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Abstract

This paper offers a new explanation of the gender pay gap in leadership positions by examining
the relationship between managerial bonuses and company performance. Drawing on findings of
gender studies, agency theory, and the leadership literature, we argue that the gender pay gap is
a context-specific phenomenon which results partly from the fact that company performance has
a moderating impact on pay inequalities. Employing a matched sample of 192 female and male
executive directors of UK listed firms we corroborate the existence of the gender pay disparities
in corporate boardrooms. In line with our theoretical predictions, we find that bonuses awarded to
men are not only larger than those allocated to women, but also that managerial compensation of
male executive directors is much more performance-sensitive than that of female executives. The
contribution of attributional and expectancy-related dynamics to these patterns is highlighted in
line with previous work on gender stereotypes and implicit leadership theories such as the romance
of leadership. Gender differences in risk-taking and confidence are also considered as potential
explanations for the observed pay disparities. The implications of organizations’ indifference to
women’s performance are examined in relation to issues surrounding the recognition and retention
of female talent.

Keywords: executive compensation, gender pay gap, gender stereotypes, implicit
leadership theories, corporate performance, romance of leadership
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Executive Remuneration and Gendér

INTRODUCTION

Despite decades of anti-discriminatory legislatitve, gender pay gap still persists.
The fact that women are paid less than men hasrieéahly documented around the world
(e.g., Blau and Kahn, 2000; Lloyd and Niemi, 19R8ps and Gatta, 1999). In industrial
countries, this gap ranges from 15 per cent irEldgCommission of the European
Communities, February 2007), through 17 per cettténUK (Equal Opportunities
Commission, 2005), to 23 per cent in the US (DeNadalt, Proctor, and Lee, 2005;
Institute for Women's Policy Research, August 2008)reover, according to the United
Nations, the gap is even wider in developing caestiit amounts to approximately 35 per
cent in Asia, 46 per cent in Africa and 51 per deritatin America (Chen, Vanek, Lund, and
Heintz, 2005; Ferroni, 2005).

Yet while the gender pay gap is pervasive, its ga@ees as a function of a number of
contextual factors (Werner and Ward, 2004). Inipaldr, the gap differs across industries
(Allen and Sanders, 2002), occupations (Kidd andi@g 2000), and levels of seniority.
Indeed, a consistent finding is that as women clingbcorporate ladder the pay gap becomes
larger — reaching up to 30 per cent in top managpositions (Arulampalam, Booth, and
Bryan, 2005; Benassi, 1999; Equal Opportunities @agrion, 2003; Weinberg, 2004).
Thus, it appears that while the gender pay gapiieusal, it plays itself out differently
across contexts.

Most of the existing literature that has explored pay gap focuses on men’s and
women'’s salaries while gender effects on othergbaments such as bonuses and other
incentives are largely ignored (Gerhart and RyA663; Werner and Ward 2004). Moreover,
Gomez-Mejia and Wiseman (1997) call for furtheessh on the process of performance

appraisal of executives and, in particular, onrtite of behavioral factors in this process.
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This paper integrates insights from the manageifiterdgture on the relationship between
pay and performance with those of social psychchdgtudies of women in leadership
roles. In doing so, it contributes to the literaton gender pay differences and on executive
compensation in a number of ways. First, this sexymines executive remuneration (in
particular, bonuses) in the broader context of geddscrimination. Second, it identifies
company performancas an additional contextual factor that influengesder differences in
pay (specifically, the compensation awarded towesxecutives). Third, this paper makes a
more general theoretical contribution by examirtimg mechanisms through which
attributional biases affect the pay setting procAsswe will observe, these biases have the
capacity to lead to variation in the relationshgtviieen managerial compensation and
performance as a function of the managers’ gender.

A consideration of the contribution that organiaatil context makes to gender pay
disparities at managerial levels is important fdeast three reasons previously identified in
the literature. First, a number of principal-agém®ory models suggest that the optimal
compensation package for managers is one thatiiaksgerial pay to some measures of
company performance and thus mitigates agency (sestse.g., Devers, Cannella, Reilly,
and Yoder, 2007; Murphy, 1999). Nevertheless, ¢hationship between pay and
performance is not straightforward (Gomez-Mejia 8ideman, 1997; Murphy, 1999) and
its negotiable and discretionary nature providesgortunity for discrimination (Alkadry
and Tower, 2006; Lloyd and Niemi, 1979; Madden,3)9%econd, prior research has
demonstrated that corporate performance affectpaheeived suitability of men and women
for managerial positions (as suggested in RyanHasiiam’s, 2005 and 2007, analysis of the
glass clify. However, while this might be expected to spiépinto the bonuses they
receive, whether or not it actually does is uncl&aird, company performance plays a

critical role in the evaluation of business lead®iigh research suggesting that company
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performance tends to be attributed directly toltaeler, with relatively little attention being
paid to external factors such as market forcess phenomenon is referred to as the
romance of leadershi(Meindl, Ehrlich, and Dukerich, 1985). However, immoecent
research specifically examining the processesuth@éerpin bonus allocations and its
relationship to company performance indicates tiede allocations may depend on the
gender of the person evaluated (Kulich, Ryan, aasldin, 2007). This paper brings these
various points together in a forensic study ofrédationship between the gender of
organizational leaders and the performance-reladedises they receive.

A leader is typically associated with masculinés$rauch as competence and the
ability to influence (Schein, 2001)Accordingly, women in leadership positions may be
perceived to lack these traits (e.g., Eagly, Makhjjand Klonsky, 1992) and implicit
leadership theories about a leader’s influencecoparate performance may not apply to
female managers (Kulich et al., 2007). Moreovecpifporate outcomes are attributed to the
actions of male leaders but not those of femalgdesa then we expect that the monetary
rewards they receive may be affected by the sagmrastry. This means that pay-
performance sensitivity will tend to be strongerrmale directors than for their female peers.
This prediction is also consistent with the ageiteyature on managerial compensation
which argues that the pay-performance relationshgironger when an agent (i.e., a
manager) has more impact on performance (see\illgr, Wiseman, and Gomez-Mejia,
2002). Importantly, we extend this theoretical mland argue that a similar pattern could be
observed not only when agert® more instrumental in achieving particular perfonoa

outcomes, but also when thase perceivedo be more instrumental in reaching these goals.

! While throughout the paper we focus on the gedifeension and argue that female leaders are likehe
considered atypical, many of the arguments invdiexe also apply to other groups (e.g., ethnic nitiesj as

we allude to in the Discussion.
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Specifically, if remuneration committees are indaédcted by the aforementioned
attributional biases (i.e., they perceive femaseltrs to be less instrumental in achieving
particular corporate outcomes), then female maisagay will be less sensitive to company
performance and, consequently, less risky.

The empirical results of this paper speak to ewsddhat there is a significant gender
pay gap in executive positions throughout the Ukewhontrolling for industry, company
size, and director position. Importantly thoughs study extends the literature by examining
the gender pay gap as a function of company pedoce, and thereby exploring the
context-sensitivity of gendered remuneration. Asdetil below, our analysis of executive
bonuses reveals that there is a positive relatipristtween company performance and
bonuses for male executives, but not for femaleetkees. These results not only add to the
literature on the gender pay gap, but also coniibmempirical research on executive

compensation in general.

THEORY AND HYPOTHESES

Women and pay

It is well documented that women in managerial fpmss typically face glass
ceiling, an invisible barrier which prevents them climbthg corporate ladder (Daily, Certo,
and Dalton, 1999; Wall Street Journal, 1986; Wig04). However, the obstacles that
women encounter can become more prominent theefuttiey progress in their careers
(Benassi, 1999; Equal Opportunities Commission3209ness and Thompson, 1997;
Maume, 2004; Powell, 1999). As a result, less thage per cent of top-level positions

within companies are occupied by women (Wirth, 2004
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This reality is accompanied by patterns of unegoatpensation for men and women
which become more pronounced at senior levels, @rglampalam et al., 2005). To account
for this, previous research has generally focuseacoupational sex segregatier
demonstrating that the roles which women typicatlgupy tend to be in lower-paying areas
such as human resources or marketing (Kidd anddap@000; Macpherson and Hirsch,
1995), or in female-dominated (and lesser-fundedjistries such as healthcare or teaching
(Allen and Sanders, 2002). Furthermdreman capitatesearch indicates that women earn
less due to gender differences in education, yeaggperience, or tenure (Roos and Gatta,
1999; Sicilian and Grossberg, 2001).

However, even if women are in full-time employmant have maintained
continuous careers, or work in male-dominated s, they still receive lower
compensation than men with comparable qualificatiamd experience (Alkadry and Tower,
2006; Joshi, Makepeace, and Dolton, 2007). Foethessons, it appears that women’s
differential career choices and experience canmiiedy explain the pay gap. This, then, can
be seen to result from discrimination (Jarrell &tanley, 2004; Stanley and Jarrell, 1998) or

to be an effect of other factors that have nobgen tested.

Company performance and pay

Most research on the link between executive congiemsand company
performance is founded @yency theoryEisenhardt, 1989; Holmstrém, 1979). The implicit
assumption in the agency paradigm is that a maregesome control over corporate
outcomes and therefore his or her actions aregat partly) reflected in the observed
indicators of company performance. By this logmnpany performance is seen to reflect a

manager’s actions, with better performance indicgthat the manager has acted for the
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benefit of shareholders. Within this framework, g@nsation serves as a motivator that
aligns the interests of managers with those ofedt@ders (Murphy, 1999).

The premise that a properly designed compensatiotiact can induce managers to
behave in a desirable way accords with traditi@sahomic theories of motivation (after
Taylor, 1911; e.g., see Ellemers, de Gilder, ansl&a, 2004; Haslam, 2001) and is
enshrined in the UK corporate governance regulatrateed, according to the Combined
Code of Corporate Governance “a significant praporof executive directors’
remuneration should be structured so as to linkards/to corporate and individual
performance” (Financial Reporting Council, 20031p).

Yet, despite theoretical predictions about the paformance relationship and the
corresponding governance guidelines, empiricalistuichdicate that the link between
managerial compensation and corporate performaateften be tenuous. While some
authors have documented a strong and positivebletween directors’ pay and firm
performance (e.g., Murphy, 1999; Renneboog andahayski, 2006) others have not (e.g.,
Barkema and Gomez-Mejia, 1998; Bebchuk and Frie@42Jensen and Murphy, 1990;
Thierry, 1998). Indeed, the meta-analysis by TWw&rner, Katz, and Gomez-Mejia (2000)
demonstrates that firm size accounts for most®gttplained variance in total chief
executive officer (CEO) pay, whereas company perésice explains less than 5 per cent of
total variance. The authors argue that this resalf emerge due to the fact that most
research focuses on easily observable performadasators as benchmarks in remuneration
contracts, whereas companies utilize more compleasores of performance (a combination
of accounting or market-based performance measelas/e to peer groups) or indicators
that are difficult to measure (e.g., subjectiveesasment of other job-relevant dimensions

such as employee satisfaction and well-being).
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Alternative determinants of executive compensaiticiude political, organizational,
and social psychological factors (Devers et al02@Gomez-Mejia and Wiseman, 1997). In
particular, managerial remuneration seems closddyad to a manager’s relative power and
is therefore a product of political factors otheant actual performance (e.g., Bebchuk and
Fried, 2004; Belliveau, O'Rellly, and Wade, 199&dthm, 2001). Indeed, CEOs may be
more interested in (and have more influence omeawing firm size than maximizing profits
especially since firm size is associated with npag, power, and prestige. Consistent with
this idea, Tosi, Misangyi, Fanelli, Waldmann, araimfmarino (2004) found that the pay
package of Fortune 500 CEOs are positively reladedtings of CEO charisma, while
company performance indicators do not predict manalgremuneration.

The lack of a clear pay-for-performance relatiopshuggests the possibility that
remuneration may be partially determined by disoratory practices (Alkadry and Tower,
2006; Lloyd and Niemi, 1979; Madden, 1973). In jatar, it is apparent that if the
relationship is not clear-cut, there is considezdalitude for interpreting the nature of (a)
good company performance, (b) good leadership(@rappropriate reward. Along these
lines, we argue in detail below that such judgmangssusceptible to the influences of both
leader and gender stereotypes (e.g., as also saddssEagly and Karau, 2002; Schein,

2001).

The romance of leadership

Social psychological research has taken a persgdtiat differs from that of the
economic literature, in suggesting that leadershipnd in particular the perceived
relationship between leaders and group performandg actually a social construct
informed by romanticized conceptions that peoplehabout leaders (Meindl et al., 1985).

More specifically, Meindl et al. (1985) argue tiraplicit theories based on an individual’'s
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role (e.g., as a leader) or group membership @sga, man or a woman) have the capacity to
influence or bias perceptions of their abilitiesl @ompetencies (see also Pyszczynski and
Greenberg, 1981). lllustrative support for thegpiarents emerges from an experiment by
Pillai and Meindl (1991) where participants wereypded with biographical information
about the male CEO of a fast food company accorepdny details of the company's
performance over the previous decade. The biogtapimformation given to the

participants was the same, but in different condgiparticipants were told (a) that the
company had experienced either growth or a deealtk(b) that this had been either
moderate or dramatic. As predicted, the leadersgas as most charismatic when his
company had experienced dramatic improvement asd tdharismatic when it had
undergone dramatic decline. A similar pattern spaflentified by Meindl et al. (1985) in a
survey of over 30,000 press articles relating taiBrent companies. This study identified
a significant and strong correlation between pemnforce increases and references to
leadership in the articles’ titles € 0.53). Meindl (1993) argues that such findingffect the
fact that those who judge organizational activitigifs more on the way that leaders can
contribute to organizational change than on theaiitnal and contextual factors that might
yield the same result (see also Salancik and Pfdf¢¥8). In effect, the romance of
leadership can thus be seen as a special case fointhamental attribution error or
correspondence bias (Jones, 1979; Nisbett and R®88), which leads observers to explain

social phenomena as a product of individual adterahan situational influences.

Gender, company performance and pay
Although work on the romance of leadership suggéstscompany performance
may play an important role in the formation of @grttons of leaders’ abilities — and hence

the rewards they receive (e.qg., in the form of @ag bonuses) — there are a number of
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reasons for suspecting that the evaluation of ksaaled their leadership may not work in the
same ‘romantic’ way for men and women (Kulich ef 2007). In particular, this is because
people’s perceptions and evaluations of female grensamay differ significantly from those
of male managers.

One reason for this is that the image of a tydeadler tends to be associated with
male traits (e.g., Schein, 2001) and the traditistexeotypes of women do not fit the
expectations of what it means to be a ‘good’ leddagly et al 1992; Fiske, Xu, Cuddy,
and Glick, 1999). More specifically, stereotypeasdt¢o describe women as beicgmmunal
in the sense of having soft and warm traits. Tlyesdities are generally viewed positively,
but they may not be considered particularly usefa managerial context wheagentic
gualities, such as the ability to exert influenod anplement change, are valued. Such
assumptions are compounded by the fact that wonagnoe regarded as a lower-status
group than men and this tends to be associatedpertteptions of lower instrumentality
(Fajak and Haslam, 1998; Lorenzi-Cioldi, 2006). Ssuently, these perceptions go against
the notion that women can be effective leaders.

In a similar vein, Lee and James (2007) show thpbmtments of a male CEO are
received by investors more positively than thosa ffmale CEO, which may reflect the fact
that female CEOs are less trusted as leaders (cechpamale CEOs). Moreover, these
researchers demonstrate that if a female is pramoternally to the CEO position, such an
appointment is viewed more positively than an exEhire. However, this is not the case
for male CEOs. Apparently, the previous presendb@female director in the company
signals her ability to lead and, consequently |alok of pre-existing theories about women in
CEO positions is less relevant in such a case (Ryazki and Greenberg, 1981). In contrast,
the assessment of leadership abilities of newlhoeayped male CEOs does not appear to be

influenced by their previous familiarity with therhs that they are to manage.
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These differences in the perceptions of men andemoran lead to distinct, gender-
based evaluations of performance (Eagly et al.2)L99ot only may women'’s performance
be underrated in male-dominated contexts, but ity even be punished for showing
gender role-disconfirming behaviors (see e.g., ¥yagt Karau, 2002; Eagly, Karau, and
Makhijani, 1995). Such views can have direct imgdiiens for pay. Consistent with this
suggestion, Bowles, Babcock, and Lai (2007) obsdraewomen are more likely than men
to be punished for being overly competitive in pagotiations (see also Babcock and
Laschever, 2003).

Moreover, agency theory implies that if female nga@ra are not perceived by pay
setters to be agents who are instrumental in datiyelesired corporate outcomes, then they
may be less likely to receive performance-sensitv@pensation. In the agency framework,
one of the key factors determining the effectivengsperformance-contingent pay in
aligning the objectives of the agent with thoséhef principal is the degree of control that
the agent can exercise over performance outcomier(kt al., 2002). Hence, such a
compensation design could expose female managesséssive risk and, eventually, result
in undesired consequences. For instance, sucht@cbmay induce the agent to withhold
the effort or take evasive actions designed tocedher risk exposure (see Devers,
McNamara, Wiseman, and Arrfelt, 2008, for simileguanents).

All these factors may contribute to variation iresgth of pay-for-performance
relationship that differs as a function of gendrenthermore, the lack of pre-existing
theories of women'’s role as managers along witlctimélict between gender and leadership
stereotypes may lead to a closer scrutiny of femmaleagerial actions (Lee and James,
2007). Testing this idea, Kulich et al. (2007) coctegd a scenario-based experiment to
investigate whether the romance of leadershipfisated in remuneration decisions. This

experiment presented participants with scenarissrd@ng either a troubled or a flourishing
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company headed by either a male or a female magagiector. The participants were then
asked to evaluate the director’s charisma and fehgeability, and to award him or her a
performance-based bonus. The study revealed thah#he director was rewarded with a
high bonus when company outcomes were good andipsshavith a low bonus when
outcomes were bad. However, contrary to notiorth@fomance of leadership, the female
director’s bonus did not vary with company perfonog, but instead was only related to
perceptions of leadership ability and charisma. isezhal analyses also suggested that
participants reflected more carefully on the fenmabnager’s potential influence on the
company’s performance whereas the male manageawtaematically perceived as the cause

of good or bad performance and rewarded accordingly

The present study

Previous research suggests that company perforntasca strong bearing on the
evaluations of top management and on the remunarptocesses as the result of implicit
theories about leaders and their assumed rolegemarational activities. Yet, as noted
above, the previous work of Kulich et al. (2007)ves to question the idea that this
relationship will necessarily be the same for mee \@women (see also Haslam et al., 2001).
However, this work was scenario-based and thegyaattits were not executives, and hence
these findings may have only limited external vi@idT o address these limitations, the
present study explores the relationship betweeowtxe pay and company performance in a
real organizational setting, using authentic ecaoatata. In line with the theoretical
premises outlines above, our hypotheses are:

H1. Bonus allocations vary as a function of genaeale executive directors’

bonuses are higher than those of female execuitigetdrs.
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H2. The performance-sensitivity of directors’ bossisaries as a function of gender:
male executive directors’ bonuses are more seeditivorganizational
performance than those of female executive dirsctor

Therefore, our approach not only allows us to rergxe the existence of the gender

pay gap in the context of senior executive pos#tjdiut also to identify two additional (and
more subtle) dimensions of pay discrepancies: getifferences in (1) the structure of
managerial compensation packages and (2) the isgpf such packages to company
performance. To explore the hypotheses, we exatheabonuses granted to men and
women in executive positions in a cross-sectiolistéd UK companie$ Given that the
executive directorship positions that men and wotgpitally occupy differ on a range of
dimensions, we control for industry, company s&&] nature of the director position by

obtaining data from a sample of men and women nedtom these dimensions.

METHOD

Sample

We examine a sample of UK listed firms over a seyear period (1998-2004). Two
datasets are merged: the BoardEx database comtamidmmation about board members’
characteristics (such as compensation and demagraatables) and the Thomson ONE
Banker database, which provides us with firm charatics (such as accounting data, stock

market data, and industry affiliations).

2 The meaning of the term “director” differs betwetha UK and the US context. Throughout the paper, w
mean by executive directors, individuals who aséde directors performing the role of executiveasifs
(according to the US terminology) and who are mambéthe board of directors. Importantly, in thi U
executives make up a larger proportion of the btizad it is the case in the US (Conyon, Peck, adles,
2001).
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In a second step, we identify the firm-years duxitch at least one female
executive director was on the board of directors.match each of these female directors
with a male director who performs the same rolarinndustry- and size-matched company.
Previous research has suggested that these thrabklea (director role, company size, and
industry) can explain a substantial part of thessrsectional variation in executive
compensation packages (Bebchuk, Cremers, and RP&gEf, Ezzamel and Watson, 1998;
Tosi et al., 2000). These variables also affectiketihood that a female fulfills a particular
director role in a particular firm (Niessen and Rzie2007; Singh and Vinnicombe, 2006;
Wirth, 2004).

In total, we identify 96 matched pairs of executihectors. As some of the pairs can
be observed over a number of years, the total sasipé comprises 524 firm-year
observations (262 for female executives and 262i@e executive). The data on some of
the variables of interest is not available for anber of firm-years, which further limits the
size of the samples available for some of the @ealpelow. Due to the relatively small
sample sizes, the analyses reported below are basgooled data and do not explicitly take
into account panel structure of the database, wtachbe considered a limitation of our
study.

The sample covers a broad range of industriesesepting 9 out of 10 major
industries distinguished by the Industry ClasstfamaBenchmark (ICB). Consistent with the
tendency for female executive directors to be cotraged in some specific industries

(Wanzenried, 2008), in our sample we find 41% afdée executive directors in consumer

% Industry-matching procedure employed industrysifastion based on the sector level of Industry
Classification Benchmark (ICB). With respect to #iee criterion, we require that market capitalatsales
and the number of employees of a matched firm atwden 50% and 150% of the corresponding valuethéor

focal firm.
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services, 20% in financial sector firms, 14% in itndustrial sector, 14% in technology
firms, 5% in health care companies, and 4% in coresigoods firms. Each of the remaining
three industries (i.e., basic materials, oil ansl gad telecoms) represents less than 2% of

the sample.

Measures

Compensation measures. In order to examine the gender pay gap, we em@ogral
measures of compensation. We focus on the compohenmpensation package that is
explicitly designed to reward managerial (or firpgrformance according to the Combined
Code of Corporate Governance (Financial ReportiogrCil, 2003), namely the size of the
bonuses paid to the executive directors. The atesahd the relative size of the bonuses
(i.e., the bonus expressed in monetary terms antddhus as a percentage of base salary) are
examined. We also study a number of additional @meation measures: (i) base salary, (ii)
direct compensation other than base salary or h@mas(iii) incentive pay, that is the sum
of the Black-Scholes value of unconditional optipant$ and of the full value of Long-
Term Incentive Plans (LTIPS)LTIPs include both share and option grants. Fnaknder
differences in total pay (defined as the sum otlsadary, bonus, other direct compensation,

and incentive pay) are also scrutinized.

* Unconditional option grants refer to the granterehvesting does not depend on meeting specific
performance criteria. Conditional option grants meheptions vest only after particular performangteda are

met are classified as LTIPs (see below).

® This approach implicitly assumes that LTIP criaesire being met and therefore directors are ceaienefit
from the incentive plans. See Conyon and Murph@@@or the evidence that typical LTIP performance
criteria are not very demanding and therefore theadint that should be applied to value LTIPs may b
negligible. In order to assure the robustness otounclusions, we experiment with ad-hoc approacitese
all the LTIPs are discounted by the same scalintpfae.g., 0.8. The results (not reported) areuaily

identical to those discussed in the text.
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Performance measures. The existing managerial compensation literatureleyspa
range of measures of corporate performance (T@si,e2000). Following the theoretical
literature (e.g., Bushman and Indjejikian, 1993nkand Suh, 1993), two categories of
performance metrics are distinguished: accountemptl performance measures and stock
performance indicators. In the models employedwetme metric from each class is
employed. Return on assets (ROA) is chosen asauating performance measure, while
Tobin’s Q (defined as the ratio of the sum of madapitalization and book value of debt, to
the book value of total assets) reflects the spmkormance. Importantly, since bonuses are
supposedly granted to reward directors for achigertbrmance, performance indicators are
lagged by one year: the size of directors’ bonusgear t is modeled as a function of

corporate performance in year t—1 and of the othaables discussed below.

Control variables. Previous research indicates that a number of Vasdinth at the
organizational and individual level may influencamagerial compensation and should
therefore be controlled for: (a) company size (Tedsl., 2000) defined as the natural
logarithm of the firm’s market capitalization, (fm risk (Murphy, 1999), measured as the
annual stock price volatility, (c) board size (Cdtelthausen, and Larcker, 1999), defined as
the natural logarithm of the number of membershenttoard of directors (both executive
and non-executive ones), and (d) the industry diffees and time trends in managerial
compensation. We also control for directors’ ternuee, the number of years a director has
served in their capacity) and director’'s age whiely measure their professional experience
and role-specific human capital and may hence@isee to be important determinants of
managerial compensation (McKnight and Tomkins, 2004ble 1 provides the sample

descriptive statistics and correlations for allighles discussed above.
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— Insert Table 1 about here —

Analysis

In order to compare the compensation levels of matefemale executive directors,
we first employ univariate non-parametric Wilcoxests. As more than a fifth of the
directors in our sample did not receive any bonuse year analyzed, the distribution of the
dependent variable is left-censored. Thereforetestour hypotheses within a Tobit
regression framework (see Amemiya, 1984). Impolatite coefficients of our Tobit
models indicate the effects a particular regrekasron both the likelihood of a particular

director enjoying a bonus and on the size of thisus.

RESULTS

Table 2 outlines the key characteristics of thecmad samples of firms with female
and male executive directors. The performance tf goups of firms is comparable as the
differences in performance between the subsamptestatistically insignificant (ROAz =
0.20,p = 0.84, Tobin’'s Qz=0.04,p = 0.97). There are also no significant differencék
regard to company sizer levels of risk. The Wilcoxon test shows thahége executive
directors are members of larger boads £.33,p = 0.02). As board size has been shown to
have a positive impact of managerial remuneratiomfact that female executives are
members of larger boards biases our sample adaidstg a significant gender pay gap.

There are no significant gender differences in ddanure. However, consistent with the

® The differences for LN(Market capitalization) ao(# Employees), which were used as matching daiter
are not statistically significant, as expected. féonale directors’ companies LN(Sales) are sigaifity larger
(z=2.29,p = 0.02), but for male directors’ companies, LN@l@ssets) is significantly larger£ 2.84,p =
0.01).
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finding that female employees tend to progress ralaely towards the top of corporate
ladder (Wirth, 2004), female directors are emplolgewjer by their companies than male
directors ¢= 2.19,p = 0.03). The median female director is almost&@yegounger than her

median male peee €& 5.31,p = 0.00).

The gender pay-gap and sample description: univaria tests

Figure 1 illustrates that there is a significamdgr gap in the value of the total
remuneration package of executive directars 2.41,p = 0.02). The median female
executive director earns £257,000 a year whereasélke counterpart earns £316,000. This
translates to a gender pay gap in total remunerati@bout 19%. Analyses of all the
constituting elements of managerial remuneratioth&r support the existence of a
significant gender difference. In line with ourstihypothesis, the median absolute bonus
amounts to £36,000 for male and £26,500 for feraaéeutive directors, a highly significant
gap of nearly 36%z(= 2.51,p = 0.01).

— Insert Table 2 and Figure 1 about here —

Moreover, the analyses reveal that bonuses eagnfahiale executive directors are
not only smaller in monetary terms, but also imtige terms: the median bonus of a female
executive is equal to 24% of her base salary, whil@ male executive director the
corresponding percentage is 27%. This statisticadjgificant differencez= 1.97,p = 0.05)
corroborates H1. Some difference can be observaddentive pay as well: the equity-based
incentive pay of the median female director conttg a smaller proportion of her base
salary, compared to her male peer although thecei$ only marginally significanzE&

1.83,p = 0.07).
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Gender differences in bonus sensitivity: multivaride analysis

Our sample is characterized by substantial vanahacompany performance, and
this enables us to examine the bonus-performaretoreship across a spectrum of
corporate outcomes. In Table 3, we report the edémof the Tobit models examining the
size of bonus awarded to a director as a functi@ompany performance, while controlling
for the organizational- and individual-level fadaliscussed above. Model 1 explains the
absolute size of the bonus (i.e., in £ thousandsile Model 2 examines the size of bonus
relative to the base salary.

As can be seen in Table 3 and Figure 2, the resudjgest that, in line with
guidelines set for compensating executives (Firsmeporting Council, 2003), male
executives are rewarded for superior company padace and are punished for inferior
company performance. They are significantly mdtel¥i to receive larger bonuses if their
firms’ performance in the preceding year was strding coefficients corresponding to both
the accounting performance measure (ROA) and tok sharket measure (Tobin’s Q) are
positive and highly statistically significant inthomodels. Importantly, the positive
relationship between the size of bonus and comparfgrmance is attenuated for female
directors such that the bonus-performance relatipns rendered non-significant. The
significantnegativeestimates for the interaction terms of performaamue the female
indicator variable largely neutralize the coeffid® of the performance variables. Figure 2
shows the differences in pay-for-performance setitsi{fwhereby pay is the annual bonus)
for matched male and female executive directors. S@nsitivity for male executives is
strong and positive whereas that for female exeesitis virtually zero. This pattern provides
strong support for H2.

— Insert Table 3 and Figure 2 about here —
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For the economic analysis of the executive direlotamuses, we compare the bonuses
within the lowest decile of performance with thegéhin the highest decile. Model 1
implies that as performance increases from the doveethe highest decile of performance,
the expected bonus for male executive directoes iy 263%, more precisely from £41,733
to £151,489. In contrast, the corresponding in&déasa female director is a mere 4%, from
£71,083 to £73,705. Similarly, the estimation ressaf Model 2 imply that moving from the
lowest to the highest decile results in a quadngpdif the male executive director’'s bonus
(from 15.1% to 59.8% of his base salary), whilefeanales the corresponding increase in
bonus is approximately one third (from 28.1% ta2%4@ of her base salary). Put differently,
the relative increase in men’s bonuses as a fundfiimprovement in company
performance is approximately nine times larger tvamen’s increase.

Importantly, the parameter estimates of the dieffeict of gender are not statistically
significant, which suggests that the phenomendhefender pay gap is not absolute, and is
therefore more complex and context-dependent tigared in the existing literature. We
also learn from Table 3 that executive directoegure has a positive and significant (albeit
weak) effect on the likelihood of earning a bonnod an the magnitude of such a bonus
(Model 1 in Table 3). Firm size is a highly signdint determinant of both of the likelihood
of earning a bonus and of the (relative and absphkize of such a bonus (Models 1 and 2 of
Table 3). Finally, the size of the board and tHatiee size of the bonuses paid to the

executive directors are positively related (Modéah Zable 3).

Additional analyses and robustness checks
We performed extensive checks to validate robustagéeur conclusions. For the
sake of brevity, we do not report full results lsése tests in the text and we only discuss

their conclusions. First, we verify whether theutesof the paper are not driven by a small
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number of influential observations. A winsorizatigmocedure (Erceg-Hurn and Mirosevich,
2008; Tukey, 1962) is applied where all the obsemna of the continuous variables (i.e., of
all the variables except binary ones) that lie ntbesn 3 standard deviations away from the
respective mean are replaced by the value of tlem@ standard deviations. The analyses
employing these winsorized variables corroboragefitidings reported above, and therefore
we conclude that presence of outliers does notestge the conclusions of the paper.
Second, we examine whether differences in variaott® variables in the two
subsamples influence the findings. Close inspedaifdhe data reveals that the subsamples
do not differ much in this respect and hence thcsdr is unlikely to drive the results. In
most cases, the respective standard deviatiorex @yfa factor of not more than 1.4 between
the subsamples. The only exceptions are the meabother direct compensation (where
the variation in the female subsample is almostéwiompared with the male one) as well as
ROE and ROS (which are only used in robustnesskshHaglow as measures of accounting
based performance alternative to ROA employed ghwliere the differences are larger.
Third, we examine how much the variables of inteagsl their interactions improve
the explanatory power of the Tobit model beyonddtwetrol variables. For both Model 1
and 2, we perform a hierarchical analysis witherseparate models: the ones with control
variables only, the one with control variables #melmain effects, and the full model
(including interactions between gender binary \deand performance measures). The
results (available upon request) demonstrate ttradreof the sets of restrictions outlined
above significantly reduces the goodness-of-fihef Tobit models reported in Table 3.
Interestingly, in the restricted equivalents of Mtsdl and 2 with no interaction terms, the
coefficient corresponding to the gender binaryalalg is at least marginally significant,

which is not the case in either Model 1 or Modelkt Buggests that the gender pay
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discrepancies documented here and in numerous sitiiies may actually be a reflection of
gender differences in pay-performance sensitiatiier than an absolute phenomenon.
Finally, we check whether the results are robust vaspect to the choice of
measures employed. We employ alternative accoubtsgd performance metrics (instead
of ROA), return on equity (ROE), and return on sgROS), and obtain the results that are
in line with those reported in Table’ 3When stock return is employed as an alternative
proxy for stock price performance (instead of T&b@), the estimated coefficients for this
indicator and for its interaction with gender byaariable fall short of conventional levels
of statistical significance, which can be consideaeshortcoming of the study. Other
conclusions of the Tobit models (i.e., the respégaining to accounting-based performance
measure and control variables) remain unchallerifeel results are also robust with respect
to the definitions of the control variables. Modefaploying any of the three alternative
measures, that is, the natural logarithm of (i)libek value of a firm’s total assets, (ii) the
sales or (iii) the number of employees, yield resuirtually identical to the ones reported in
Table 3 (where the natural logarithm of market tdiziation is used). Similarly, the findings
are not affected by the choice of the tenure measnployed. While the measure used
earlier (i.e., the number of years a director lemgex in their capacity) is a proxy for role-
specific human capital, the alternatives (i.e.,ribmber of years a director has served on the
board of directors or the number of years a dirdeés worked for the company) proxy for

board-specific or company-specific human capitdpectively.

DISCUSSION AND CONCLUSIONS

"We do not employ absolute financial performaneelie(e.g., total profits or pre-tax profits) asgh

measures are strongly correlated with company(3iasi et al., 2000).
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Putting the gender pay gap in context

The results of this study confirm that there iargé gender pay gap in executive
director positions throughout the UK. After conliri) for industry, time, company size, and
director position (using a matching analysis), we that female executive directors earn 19
per cent less than men. Moreover, female diresteesn to suffer from the pay inequality
twice: not only are their base salaries lower ttmse of their male colleagues, but also their
variable pay (bonuses, in particular) correspondsdmaller proportion of these lower
salaries, consistent with H1. The present reseattdnds beyond a simple demonstration of
the gender pay gap in UK boardrooms and it idexgtiidditional (and more subtle) aspects
of gender pay discrepancies. In line with H2, aanexation of the gender pay gap across
different performance conditions demonstratesdlkatiered remuneration is a context-
dependent phenomenon. Thus, while there is a pesgiationship between company
performance and bonuses for male executives (agpseresearch has shown; e.g., Murphy,
1999), this pattern is not replicated for femaleanives. In this way, we see that the
bonuses received by male directors almost quadwipé® comparing the poorest
performing companies with those that are perforntimgbest. In contrast, a similar
comparison for firms with female executive direstt@ads to a bonus increase of only 30 per
cent. We can also reframe this finding more posiyiby noting that while women are
rewarded with a significantly lower bonus when ¢oenpany is doing well, they are also
punished less than men when company performarpmmois Thus, it appears that, at least
when considering bonuses, the gender pay gaphestigthen companies are doing well, but
is attenuated — and indeed may even be reversedhen sompanies are doing badly.

This lack of sensitivity of the female managershbses to company performance
raises some questions about how their performanassessed. Previous research suggests

that gender stereotypes may play a role in explgithe way that women are evaluated and
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treated in ‘typically masculine’ roles such as diog positions, and in male-dominated
environments such as the boardroom (Eagly et235;1Eagly and Karau, 2002). The fact
that women are not rewarded according to theirgperdnce (or at least their companies’
performance) may reflect pre-existing theories altioel lack of influence of women leaders
in organizational settings. Women are atypical é&eaqSchein, 2001) and therefore implicit
leader theories about the causal relationshipsdstweaders and corporate change cannot
be automatically applied to female leaders (Pyszskyand Greenberg, 1981). Along these
lines, Kulich et al. (2007) argue that female exees may be regarded as not fully
responsible for company outcomes because theyeaceiped to lack traits such as
managerial competence and the ability to influgii@gly et al., 1992; Heilman, 2001;
Schein, 2001). As such, the lack of associatiow&enh company performance and the
(financial) evaluation of female directors may eetla broader negligence of women’s
leadership abilities. Indeed, research has revehdttributions of success are less likely
to be applied to women than to men. In particldampared to a male counterpart, a female
leader is seen to be less competent, less infaleatid less likely to have played a
leadership role when solving a team task (Heilmahtdaynes, 2005).

This perspective is further supported by reseaerhahstrating similar performance-
sensitivity patterns on the basis of certificat{gvade, Porac, Pollock, and Graffin, 2006).
After excellent company performance, directors wigoe certified (in thé&inancial World’s
contest of CEO of the year) received a higher carsgion than their counterparts without
certification, but they received less compensatvben company performance was poor.
Thus, female executive directors could be comptreshcertified directors, as they seem to
be perceived as less credible leaders. Thus, ashketl al. (2007) note, it would appear that
romantic notions of leadership — which associategany executives with power,

credibility, and agency (Meindl et al., 1985) —nmlat extend to those who are female.
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Results of research by Lee and James (2007) aklhslam, Ryan, Kulich, Trojanowski,
and Atkins (in press) which indicate that stock ke#s react much more positively to the
appointment of male executives than their femalenterparts are also consistent with this
claim.

Consequently, the findings of the present papdyeyond simply showing gender
discrimination and have implications for managentkeaory-building in general. In
particular, this is because the phenomena docuchéete challenge the universality of
some of the current theories of leadership (ehg.ydémance of leadership, Meindl et al.,
1985) and of managerial compensation design (itiqodar, the models rooted in agency
theory, see e.g. Devers et al., 2007; Murphy, 189%howing that distinct social groups
receive significantly different treatments. Therafoentioned biases in appraisal of atypical
leaders (as opposed to prototypical ones) havertampamplications for the models of
optimal contracting, requiring them to be considgranore complex and context-dependent.
Moreover, we argue that the pay—performance relship is stronger when a manager
perceivedo be more instrumental in achieving particulafgrenance outcomes, rather than
when he or she objectivelhasmore impact on them. Indeed, on these grounds gesiai
compensation contracts can be seen not as secshddbgations (as typically modeled in the
agency framework, due to asymmetric information, tather as third-best outcomes whose
utility is further compromised by the psychologieald behavioral factors that we have

discussed above.

Gendered preferences and confidence
Pay arrangements are usually the product of @naation between those that allocate
pay (here, a remuneration committee) and thosadlatve it (here, an executive director).

Thus far, we have discussed the role of inequalitighe allocation side of the pay process.
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Other research on the gender pay gap also considepersonal finance decisions of the
receivers. In particular, research on ‘personalagi@rgues that women have lower pay
expectations than men (Heckert et al., 2002; JackSardner, and Sullivan, 1992; Major
and Konar, 1984; Major, Vanderslice, and McFaiag4).

Similarly, it may be argued that the pay differesiceen here are due to gendered
preferences for certain pay packages. Accordimyauious research men tend to be more
confident than women in their own abilities (Bagtait and Bernasek, 1996; Barber and
Odean, 2001). Thus, if given a choice, male dimsateay be more likely than their female
colleagues to opt for more performance-sensitick@ges, believing that they are not at risk
of performing poorly. However, studies demonstthtt while men are (over)confident, they
are not more successful than women in achieving goals (Lundeberg, Fox, and
Puncochar, 1994). In contrast to this over-configewomen have been described as risk-
averse, especially in traditionally male domainshsas finance (Bajtelsmit and Bernasek,
1996; Byrnes, Miller, and Schafer, 1999). Thus, warmay prefer to avoid performance-
based compensation contracts, avoiding the ris&ilofre by acknowledging that factors may
be beyond their control.

While a focus on gender differences in confidegmog risk aversion may seem
intuitive, such an individual differences perspeettannot explain the findings of Kulich et
al. (2007) which parallel the pay patterns in thespnt study. There, director preferences
could not influence the amount of pay in the expental design and that meant that gender
differences in rewards could be attributed excleigito the biased allocation of
performance-based pay. Moreover, this focus oropaishoice is built on the assumption
that women are free to choose between distincppalkages or alternatives of jobs if they
are not satisfied with their pay. However, Balkimda&Gomez-Mejia, (2002) observe that men

are more likely than women to change their jolibefy are dissatisfied with their pay. This
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may be because women'’s access to director posisarften blocked by a glass ceiling,
leaving them with the choice between sub-optimaitpns (Ryan and Haslam, 2005, 2007)
or opting-out (Ryan, Kulich, Haslam, Hersby, an#iAs$, 2008). Consequently, women’s
bargaining positions may be weaker, making it carapzely easy to retain women on lower
pay. In contrast, in order to attract and retaitenexecutive directors, remuneration
committees may feel the need to offer them compgrmspackages with higher upside
potential (compared to those offered to female etvees). Indeed, offering compensation
packages that appear more risky (based the argarabatve) may be a way of justifying or
legitimizing higher level of pay awarded to maleegdtors.

Finally, it is important to note that a lack ofkiseeking behavior and lower
confidence should not necessarily be treated tebéedrait of women in general. Instead, it
should be seen as part of a process that variessacontext and situations (Dwyer,
Gilkeson, and List, 2002; Lenney, 1977; Schubemyd, Gysler, and Brachinger, 1999).
Indeed, this is borne out by the fact that riskraim is most marked in relation to tasks or
activities which are typically masculine (Beyer @&alvden, 1997). Consequently, risk
attitudes and confidence may be regarded as soca@tistructed and therefore malleable
rather than innate.

Indeed, the tendency for women to be more risksevand less confident may,
partly, be a product of women conforming to prgsore stereotypes about the way in which
they should behave (Schubert et al., 1999; Sie@atkovich, and Gutscher, 2002). Thus,
people’s expectations that women are risk-aversereiaforce the gender gap by

encouraging women to choose less risky pay packagelse same time, such expectations

8 The behavioral agency model (Wiseman and GomeiaME998) can be extended to provide similar
arguments. In particular, the framing context ofi@nagerial decision problem may differ between gendnd

these discrepancies may lead to differing attitudesrds risk.
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may trigger negative reactions towards those wowlemdo not comply with predominant
gender stereotypes (Babcock and Laschever, 2008B)asubehaving competitively or
showing risk-seeking behavior in pay negotiatidfsifman, Wallen, Fuchs, and Tamkins,
2004; Rudman and Glick, 2001). This may lead to t&ated outcomes. First, women may
learn that they stand to lose more than they wihaf behave in stereotypically male ways
(Wade, 2001). Indeed, women may feel less confidésain negotiating their pay than men,
a trend that, at least in part, can be explaineddiyen’s negative experiences throughout
the pay process (Babcock and Laschever, 2003; iIKURgan, and Haslam, 2009). Second,
women are likely to be offered ‘safe’ compensapackages, with the belief that they prefer
them, or at the very least, will accept them. Thumnen may feel pressured into accepting
safe offers of non-risky pay packages, which may e a vicious circle that reinforces and

sharpens gendered stereotypes about women lepdgrpieferences.

Understanding the implications for female managers

The fact that the women in our sample receive eeitwards nor punishments (in
terms of remuneration) for company outcomes haswber of important consequences. On
the one hand, it could be argued that this is @ gesult for women because no matter what
they do, they will earn a modest bonus. Nevertlselasr results have serious implications
for women and the gender divide because the fatttbmen do not receive rewards
reflecting their successes, may mean that thesrtsflire not appropriately recognized or
valued. This is particularly important in light ofir findings that companies with female
executive directors achieve corporate resultsghanot inferior to those in firms with male-
only boards. Indeed, the previous literature atslicates that in comparison to their male

counterparts, female directors may help bring ablmisame or even bigger improvements



Executive Remuneration and Gend@8

in corporate performance (e.g., Ferrary, 2010;éfadlg and Leicht, 1991; Singh,
Vinnicombe, and Johnson, 2001; see also Haslam @t garess).

The potential consequences of the bonus pattemsmknted above are therefore
threefold. First, the literature shows that pagnamportant predictor of the extent to which
a person is valued in his or her employment contexd more specifically, of the extent to
which this person is perceived to have influena# aility (Ridgeway, 2001). Therefore,
low salaries are associated with a lack of creitlfaind an inability to influence either
people or events. Consequently, women’s lower raration may mean that they are less
likely to secure jobs that correspond to theiriaed. Indeed, a common question asked at
job interviews is what the applicant has earnetthénprevious positions. As women tend to
earn less than equally qualified men, their qualiions may continue to be underrated.

Second, these pay-related perceptions may reinfercale stereotypes.
Experimental research demonstrates that well-paitviduals are seen as agentic in the
sense that they are perceived as being both infalemd competent. Badly-paid
individuals, in contrast, are considered as morernanal and as having more warmth, traits
which are both stereotypically female (Johannesgn¥fidt and Eagly, 2002). Thus, to the
extent that women are paid less well than menbétef that women are communal will be
reinforced at the expense of perceptions of trggnay. In a managerial context, this is
critical because such stereotypes conflict withamst of what it means to be a good leader.
Moreover, such stereotypes have been shown tosoeiated with negative treatment of
female managers — including devaluation of thewré$ (Eagly et al., 1992) and
punishment for their successes (Heilman et al.4200

A final consequence may be that companies findrd o retain talented women
because they fail to reward them for their sucsedébonuses are to be seen as a way of

acknowledging and rewarding people who perform isbastly well, and if women are
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systematically denied such feedback, then theyledgss motivated to try hard in future
and may disengage from the challenges they facan(Ryt al., 2008). In addition to the
factors identified previously in the literaturegg.Eagly and Carli, 2007; Kanter, 1977;
Wirth 2004), such a process may contribute to éhegtive scarcity of females in high ranking
company positions and their short tenure relatveaén.

Importantly, while this paper focuses on issuegasfder, many of the arguments we
have made also apply to other minority groups witterse backgrounds (e.g., race or
ethnicity, sexual orientation, faith (belief origegbn), disability, or age). As is well
documented, members of these groups are also dis&ayed due to their group’s low social
status (e.g., Biernat and Kobrynowicz, 1997; Ellgen, and Holleinbeck, 1996; Lorenzi-
Cioldi, 2006), and this extends to the experierfce ©ignificant pay gap (e.g., England,
Christopher, and Reid, 1999; Longhi and Platt, 200®reover, in many organizational
contexts, they are also likely to be perceivedtgsical leaders.Consequently, we believe
that the main prediction of our paper (i.e., a lopa&y-performance sensitivity for female
managers) is likely to be extended to other migaibups. Nevertheless, empirical

verification of this claim is needed.

Conclusion

This paper indicates that the gender pay gapvs alnd well in UK executive
positions. It also extends previous literature xgmining the circumstances under which the
gender pay gap occurs — revealing that while tinearcce of leadership is reflected in the

bonuses received by male executive directors sibmething from which their female

° For instance, younger leaders may lack creditiitithe eyes of older observers such as employees o
members of remuneration committees, and, by imdicamay not be perceived as very instrumental in

achieving particular performance outcomes.
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counterparts do not benefit. This finding contrésito the managerial compensation
literature as it sheds further light on the proadssppraisal of executive performance and it
identifies gender as an important contextual factitmencing this process.

The fact that women are neither rewarded with ¢sufwhen corporate performance
is good) nor punished with sticks (when performasatisappointing) has important
implications for women and their income. Yet, ongational insensitivity to women
leaders’ performance is not merely an issuinaincial inequality. It can also be regarded as
a lack of respect for women leaders in communigadimd promoting the view that female
executivedack agencyand impact in the workplace. As long as this agesndenied, then
women who break through the glass ceiling areyikelfind their leadership experiences
highly unsatisfactory. Indeed, by signalimglifferenceto their efforts, organizations may
produce women leaders who are themselves indifféRyran et al., 2008). Consequently, it
is perhaps not surprising that, relative to theatercounterparts, female directors are more
likely to vote with their feet and “opt out” of cagizational life (Stroh, Brett, and Reilly,
1996). At the same time, these insensitive rewtitatisires “push out” women since they
may contribute to a drop in the perceived markétevaf talented women who miss out on
the “high pay label” that has been shown to beyaiscant determinant of perceived
leadership (Ridgeway, 2001).

Accordingly, we conclude that while ‘performanceséd pay’ is an intrinsic part of
any male executive’s pay package, the term mapething of a misnomer when
considering female executives. Indeed, the fadtfraale executives are neither rewarded
nor punished for their work can be seen as anatoliof a more generalized organizational
apathy and indifference towards women (Ryan e2@D8). Moreover, if, as Elie Wiesel has

observed, ‘the opposite of love is not hate, bdifference’, then so too the indifference of
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organizations to women’s achievements in the waggimay be the very antithesis of

equality.
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Table 1.

Sample descriptive statistics

Executive Remuneration and Gendéd

. Correlations

Variable Mean Std.Dev 37"5""3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 A 22
1 Female 0.50 0.50
2  Base salary (£ ‘000) 186.48 141.30 -0.03
3  Bonus (£ ‘000) 92.62 163.47 -0.1659
4 Other direct compensation (£ ‘00D) 22.82 55.54 | 0.040.29 0.09
5 Incentive pay (£ ‘000) 272.18 930.00 -0.0%0 0.64 0.21
6  Total pay (£ ‘000) 617.37 1183.67 -0.@874 0.78 0.30 0.96
7  Bonus/ Base salary 0.40 0.60 -0.030 0.86 0.02 0.45 0.57
8  Incentive pay / Base salary 0.98 2.18 -0@21 0.35 0.10 0.75 0.64 0.34
9  Return on assets (ROA in %) -1.96 20.66 -000@9 0.11 0.02 0.12 0.12 0.15 0.08
10 Return on equity (ROE in %) 6.25 286.09 0.0708 0.07 0.02 0.06 0.07 0.08 0.04 0.48
11 Return on sales (ROS in %) -45.32 456.59 -00034 0.04 0.02 0.04 0.04 0.05 0.03 0.21 0.05
12 Tobin's Q 3.02 9.74 | 0.1®.00 0.03 0.01 -0.03-0.01 0.04 -0.05-0.16 0.15 -0.01
13 Stock return (in %) 15.18 81.25 -0.63.09 0.01 -0.07-0.05-0.05 0.04 -0.04 0.12 0.05 0.09 0.11
14 LN(Market capitalization) 5.23 2.18| -0.01.64 0.50 0.15 0.55 0.62 0.39 0.39 0.30 0.18 0.07 0.11 -0.04
15 LN(Total assets) 5.35 2.49| 0.00.61 0.48 0.15 0.45 0.54 0.36 0.29 0.29 0.23 0.10 0.05-0.17 0.89
16 LN(Sales) 4.97 251 | 0.00.62 0.41 0.18 0.44 0.52 0.29 0.29 0.34 0.21 0.21 0.00 -0.12 0.85 0.90
17 LN(# Employees) 7.01 2.35| 0.08.55 0.33 0.17 0.41 0.46 0.19 0.27 0.27 0.18 0.10 0.01 -0.11 0.77 0.75 0.90
18 Risk (Stock price volatility) 33.56 13.79| 0.00.16-0.18-0.10-0.18-0.20-0.20-0.10-0.49-0.25-0.22 0.00 0.16 -0.46-0.52-0.49-0.41
19 Board size (LN of # directors) 2.05 0.36/ 0.@933 0.34 0.10 0.31 0.36 0.33 0.23 0.14 0.09 0.00 0.10 -0.16 0.67 0.66 0.59 0.54 -0.34
20 Director's tenure in the role 4.02 3.82  0.4007-0.07-0.06-0.16-0.15-0.05-0.21-0.04-0.02-0.06 0.03 0.11 -0.29-0.34-0.35-0.38 0.20 -0.23
21 Director's tenure on the board 4.77 465 0@P1-0.09-0.05-0.15-0.13-0.08-0.19 0.01 -0.01-0.03-0.05 0.10 -0.19-0.29-0.27-0.29 0.14 -0.25 0.76
22 Director's tenure in the company 7.38 6.74 0081 -0.10-0.08-0.14-0.13-0.14-0.20 0.05 0.04 0.01 0.01 0.05 -0.04-0.11-0.07-0.10-0.02-0.09 0.45 0.66
23 Director's age 45.56 6.95| -0.3223 0.15 0.07 0.15 0.18 0.14 0.10-0.01-0.01-0.05-0.09 0.00 0.04 0.01 -0.02-0.02 0.10 0.05 0.37 0.42 0.19




Table 2.

Univariate comparisons for independent variables irmatched samples
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Full sample Male directors’ Female directors’ Differences between samplés
(N =524) sample q = 262) sample q = 262)

Variable Median Median Median Wilcoxon test Z p-value
Return on assets (ROA in %) 3.34 3.74 2.84 0.20 40.8
Return on equity (ROE in %) 8.22 8.91 8.05 0.25 00.8
Return on sales (ROS in %) 7.06 8.99 6.45 0.91 0.37
Tobin's Q 1.95 1.98 1.92 0.04 0.97
Stock return (in %) 0.95 0.26 1.75 0.54 0.59
LN(Market capitalization) 4.95 4.87 5.11 0.82 0.41
LN(Total assets) 5.27 5.35 5.11 2.84 0.01
LN(Sales) 4.85 4.73 5.08 2.29 0.02
LN(# Employees) 7.14 6.91 7.36 1.06 0.29
Risk (Stock price volatility) 29.36 28.48 29.67 D.2 0.79
Board size (LN of # directors) 2.08 2.08 2.08 2.33 0.02
Director's tenure in the role 2.80 2.85 2.80 0.68 .500
Director's tenure on the board 3.30 3.30 3.30 1.25 0.21
Director's tenure in the company 5.20 4.70 5.80 92.1 0.03
Director's age 46.00 47.00 43.00 5.31 0.00

#Wilcoxon test statistics are based on matched pahe significance levels correspond to two-tts.
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Table 3.

Tobit models explaining absolute and relative sizef the bonuses earned by executive directors

Model 1 Model 2
Dependent Variable: Bonus Dependent Variable: BonusBase Salary

Estimate t-statistic p-value Estimate t-statistic pvalue
Intercept -446.17 -4.32 0.00 -1.25 -3.59 0.00
Female -33.51 -1.48 0.14 -0.02 -0.33 0.75
Return on assets 3.66 2.82 0.01 0.01 3.36 0.00
Return on assets * Female -3.42 -2.35 0.02 -0.01 12-2 0.04
Tobin's Q 5.08 2.09 0.04 0.02 2.13 0.03
Tobin's Q * Female -5.91 -1.99 0.05 -0.02 -2.20 30.0
Director’'s age 1.37 0.88 0.38 0.00 0.69 0.49
Director's tenure in the role 4.96 1.84 0.07 0.01 .001 0.32
Board size 38.68 1.07 0.29 0.42 3.44 0.00
LN(Market capitalization) 48.02 7.14 0.00 0.05 2.26 0.02
Risk (Stock price volatility) -0.42 -0.41 0.69 -0.0 -0.98 0.33
Year after 2002 (dummy variable) 65.72 3.50 0.00 110. 1.79 0.07
Industry dummies Yes 0.06 Yes 0.01
Total number of observations 345 345
Number of left-censored observations 78 78
Log-likelihood -1780.08 -268.08
Goodness-of-fit Pseudo-R= 0.05 Pseudo-R=0.18
Model test LR ¢%(17) = 172.89 LR %%(17) = 116.58
P-value 0.00 0.00
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z=241

350

p=0.02

300 +

250

200 +

£ '000

Salary Bonus Other direct Incentive pay Total pay
compensation

B Male mFemale

Figure 1.

Gender pay gap (Comparison of medians for variousanponents of executive
remuneration packages)

% The figure compares various components of remuoergbckages for the matched samples of male
and female executive directors. Test statistichased on Wilcoxon tests and the significance fevel
correspond to two-tail tests.



Executive Remuneration and GenddB

QNo,

Expected bonus as % of base salary

T T T T U770 T T T T

-1.25 -100 -0.75 -050 -025 000 025 050 075 100 125

Company performance

—o— Male —a—Female

Figure 2.

Gender differences in performance sensitivity of bous

(as implied by Model 2 of Table 3}

& The figure is based on the prediction from Modé&&e Table 3). It illustrates gender differences i
the relationship between the expected size of tmad awarded to an executive director and the pedice of
the directors’ firm. Company performance is basedvwo variables used in model specification: Retumn
assets (expressed in percentage terms) and T@pifiree ratio of the sum of market capitalizationl ok
value of debt to book value of total assets). Thlees are defined as follows: O corresponds taitbation
where both performance indicators are set at thean values; 0.25 — to the case where both indate
0.25 of their respective standard deviations altbgemean, etc. In the calculations of the expesizs of the
bonus, the values of all the other regressors dezlun Model 2 are set to their mean values.
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