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5. CONCLUSION

Prior studies document that pay dispersion among top executives affects firm performance and executive turnover 
based on tournament theory and pay equity theory. We expect that abnormal pay dispersion among top executives 
affects financial reporting practice as well as firm performance and turnover and provide evidence of positive 
association between abnormal pay dispersion and earnings management. Findings of this study contribute to the 
accounting literature by reporting that abnormal pay dispersion may increase agency costs by providing incentives 
for rent-seeking behavior and shed a light on the importance of setting appropriate relative compensation level 
among executives. Finally, this study suggests the examination of association between abnormal pay dispersion and 
directional earnings management as a further step in research about abnormal pay dispersion. It could be interesting 
to explore in which circumstances abnormal pay dispersion influences upward or downward earnings management.   
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