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The Effects of the Tounament Inflow and Outflow on the Relationship
between Pay Dispersion and Organizational Performance
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Abstract This study examines the effect of pay dispersion on labor productivity by focusing on the inflow of
newcomers into the tournament and the outflow of stayers from the tournament. According to tournament theory, the
expansion of pay dispersion within the organization contributes to enhanced organizational performance by attracting
high performers externally and by removing low performers internally within the organization. However, previous
studies regarding tournament theory have overlooked the participant aspects. Therefore, this study explores how
external hiring and involuntary turnover influence the effect of pay dispersion on labor productivity. This paper
hypothesizes that pay dispersion will have a positive effect on labor productivity. Moreover, this paper predicts that
the inflow of new competitors will strengthen the positive effects of pay dispersion on labor productivity, whereas
the outflow of incumbents will weaken this relationship. Empirical results showed that pay dispersion increased labor
productivity and the inflow of newcomers strengthened this positive relationship. However, contrary to our prediction,
the outflow of incumbents weakened the positive effect between pay dispersion and labor productivity. These
theoretical arguments and empirical findings highlight the proper conditions should be equipped to practically achieve
the positive effect of pay dispersion on labor productivity.
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Table 1. Statistics and correlation

Variable| M |SD/| 1 2 3 4 5 6 7 8

LFim o1 (107

Size
2 Fim 5 00| 77 19w

Age
3. Union| .72 | .45 | 20%%| 28%**
4.
Seniority| .58 | .49| .08 [.19%¥| 23%*
Pay
5. HR 14.91|1.27].69%+*| 17+ 19%+* .01
Cost
?' Pa_y 1.06 |1.29[.17%%*| -.01 | -.06 | -.06 | 20%**
Dispersion
7.
External | .36 | .32 [-.23#¥k 270k 3]tk | DOpiek| [k | Dotk
Hiring
8. Layoff] 2.19 |1.52 8 04 | .13 | .03 [36***31%*+ .08
. Layoff 2. . ook | . . . . .
9. Labor oy
Productiv|12.51{1.02|. 14%%| 20%# 26%**| 1% | 37+ 17%% 0 | 10
ity
* 1 p<0.05, ** : p<0.01, *** : p<.001
Table 2. Hierarchical regression results
L P ivi
Variable abor Productivity
Step 1 | Step 2 | Step 3 | Step 4
Control variables

Firm Size(log) S2RHHE | DREHR | FeRE | L 36%F
Firm Age(log) -.05 -.05 -.25% -25%

Union 28%k | 30%* .16 13
Seniority Pay -.10 -.10 -24 -25

HR Cost AQHEE | 3R | STRER | SRk
Main variable
Pay Dispersion(PD) 4%k 3%k D7k
Moderator

External Hiring(EH) 12 =22
Layoff{log)(LO) -.03 .05
Moderating effect

PD X EH -33%

PD X LO -.10*
R? .54 .56 .57 .57
Adjusted R? .54 .55 .56 .56
R? change Q%% | Q1% | Q]**

* 1 p<0.05, ** : p<0.01, *** : p<.001
15 industry dummies were included in all equations.
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