on changes in performance of Major
League Baseball players. Human Relations, 52(10), 1291-1311.

WorldatWork. (2020). Job evaluation and market pricing practices.
Retrieved from  https://worldatwork.org/resources/research/job-
evaluation-and-market-pricing-practices

Zhang, L. L., George, E., & Chattopadhyay, P. (2020). Not in my pay grade:
The relational benefit of pay grade dissimilarity. Academy of Manage-
ment Journal, 63(3), 779-801.

AUTHOR BIOGRAPHIES

Aino Tenhiila is an assistant professor of organizational behavior
at IE Business School, IE University in Spain. She conducts research
on employee and executive compensation with an interest in
enhancing equity, well-being, and effectiveness. Tenhiala received
her PhD degree from Aalto University in Finland. Her research has
been published in journals such as Strategic Management Journal,

Human Resource Management, and Organization Studies.

Sven Kepes is a professor of management at Virginia Common-
wealth University. His research interests include strategic human
resource management, meta-analytic methods, publication bias,
and the trustworthiness of our cumulative knowledge. His research
has been published in journals such as Psychological Bulletin, Journal

of Applied Psychology, and Organizational Research Methods.

Markus Jokela is a professor of psychology at the University of
Helsinki, Finland. His research has focused on personality,

5190117 SUOLLILIOD AIIE10 3ot jdde a1y Aq pouienob aJe oI VO ‘3sN J0 Sa[nu Joj AeJqIT BUIUO /B|IA UO (SUOTIPUOD-PUE-SWLBYWIOD™A3 1A AReIq BU1 U0/ SNY) SUOIIPUCD PUB SUWLB | aU) 89S *[1Z02/20/20] Uo Arii auIuo 4811 “(-oul eAndeT) aqropesy AQ E8TZZ WIU/Z00T OT/10p/wio0-Aa i AReiq1jeu|uoy/Sdny woly papeojumod ‘9 ‘€20Z ‘X0G0660T


https://www.tyosuojelu.fi/web/en/employment-relationship/posted-worker/pay-in-finland/collective-agreements
https://www.tyosuojelu.fi/web/en/employment-relationship/posted-worker/pay-in-finland/collective-agreements
https://www.statista.com/statistics/248004/percentage-added-to-the-us-gdp-by-industry/
https://www.statista.com/statistics/248004/percentage-added-to-the-us-gdp-by-industry/
https://doi.org/10.1146/annurev.psych.57.102904.190038
https://doi.org/10.1146/annurev.psych.57.102904.190038
https://worldatwork.org/resources/research/job-evaluation-and-market-pricing-practices
https://worldatwork.org/resources/research/job-evaluation-and-market-pricing-practices

6 | WILEY

TENHIALA T AL

intelligence, mental health, and on the associations between indi-
vidual differences and population processes, including mortality,
migration, and fertility. Much of his research is based on
individual-participant meta-analysis of multiple longitudinal cohort
studies. He holds a PhD in psychology from University of Helsinki,
and a PhD in epidemiology and public health from University

College London.

How to cite this article: Tenhidla, A., Kepes, S., & Jokela, M.
(2023). Contingencies in the effects of job-based pay
dispersion on employee attitudes. Human Resource
Management, 62(6), 989-1006. https://doi.org/10.1002/hrm.
22183

5190117 SUOLLILIOD AIIE10 3ot jdde a1y Aq pouienob aJe oI VO ‘3sN J0 Sa[nu Joj AeJqIT BUIUO /B|IA UO (SUOTIPUOD-PUE-SWLBYWIOD™A3 1A AReIq BU1 U0/ SNY) SUOIIPUCD PUB SUWLB | aU) 89S *[1Z02/20/20] Uo Arii auIuo 4811 “(-oul eAndeT) aqropesy AQ E8TZZ WIU/Z00T OT/10p/wio0-Aa i AReiq1jeu|uoy/Sdny woly papeojumod ‘9 ‘€20Z ‘X0G0660T


https://doi.org/10.1002/hrm.22183
https://doi.org/10.1002/hrm.22183

	Contingencies in the effects of job-based pay dispersion on employee attitudes
	1  INTRODUCTION
	2  THEORETICAL BACKGROUND AND HYPOTHESES DEVELOPMENT
	2.1  Perceptions of pay basis (il)legitimacy
	2.2  Pay standing
	2.3  Task interdependence

	3  METHODS
	3.1  Sample
	3.2  Measures
	3.2.1  Independent variables
	Job-based pay dispersion
	Pay standing
	Perceptions of pay basis illegitimacy
	Task interdependence

	3.2.2  Dependent variables
	Organizational commitment
	Work engagement

	3.2.3  Control variables

	3.3  Analytical strategy

	4  RESULTS
	4.1  Supplemental analyses

	5  DISCUSSION
	5.1  Functional effects of dispersed pay structures on employee attitudes
	5.2  Limitations and directions for future research
	5.3  Conclusion

	ACKNOWLEDGMENTS
	CONFLICT OF INTEREST
	DATA AVAILABILITY STATEMENT

	Endnotes
	REFERENCES


