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We document a novel driver of consumer behavior: pay ratio disclosure. Swiss corporation performance
data gathered during a legally mandated pay ratio referendum reveals that salient high pay ratios are asso-
ciated with decreased firm sales (Pilot Study). An incentive-compatible field experiment shows that, when
ratios are revealed, consumers avoid firms with high ratios relative to competitors (Study 1). Finally, the
effect of high pay ratios also depends on consumers’ political ideology: Democrats and Independents show
decreased purchase intentions for products sold by firms with high ratios, whereas Republicans are unaf-
fected (Study 2).
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Introduction

The relative rise in executive pay compared with
that of the average worker has contributed to
increased income inequality in the United States
(Kim, Kogurt, & Yang, 2015). In 1978, the average
CEO made $1.5 million annually, compared to an
average of $16.3 million in 2014, after adjusting for
inflation—an increase of over 900% (Mishel &
Davis, 2015). Over the same time, the average work-
er’s wages increased by just 11%, from $48,000 to
$53,200 (Mishel & Davis, 2015). While research has
identified several causes of increased CEO pay (Kim
et al., 2015), it has not definitively linked it to signif-
icantly better firm performance (Carpenter & San-
ders, 2002; Chang, Dasgupta, & Hilary, 2010). In
fact, CEO pay increased twice as quickly as the US
stock market between 1978 and 2014 (Mishel &
Davis, 2015). The impact of CEO-to-worker pay
ratios on employee morale and firm performance

has long been of interest. Management guru Peter
Drucker, for example, argued that the pay ratio of
annual CEO compensation relative to the average
worker’s annual salary should be capped at 25:1,
and that greater disparity would lead to employee
resentment and decreased morale, negatively affect-
ing company performance (McGregor, 2013).

We explore the effects of high pay ratios from a
different perspective—that of consumers—for two
primary reasons. First, consumers estimate the
ratio between CEO pay and average unskilled
worker pay to be about 30:1, while they consider a
ratio of 7:1 to be ideal (Kiatpongsan & Norton,
2014), both of which are far lower than the actual
average pay ratio across US firms, which is esti-
mated to exceed 300:1 (AFL-CIO 2016). This mis-
match between ideals and reality suggests that
informing consumers about firms’ high pay ratios
may impact their attitudes toward firms. Second,
the US Securities and Exchange Commission (SEC)
adopted section 953(b) of the Dodd Frank Act as a
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formal rule, which would require that from 2018
onwards, public companies in the United States
disclose the total annual compensation of the CEO
compared to the median compensation of all other
employees (United States Securities and Exchange
Commission 2015). This imminent mandated disclo-
sure suggests that consumers will in fact become
more informed very soon, making an investigation
of the effects of pay ratio disclosure especially
timely.

Conceptual Background

We propose that disclosing a high CEO-to-worker
pay ratio can decrease product desirability by neg-
atively affecting consumers’ perceptions of fair-
ness. Fairness plays a critical role in shaping
consumer perceptions; generally speaking, individ-
uals prefer equitable distributions of outcomes
(Adams, 1965). Fairness increases individuals’ hap-
piness (Tabibnia, Satpute, & Lieberman, 2008) and
reduces negative affect (Sanfey, Rilling, Aronson,
Nystrom, & Cohen, 2003), while creating a fair dis-
tribution of resources by narrowing possession
gaps increases satisfaction and reduces envy (Ord-
abayeva & Chandon, 2011). Research on price fairness
shows that cueing total labor costs incurred by a firm
can increase perceptions of fairness, but that some
wage-related costs are perceived as unfair, such as
“educating consumers about the large bonuses paid
to a firm’s senior executive” (Bolton, Warlop, & Alba,
2003, p. 486). Finally, many consumers are willing to
pay a premium to ensure fair treatment for a firm’s
workers (Creyer & Ross, 1996; Hiscox, Broukhim, &
Litwin, 2015; Paharia, Vohs, & Deshpand�e, 2013;
Peloza, White, & Shang, 2013; Prasad, Kimeldorf,
Meyer, & Robinson, 2004). Building on this previous
research, we propose that disclosing a large differen-
tial between CEO and average worker pay can
diminish perceptions of fairness—leading to dimin-
ished desire to purchase from such high pay ratio
firms.

While disclosing high pay ratios may diminish
firm perceptions in some consumer segments, it
may not do so with all segments. Indeed, individu-
als’ traits and beliefs influence the impact of corpo-
rate social responsibility initiatives on consumer
behavior (Sen & Bhattacharya, 2001). In the context
of fair pay, liberal Americans are more likely to
both prefer and support policies that decrease
gaps between Americans: compared to conserva-
tive Americans, liberal Americans prefer lower
CEO-to-worker pay ratios and support increases

in the minimum wage (Kiatpongsan & Norton,
2014; Kuziemko, Norton, Saez, & Stantcheva,
2015). Given the central role political ideology
plays in consumption (Crockett & Wallendorf,
2004; Hirschman, 1993) and the fact that different
persuasive messages appeal differently to different
political affiliations (Kidwell, Farmer, & Hardesty,
2013; Winterich, Zhang, & Mittal, 2012), we pro-
pose that political ideology moderates the impact
of pay ratios on product desirability, such that
high pay ratios will affect the purchase behavior
of liberal consumers more than conservative
consumers.

Overview of Studies

One pilot study and two experiments examine
when and why companies with high pay ratios
may risk losing sales. Using Swiss firm performance
in the period of a national referendum for a legally
mandated pay ratio cap, we first show that salient
high pay ratios are associated with worse firm sales
performance (Pilot Study). Next, in an incentive-
compatible field experiment, we show that con-
sumers are less likely to purchase from firms with
high pay ratios relative to their competitors (Study
1). We then examine the role of political ideology in
moderating consumer purchase response to high
pay ratio disclosure, and assess perceptions of fair-
ness as a mediating construct (Study 2). We finally
discuss the practical implications of our results for
companies and policy-makers, and suggest direc-
tions for future research.

Pilot Study

We use field data to offer an initial correlational
examination of the relationship between pay
ratios and consumers’ purchase decisions, leverag-
ing discussions in Switzerland regarding legisla-
tion to limit pay ratio in the country. In 2009,
Swiss citizens started a public initiative (“1:12—
f€ur gerechte L€ohne”) aiming to cap the ratio of
CEO pay to lowest worker pay at 12:1 (Hooper,
2013). This initiative was accepted for a public
referendum in mid-2011 (Schweizerische Bun-
deskanzlei 2011), and while the referendum did
not pass, nearly 35% of voters were in favor of
this very low ratio. For our purposes, consumer
behavior while this referendum was in the public
eye allows a preliminary examination of the effect
of increased awareness of pay ratios on
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consumers’ choices between firms with higher
and lower ratios.

Methods

Data and procedure. We obtained data on the
pay ratio of 27 Swiss companies for the period
between 2004 and 2014 from Travail Suisse
(www.travailsuisse.ch; data for other Swiss compa-
nies was not available from Travail Suisse). In
addition, we obtained sales data for the same 27
companies in the Swiss market for the same per-
iod—23 from the companies’ annual reports and
four from the companies’ public relations depart-
ments because they were not publicly listed. We
lagged the data by 1 year since the pay ratio is
recorded and published on Travail Suisse 1 year
after a focal observation, which resulted in 297
cases. For 43 cases, we were not able to obtain
sales data for that year, reducing the final sample
to 254 cases.

We used a measure of press coverage to capture
public awareness of the referendum. We obtained
the number of articles referencing the pay ratio ini-
tiative published in the top three Swiss newspapers,
as a measure of the salience of pay ratios, which
were publicly available via Travail Suisse.

Results

To examine the interactive effect of pay ratio
and the referendum initiative on company perfor-
mance, we used company sales as the dependent
variable, pay ratio as the independent variable and
the number of newspaper articles published on the
initiative (a proxy for public awareness) as the
moderator. We used a mixed-effects model nested
in companies with an AR1 error correction to
account for autocorrelation of the time-series-struc-
tured data.

The results support our account for the data:
Companies with a low pay ratio performed signifi-
cantly better than companies with a high pay ratio
when more newspapers articles were published
about the referendum (bPayRatio = .03, SE = .03,
t = 1.14, p = .26, bNumberArticles = �.01, SE = .01,
t = �0.64, p = .52, bPayRatio9Number Articles = �.05,
SE = .02, t = �2.15, p < .05, SDRandomIntercept = 0.001).
Using a simple dummy for the years prior to 2009
(coded as “0”) and starting in 2009 (coded as “1”)
confirmed this result (bPayRatio = .09, SE = .03,
t = 2.83, p < .01, bDummy2009–2014 = �.01, SE = .01,
t = �0.14, p = .89, bPayRatio9Dummy2009–2014 = �.08,
SE = .03, t = �2.35, p < .05, SDRandomIntercept = 0.001).

To test the robustness of the results, we used the
companies’ industry (e.g., food retailer) and a
dummy for the period between 2008 and 2009 (the
years of the financial crisis) as controls. The latter
variable was included to control for the possibility
that media attention to pay ratios might correlate
with media attention to the recession and economic
concerns. If pay ratio correlates with prices in the
marketplace, companies with higher prices could
have suffered a greater drop in sales over the reces-
sionary period. This effect on sales could have biased
the results. However, the results again supported our
prediction (bPayRatio = .03, SE = .03, t = 1.11, p = .27,
bNumberArticles = �.01, SE = .01, t = �0.68, p = .50,
bPayRatio9NumberArticles = �.05, SE = .02, t = �2.14,
p < .05, SDRandomIntercept = 0.001).

Finally, to further illustrate the results, we calcu-
lated the rates by which sales increased. From 2009
(the start of the referendum) to 2014, the sales of
companies with a low pay ratio (yearly median
split, for illustrative purposes) increased by a yearly
average of 8.75%, whereas the sales of companies
with a high pay ratio increased by a lower yearly
average of 6.28%.

Discussion

The Pilot Study provides preliminary evidence
that a high pay ratio negatively impacts company
sales—especially when such information is publi-
cized and thus more salient to consumers. Of
course, while these correlational results are consis-
tent with our theorizing, they preclude a causal
interpretation. Studies 1 and 2 test the effects of
pay ratio disclosure with experimental methodol-
ogy to demonstrate causation.

Study 1: Field Study

The key objective of Study 1 is to examine
whether revealing a high pay ratio affects con-
sumers in a realistic, incentive-compatible context
designed to minimize demand effects. In this field
study, we present pay ratio information for a firm
alongside pay ratio information for a competitor,
using screenshots from actual news articles. The
article snapshots in our field study were directly
informed by information presented in recent news
articles about estimated CEO pay ratios at two
competing firms (Adams, 2014; Huhman, 2015;
Smith, 2015). Indeed, firms competing in the same
industry can have dramatically different pay
ratios—in 2014, Gap Inc.’s pay ratio was
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estimated at 705:1 while Urban Outfitters was just
3:1 (Chamberlain, 2015)—which we used to
inform our stimuli.

Methods

Design and procedure. We recruited consumers
(N = 476) via Facebook advertisements that
invited participants to test fashion products. We
only targeted consumers who were interested in
fashion to increase their likelihood of participat-
ing. The style of our advertisements was based
on a real campaign from a large fashion brand
(i.e., Prada), but the brand was unrelated to the
retailers consumers choice between during the
experiment. If consumers clicked on the advertise-
ment, they were automatically redirected to a
self-created website, called “One Click Opinion.”
On the right side of the website, consumers
were only able to click on “Facebook” (bringing
them to a Facebook site established for “One
Click Opinion”) or on “Contact” (bringing them
to a website where they could contact us via
email).

On the first page, consumers were told they
could choose between $50 gift cards from two dif-
ferent retailers; the retailers were not revealed to
avoid self-selection prior to the experimental
manipulation. Participants were told that 10 people
would be randomly chosen to receive one of
the gift cards. This incentive-compatible gift card
choice was designed to gauge participants’ realistic
preferences.

Consumers were randomly assigned to one of
two conditions in the between-subjects field experi-
ment, where pay ratio was either revealed or not
revealed. Regardless of condition, consumers saw
information about two US clothing retailers, Gap
Inc. and Urban Outfitters. In the “revealed” condi-
tion, consumers were shown information about the
retailers’ pay ratios in the form of article snapshots
(Adams, 2014; Huhman, 2015; Smith, 2015), to pro-
vide them with information about the retailers’ pay
ratios in a realistic format (screenshots of the stim-
uli are in the Appendix). The snapshots revealed
that the CEO of Urban Outfitters makes three times
the salary of the average employee, alongside the
absolute salaries informing the ratio ($68,487 vs.
$19,808). The snapshots also revealed that the CEO
of Gap Inc. makes 705 times the salary of the
average employee alongside the absolute salaries
informing the ratio ($16,064,312 vs. $22,800). In
the “not revealed” condition, consumers saw

screenshots of general information available on both
retailers’ websites. The position of the retailers on
the left or right side of the page was randomized.
Consumers could either press “proceed,” or they
were automatically redirected to the next page after
40 s.

On the next page, consumers were asked to
choose their preferred gift card. The gift cards of
both retailers were shown next to each other, in
the same order as the manipulation. In all,
123 consumers (attrition rate of 74.15%) arrived
on this site. Attrition did not significantly differ
between conditions as revealed by a logit regres-
sion (MRevealed = 73.77%, MNotRevealed = 74.57%;
BRevealed = �0.04, v2 = �0.04, p = .84). After con-
sumers had inspected the two $50 gift cards, they
were asked to choose which they would prefer to
receive. To verify consumers’ participation, they had
to indicate an email address. This email address
was also used to debrief them and to distribute
the gift cards to the winners. The website was
pre-tested to guarantee it was realistic, and based
on the pretest we changed the design such that it
was more appealing and that no technical issues
existed for users (see Methodological Details
Appendix, Supporting Information). Consumers
learned about their participation in the experi-
ment after making their choice between gift
cards.

Dependent measure. The dependent variable
was whether consumers preferred the gift card of
the retailer with the high pay ratio (Gap Inc.;
coded as “0”) or the retailer with the low pay ratio
(Urban Outfitters; coded as “1”). Moreover, we
tracked the time consumers spent on the site with
the manipulation to verify that participants read
the information about the retailers and spent a
similar amount of time engaging with the site
regardless of condition.

Results

Choice. A logistic regression with the choice of
the gift card showed that consumers in the “re-
vealed” condition were significantly more likely to
prefer the gift card from the retailer with the low
pay ratio than those in the “not revealed” condition
(MRevealed = 56.25%, MNotRevealed = 32.20%; BRevealed =
1.00, v2 = 7.0, p < .01). Neither the significance nor
the direction of the results changed when control-
ling for the time participants spent examining the
companies (the manipulation; BRevealed = 0.97,
v2 = 6.6, p < .01).
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Discussion

This experiment provides evidence that
revealing high pay ratios can affect consumers’
real-world choices. Using a field experiment
offers support for the notion that consumers’
choices were not driven by mere demand effects,
as they were not aware of their participation in
a study and made a consequential choice about
a $50 gift card. Moreover, we based the stimuli
on published online articles to increase external
validity.

Study 2: Pay Ratios and Political Beliefs

In Study 2, we explore a potential moderator of the
effect of disclosing a high pay ratio on consumers’
willingness to buy—namely, whether consumers
will respond differently to such disclosure based on
their political ideology. We examine whether high
pay ratios are more likely to decrease product
desirability for liberal consumers than conservative
consumers. Study 2 also assesses perceived wage
fairness as an exploratory mediator of the effect of
disclosing a high versus low pay ratio on product
desirability.

Methods

Design and procedure. Participants (N = 253,
MAge = 33.5, 57.7% male) completed this experi-
ment on Amazon Mechanical Turk in exchange for
$0.30. We again varied the pay ratio such that par-
ticipants were randomized to see a product sold by
a retailer with either a low (5:1) or a very high
(2,000:1) pay ratio. These ratios reflect the range of
pay ratios for companies in the S&P 500 (Chamber-
lain, 2015).

Participants were told to envision the following
scenario: “Imagine that you are looking to pur-
chase a new set of towels, to replace a worn out
set you currently have. You find a set of 2 high-
quality, 100% Turkish cotton towels that you like,
at a price point that is below your budget.” In the
high pay ratio condition, participants were told
“You learn that the retailer pays the average
employee $22,400. The retailer pays the CEO
$48,000,000. The ratio of the CEO’s salary to the
average employee’s salary is 2000/1.” In the low
pay ratio condition, participants were told “You
learn that the retailer pays the average employee
$22,400. The retailer pays the CEO $112,000. The

ratio of the CEO’s salary to the average employ-
ee’s salary is 5/1.”

Measures. Participants indicated their willing-
ness to buy on a 7-point scale (1: Not at all likely, 7:
Very likely): “Given the opportunity, how likely are
you to purchase the towel from this retailer?” Par-
ticipants indicated their perception of wage fairness
on a 7-point scale (1: Not at all fair, 7: Very fair):
“How fair do you think the wages that this retailer
pays its employees are?”

In addition, participants were asked to report
their political party from four choices (Democrat,
Republican, Independent, Other). In all, 47 partici-
pants (18.6%) identified as Republican, 112 (44.3%)
identified as Democrat, 83 (32.8%) identified as
Independent and 11 (4.3%) identified as Other. Due
to the small sample of those identifying as Other,
we did not include those 11 participants in our
analysis. Finally, as a secondary measure of politi-
cal ideology, participants stated their beliefs about
inequality on a five-point scale from the Interna-
tional Social Survey Programme (2009): “Differences
in income in the United States are too large (1:
Strongly agree, 5: Strongly disagree).” A full analysis
of this measure is in the Methodological Details
Appendix, Supporting Information.

Results

Willingness to buy. We first conducted a t test
to examine whether a high versus low pay ratio
affected participants’ willingness to buy. The analy-
sis revealed that willingness to buy for the high
pay ratio retailer was significantly lower than for
the low pay ratio retailer (MLow = 5.21, SD = 1.53
vs. MHigh = 4.24, SD = 1.87; t(240) = 4.04, p < .01).

Next, we conducted a 2 (Pay ratio: High vs.
Low) by 3 (Political belief: Republican, Democrat,
Independent) ANOVA on willingness to buy. We
observed a significant effect of pay ratio (F(1,
236) = 12.33, p < .01), a significant effect of political
belief (F(2, 236) = 6.95, p < .01), and a marginally
significant interaction between political belief and
pay ratio (F(2, 236) = 2.50, p = .08). Planned con-
trasts revealed that in two of the subgroups by
political belief (Democrat and Independent) willing-
ness to buy differed significantly between the high
and low pay ratio retailers, with participants more
willing to buy in the low pay ratio condition
(Democrat: MLow = 4.89, SD = 1.58 vs. MHigh =
3.79, SD = 1.78; t(236) = 3.53, p < .01; Independent:
MLow = 5.55, SD = 1.52 vs. MHigh = 4.26, SD = 1.88;
t(236) = 3.55, p < .01). In the Republican subgroup,
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this difference was not significant (MLow = 5.36,
SD = 1.32 vs. MHigh = 5.36, SD = 1.68; t(236) = 0.01,
p = .99).

Wage fairness. We conducted a 2 (Pay ratio:
High vs. Low) by 3 (Political belief: Republican,
Democrat, Independent) ANOVA on perceived
wage fairness. We observed a significant effect of
pay ratio (F(1 ,236) = 35.82, p < .01), a significant
effect of political belief (F(2, 236) = 8.41, p < .01),
and a significant interaction between political belief
and pay ratio (F(2, 236) = 3.69, p < .05). In the
Democratic and the Independent subgroups, per-
ceived wage fairness significantly differed between
the high and low pay ratio retailers (Democratic:
MLow = 3.36, SD = 1.73 vs. MHigh = 2.18, SD = 1.36;
t(236) = 3.79, p < .001; Independent: MLow = 4.30,
SD = 1.92 vs. MHigh = 2.12, SD = 1.33; t(236) = 6.04,
p < .001), while this difference was not significant
in the Republican subgroup (MLow = 4.28,
SD = 1.57 vs. MHigh = 3.59, SD = 2.11; t(236) = 1.36,
p = .15).

Moderated mediation with political beliefs as modera-
tor. We conducted a moderated mediation
analysis, with pay ratio as the independent vari-
able, wage fairness as the mediator and willing-
ness to buy as the dependent variable.
Participants’ political beliefs served as the moder-
ator of the effect of pay ratio on wage fairness. A
5,000-sample bootstrap analysis revealed that the
test of the equality of indirect effects was signifi-
cant, as the 95% bias-corrected confidence interval
excluded zero (B = �0.38, SE = .17, 95% CI
[�0.75, �0.06]), indicating that political beliefs
attenuated the indirect effect via wage fairness.
For Republicans, the indirect effect via wage fair-
ness was non-significant (B = �0.36, SE = .29, 95%
CI [�0.97, 0.21]), whereas this effect was signifi-
cant for Democrats (B = �0.61, SE = .17, 95% CI
[�0.97, �0.30]) and Independents (B = �1.13,
SE = .22, 95% CI [�1.57, �0.70]; Preacher &
Hayes, 2008).

Discussion

Study 2 shows that, as in the previous studies,
many consumers—both Democrats and Indepen-
dents—respond negatively to high pay ratios; how-
ever, Republicans remain largely unaffected. This
study also provides initial evidence that fairness
perceptions play a role in the negative effect of dis-
closing a high pay ratio on product desirability,
and that the differential effect between political
beliefs is linked to Republicans’ belief that income
differences are not too high in the United States

(see Methodological Details Appendix, Supporting
Information).

General Discussion

One pilot study and two experimental studies show
that pay ratio disclosure can affect consumer pur-
chase intentions and that this effect is driven by per-
ceptions of wage fairness. Examining field data from
Switzerland, firms with high pay ratios perform
worse than firms with low ratios when consumers are
exposed to the pay ratio issue in the media (Pilot
Study). An incentive-compatible field experiment
shows that firms may lose sales when high pay ratios
relative to their competitors are revealed (Study 1),
while an additional experiment identifies political ide-
ology as a key boundary condition of the effects of
pay ratio disclosure (Study 2).

Our research provides an initial understanding
of the effect of disclosing high pay ratios, but there
is much room for future research on when and why
this effect arises. We demonstrated a mediating role
for wage fairness, but future research can explore
how wage fairness and price fairness perceptions
are interrelated in driving our effects (Campbell,
1999; Kahneman, Knetsch, & Thaler, 1986; Xia,
Monroe, & Cox, 2004). Additional work can also
examine whether pay ratio disclosure affects per-
ceptions of other firm attributes, such as product
quality (Milgrom & Roberts, 1986). Another inter-
esting avenue for future research is the role of the
presentation format, and whether presenting ratios
is more likely to spur fairness considerations than
presenting equivalent absolute salary information
(Saini & Thota, 2010). In addition, the role numer-
acy plays when consumers are presented with pay
ratio information framed in different ways warrants
further investigation (Reyna & Brainerd, 2008).
Finally, it is plausible that other types of disclosure
signaling wage unfairness could also affect con-
sumer purchase intentions, such as the gender
wage gap within a company. Thus, future research
could further explore the repercussions of ratio
disclosure on consumer behavior in other wage-
related contexts.

Our results have clear implications for firms fac-
ing imminent regulations requiring pay disclosure.
In addition, we believe these results—and future
related work—may have societal implications: pay
ratio disclosure may be one way to reduce income
inequality, by consumers putting pressure on firms
to reduce extreme income inequality within their
own ranks.
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Appendix
Study 1: The two website manipulations: the (A) non-revealed condition and the (B) revealed condition
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