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abstract

Does Pay Dispersion within a Team Enhance Team
Performance? : An Analysis of Korean
Professional Baseball Data

Jungwoo Kim - Kimin Kim

The effects of pay dispersion within an organization on that organization's
performance has been an extensively researched topic. While pay dispersion,
on the one hand, acts as an incentive to put in more work effort, on the
other it can also hurt the organization's cohesiveness and intensifies perceptions
of relative deprivation, leading to worse performance.

In this paper we use data from Korean professional baseball to analyse
the effects of pay dispersion on team performance. We draw performance
and pay data from 8 KBO(Korea Baseball Organization) teams over the
period ranging from 1998 to 2009, and estimate a fixed effects model and
dynamic panel model to study the effect of pay dispersion on team victory
rates. We apply various measures of within-team pay dispersion: the Gini
index, coefficient of variation, and baseline/adjusted Hirschman-Herfindahl
indices.

Empirical analysis results show that a team's average pay level is
positively related to team performance. Pay dispersion is positively related
to performance, but only up to a certain extent. Once pay dispersion
exceeds a certain point, it becomes negatively related to performance. This
suggests an inverse U-shaped nonlinearity in the relation between pay
dispersion and performance, lending only partial support for both

tournament theory and cohesiveness theory.

Keywords : pay dispersion, work effort, incentives, tournament theory, cohesiveness
theory
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