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Abstract
For over four decades, the topic of Chief Executive Officer (CEO) compensation has attracted considerable attention from 
the fields of economics, finance, management, public policy, law, and business ethics. As scholarly interest in CEO pay 
has increased, so has public concern about the ethics of high CEO pay. Despite growing interest and pressure among the 
public and government to reduce CEO pay, it has continued to increase. Using a multi-method design incorporating a pilot 
study, two online experiments, and an event study, we investigate the impact of CEO pay on consumer purchase intent and 
find that this negative relationship is magnified under conditions of brand crisis. We also find that the negative interaction 
of high CEO pay and brand crisis on purchase intent is more negative when the brand has strong equity. Finally, when the 
CEO is awarded high pay while the firm they manage is undergoing a brand crisis, consumers lose trust in the firm’s brand 
which reduces consumer purchase intent. This research provides insight on how governance decisions can impact consumer 
perceptions of corporate brands and consumer behavior, with implications for public policy leaders, boards of directors, 
CEOs, and Chief Marketing Officers regarding how to manage and message CEO pay.

Keywords  CEO pay · CEO compensation · Executive compensation · Brand trust · Signaling theory · Top management 
team · Upper echelons · Board of directors · Brand crisis · Brand equity

CEO pay is a popular topic that has received significant 
attention from the public, shareholders, and policy makers. 
As a subject of study, CEO compensation claims multiple 
academic homes, with economists and finance scholars hav-
ing begun investigation over four decades ago (e.g., Cosh, 
1975; Fama & Jensen, 1983). Since then, as the level of CEO 
pay has increased, the topic has garnered additional attention 
from scholars in a variety of domains such as management 
(e.g., Miller et al., 2002), law (e.g., Bebchuk & Fried, 2005), 

and business ethics (Conyon & He, 2016; Francoeur et al., 
2017; Qu et al., 2020).

As scholarly interest in CEO pay has grown, so has public 
concern regarding the ethics of the (high) amount of money 
paid to CEOs (e.g., Harris, 2009; Sandberg & Andersson, 
2020). Public outrage over the gap between CEO and aver-
age employee pay, increasing from 20:1 in 1965 to 350:1 
in 2020, has led to worker protests, demonstrations, and 
demands for minimum wage hikes (e.g., Cox, 2019; Kiat-
pongsan & Norton, 2014; Mishel & Kandra, 2021; Morgen-
son, 2021). The U.S. government has taken steps to address 
this public concern by first passing the Dodd-Frank Act 
(intended to improve accountability and transparency in the 
financial system) and more recently proposing disclosure 
rules on CEO pay (e.g., Hoffman, 2015). Since 2018, new 
rules require all public companies to annually disclose the 
total compensation of the CEO, the median of the total com-
pensation of all employees other than the CEO, and the ratio 
of these two numbers (Securities & Exchange Commission, 
2015).

Efforts by the government, shareholders, media, and the 
public to reign in pay have had little consequence, as CEO 
compensation continues to increase (e.g., Morgenson, 2021). 
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According to the market-based view, those responsible for 
determining CEO pay, boards of directors (BODs),1 may 
view high CEO compensation as necessary to ensure com-
petitive pay with peer-level CEOs (Sandberg & Andersson, 
2020). However, this view fails to consider how CEO pay 
decisions may potentially impact firm performance (Balafas 
& Florackis, 2014) through consumer perceptions of—and 
commensurate behavior toward—the firm’s brand.

Despite decades of research regarding CEO pay, examina-
tion of how it may impact the key stakeholder that largely 
determines revenue performance—consumers—is relatively 
nascent. Yet, with 24/7 news cycles, and growing interest 
in conscious capitalism, many of today’s more involved, 
concerned, and connected consumers are aware of and care 
about CEO pay, particularly when they perceive that it is 
unfair relative to average employee pay (see Benedetti & 
Chen, 2018; Mohan et al., 2015, 2018). What has yet to be 
understood, however, is how CEO pay can impact consumer 
behavior beyond perceptions of pay fairness. We specifi-
cally investigate how CEO pay affects trust in the company’s 
brand, thereby impacting consumer purchase intent. This 
line of investigation more directly links a corporate govern-
ance decision (i.e., CEO pay) with brand- and firm-impact-
ing consequences. In addition, we contend that the negative 
impact of high CEO pay on brand trust will be especially 
salient when a firm is involved in a brand crisis—when com-
pany actions violate normative rules that consumers expect 
of firms (Aaker et al., 2004). Consequently, this research 
investigates: (1) how CEO pay, as the most visible and 
widely communicated aspect of corporate governance, influ-
ences consumer trust in a firm’s brand, ultimately impacting 
consumer purchase intent, and (2) how these relationships 
can be impacted by brand behavior (i.e., crises) and brand 
strength (i.e., equity).

To address these questions, we employ a multi-method 
research design. First, we conduct a pilot study to test the 
assumption that consumers are aware of CEO pay and 
show interest in it. Then, we conduct an online experiment 
to examine the negative effect of CEO pay on consumer 
purchase intent. Drawing on signaling theory (e.g., Con-
nelly et al., 2011; Rao et al., 1999), we demonstrate that 
the CEO pay–consumer purchase intent relationship is more 
negative when the firm’s brand is undergoing a crisis (i.e., 

reinforcing mismanagement of the brand), and further show 
that this interaction is mediated by erosion of brand trust. 
A follow-up online experiment shows that the negative link 
between high CEO pay, brand crisis, and consumer purchase 
intent is more negative for high-equity brands. Finally, using 
investors’ reaction as an ex-ante indicator of the reaction of 
consumers, we conduct an event study of new product intro-
duction announcements across a diverse set of industries as 
a secondary validation of our central thesis.

Conceptual Development and Hypotheses

CEO Pay and Shareholders

Much of the research on executive pay has focused on the 
tenuous link between pay and firm performance (e.g., Tosi, 
2005; Tosi et al., 2000). Agency theory, which has largely 
informed this research, suggests that the self-interests of 
CEOs are at odds with those of shareholders, and as such, 
CEO pay is a key mechanism by which these disparate 
interests are brought into alignment (Jensen & Meckling, 
1976). To reduce the likelihood of agency issues, the BOD 
is empowered to determine annual compensation plans 
designed to align shareholder interests with managerial 
interests. Since CEO pay is a mechanism used to align 
CEOs’ and shareholders’ interests, researchers have treated 
shareholders as the primary stakeholder affected by CEO 
pay (e.g., Wade et al., 2006).

Historically, research has supported the thesis that share-
holder approval of CEO pay occurs when pay is tied to firm 
outcomes, that is when the CEO’s pay level matches firm 
performance (e.g., Brickley et al., 1985; Certo et al., 2003). 
However, investors face information asymmetries with 
regard to firm management and performance (e.g., Barkema 
& Gomez-Mejia, 1998; Sanders & Carpenter, 1998). Sign-
aling theory, rooted in economics, suggests that when the 
information possessed by one party is materially less than 
that of another party, the party with less knowledge will 
use signals to infer information and reduce the asymmetry 
(e.g., Rao et al., 1999; Spence, 1973). Drawing on signaling 
theory (Rao et al., 1999), CEO pay provides relevant infor-
mation about the governance and management of a firm and 
can therefore serve as a signal to shareholders. For example, 
high CEO pay can signal information about the capability 
of the CEO or about expectations of future performance; 
in both cases, it would suggest that high CEO pay would 
then benefit the shareholders (e.g., Certo et al., 2003). Sup-
porting this view, the market economy principle suggests 
that compensation is related to the level of expertise and 
responsibility associated with a particular job; thus, higher 
CEO pay signals a more complicated job worthy of higher 
pay (Harris, 2009).

1  CEO pay is usually determined by a compensation committee, 
which is a subset of the board of directors (BOD) that leads analysis 
and recommendations. The compensation committee must (a) review 
and approve goals and objectives relevant to the chief executive offic-
er’s  (“CEO”)  compensation, (b) evaluate the  CEO’s  performance in 
light of such goals and objectives, and (c) either as a  committee  or 
together with the other independent directors determine and approve 
the CEO’s compensation based upon such evaluation. Given that the 
compensation committee is part of the BOD, hereinafter, we refer to 
the BOD as the decision-making body regarding CEO pay for sim-
plicity and consistency.
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However, some scholars contend that CEO pay is insuf-
ficiently tied to firm performance and, subsequently, is unre-
lated to CEO effort or capability (Conyon, 2014; Walsh, 
2008). Further, recent research has found that there are con-
ditions under which investors care more (less) about CEO 
pay. Krause et al. (2014), for example, found that CEO pay 
only impacts investor behavior when CEOs receive high pay 
in the context of weak firm performance, which serves to 
carry information about the lack of appropriate governance 
and oversight of the firm. In combination, scholars have 
demonstrated that CEO pay can serve as an important signal 
about the management of a company to investors.

CEO Pay as a Consumer Concern

Just as knowledge of CEO pay can impact investors, such 
information regarding CEOs should also influence consum-
ers. Although most of the research on CEO pay has been in 
the context of investors, there have been a few recent for-
ays into the impact of CEO pay on consumers. Benedetti 
and Chen (2018) found that both consumers and employ-
ees perceive companies with higher ratios (between CEO 
and worker pay) more negatively. Consumers are less 
likely to purchase their products from—and employees 
show less interest in working for—such companies. Mohan 
et al. (2015) found that high ratios of CEO pay to average 
employee pay hurt consumer perception across various prod-
ucts with different price points. Further, Mohan et al. (2018) 
suggested that consumers are willing to pay more when they 
are unaware of the company ratio or are aware that a com-
pany has a low CEO pay-to-worker ratio. The mediating 
mechanism that explained these relationships was consumer 
perceptions of wage fairness. Consumers found high ratios 
of CEO pay to average employee pay generally unfair, caus-
ing a shift in consumer behavior. See Table 1 for a summary 
of representative CEO pay literature.

Although the limited research to date has demonstrated a 
negative impact of CEO pay on consumer purchase intent, 
it has primarily done so by investigating CEO pay in the 
context of fairness relative to average employee pay. We 
posit a novel mechanism through which high CEO pay can 
impact consumer behavior—by directly eroding trust in 
the firm’s brand. CEO compensation reflects the govern-
ance and leadership practices of a firm. As the humanized 
representative of a firm’s brand (e.g., Fleck et al., 2013), 
attributes and characteristics associated with CEOs, such 
as their pay, can therefore carry information about how a 
firm is being governed. Because of information asymmetry, 
consumers rely on such signals to understand the impor-
tant and relevant aspects of the firm to determine whether 
they can trust a company (e.g., Boulding & Kirmani, 1993). 
Brand trust is the willingness of a consumer to depend on 
a brand’s promise, with expectations that the brand will act 

with appropriate integrity, benevolence, and ability to sat-
isfy consumer needs (e.g., Chaudhuri & Holbrook, 2001; 
Delgado-Ballester & Munuera-Aleman, 2005).

CEO pay offers an opportunity for consumers to assess 
whether they can trust that a company is operating in the best 
interests of consumers as it represents a highly visible choice 
of how firm leaders choose to use valuable resources. For 
consumers to trust a brand, they must believe that the firm 
places consumers’ interests at par with—if not ahead of—
executives’ interests (e.g., Erdem & Swait, 2004; Schlosser 
et al., 2006). Consumers should be more likely to purchase 
from firms that invest resources in strategies and activities 
that produce consumer-creating value versus behaving in 
an opportunistic manner that benefits CEOs (e.g., Sicht-
mann, 2007). A decision to provide high compensation to 
a CEO may mean that firm resources are not being used 
elsewhere in the firm, such as toward reducing the price or 
improving the quality of products and services. High CEO 
pay, therefore, can signal a diversion of firm resources away 
from benevolent, consumer value-creating efforts toward 
self-serving efforts, ultimately eroding consumer trust in 
the brand and negatively impacting their desire to maintain 
a relationship with the firm.

While it is possible that high CEO pay could signal that 
the firm has employed a more talented CEO and that such 
investment will indirectly create consumer value through 
better product and brand decisions, we do not believe this 
will dominate for three reasons. First, it is plausible that 
consumers may perceive that a firm that has sufficient money 
to pay a high CEO wage may also have the funds to devote 
to increased product quality, therefore connecting high CEO 
pay with consumer-benefiting value creation. Contrary to 
this belief, however, Mohan et al. (2015) found that the neg-
ative effect of high CEO pay (relative to average employee 
pay) on consumer intention to buy holds for a wide variety 
of products—regardless of product quality—and even for 
products whose quality is outside of that retailer’s purview, 
such as a gift certificate to a different retailer.

Second, it is likely that consumers will make the simplest 
and most direct assessment, that high CEO pay is a zero-sum 
game in which the resources could have been deployed into 
efforts that directly benefit consumers, such as lower prices, 
better products, and so forth. Indeed, this is a common way 
that the media frames the downside of high CEO pay. For 
example, a recent CNN headline indicated: “Prices are Going 
Up and CEOs are Making Out Like Bandits”—connecting 
high consumer prices with high CEO pay (Morrow, 2022).

Finally, if consumers perceived a personal benefit to 
high CEO pay, we would expect to see some evidence in 
the existing CEO literature. However, Benedetti and Chen 
(2018) find that the higher the CEO pay relative to aver-
age employee pay, the lower the consumer purchase intent. 
If consumers predominantly viewed high CEO pay as 
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Table 1   Representative sample of CEO pay studies

Authors/Paper/Citations CEO pay variable Dependent variable Key findings

Balkin et al. (2000) CEO short and long-term compen-
sation

Innovation CEO short-term compensation is 
related to innovation whereas 
long-term CEO compensation has a 
weaker relationship

Bao et al. (2020) CEO pay ratio Employee satisfaction A larger CEO pay ratio has a nega-
tive effect on employee satisfaction

Barak et al. (2011) CEO pay level (and excess-pay) Firm valuation CEOs provided with more generous 
incentives exerted more efforts and 
increased firm valuations

Benedetti and Chen (2018) CEO-to-worker compensation 
(high or low ratio)

Consumer likelihood to purchase 
and employee ratings of the 
company

CEO-to-worker pay ratios are nega-
tively associated with consumer 
purchase intent and employee 
ratings of work-life balance and 
compensation

Busenbark et al. (2016) CEO compensation NA (conceptual paper) This conceptual paper integrates the 
CEO literature, including aspects 
related to the CEO person, position, 
and environment

Carpenter and Sanders (2002) CEO compensation Future firm performance CEO pay structure has a positive 
relationship with firm performance 
but is mediated by the effects of 
TMT pay

Conyon and He (2016) CEO compensation Corporate fraud Firms penalize CEOs for fraud by 
lowering their pay. CEO compensa-
tion is lower in firms that commit 
more severe frauds

Deckop et al. (2006) CEO pay structure
(short or long term)

Corporate social performance Short-term CEO pay focus is 
negatively related to CSP, whereas 
a long-term focus is positively 
related to CSP

Dow and Raposo (2005) CEO compensation Corporate strategy decisions CEO performance-related compensa-
tion creates an incentive to look for 
overly ambitious, hard to imple-
ment strategies

Faleye et al. (2013) CEO pay ratio Employee productivity Employees are incentivized by higher 
pay ratios, but the extent depends 
on the likelihood of success in a 
series of promotion tournaments

Francoeur et al. (2017) CEO compensation (incentive-
based vs. total)

Firms’ environmental commitment Environment friendly firms pay their 
CEOs less total compensation 
and rely less on incentive-based 
compensation than environment 
careless firms

Hayes and Schaefer (2009) CEO pay (under and over payment) Firm profitability CEO overpayment is positively 
related to change in firm, suggest-
ing that greater increases in ROA 
are observed from overpaid CEOs

Mehran (1995) CEO compensation (equity-based) Firm performance Companies in which CEO compensa-
tion is relatively sensitive to firm 
performance tend to produce higher 
returns for shareholders

Mohan et al. (2018) CEO-to-worker pay ratio Consumer willingness to pay A low CEO-to-worker compensa-
tion ratio is positively related to 
consumer willingness to pay

Mohan et al. (2015) CEO-to-worker pay ratio Consumer willingness to pay The disclosure of a high pay ratio
leads to decreased willingness to buy 

and willingness to pay for a good
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beneficial to consumers, then the lack of fairness in high 
CEO pay (relative to employee pay) should have created 
cognitive conflict as consumers grappled with the employee 
unfairness but saw personal benefits through enhanced prod-
ucts and services. This did not occur and so for the three 
reasons mentioned, we believe that consumers will be more 
likely to believe that high CEO pay will signal that the firm 
cannot be trusted to operate in the best interests of consum-
ers and the result will be a negative impact on consumer 
purchase intent.

H1  CEO pay has a negative effect on consumer purchase 
intent.

Brand Crisis as a Catalyst

Thus far, we have argued that high CEO pay signals to con-
sumers that those governing the firm support a decision to 
divert resources toward executive compensation and away 
from value creating endeavors that would more directly 
benefit consumers, negatively impacting purchase intent. 
Extending this line of thinking, we further suggest that the 
negative relationship between CEO pay and consumers’ 
purchase intent will be amplified when a CEO leads a firm 
during a brand crisis, i.e., an event that violates the perfor-
mance- and evaluation-based rules that consumers expect of 
firms (e.g., Aaker et al., 2004; Dutta & Pullig, 2011). Brand 
crises weaken consumer perception of a brand’s ability to 
deliver on expectations, therefore jeopardizing the brand’s 
reputation (e.g., Dawar & Lei, 2009; Pullig et al., 2006). Fur-
ther, brand crises reduce consumers’ belief that brands can 
either deliver functional benefits (i.e., performance-related 
crises) or behave in concert with expected social or ethical 
norms (i.e., values-related crises) (Dutta & Pullig, 2011).

High CEO pay becomes even more salient for consum-
ers when it is connected to information that signals that the 
company is being mismanaged in a context meaningful to 
consumers, such as when there is a performance- or values-
based brand crisis. In such cases, there is incongruence 
between the CEO’s leadership of the firm (which is poor) 

and the amount of reward he/she receives (which is high). 
This phenomenon is consistent with the desert-based view 
of compensation which suggests that people should be paid 
in proportion to what is owed and deserved. Inspired by 
Kantian or deontological ethics (Olsaretti, 2004), this prin-
ciple of compensation is backward-looking as it is meant to 
reward past/actual effort rather than future/expected effort 
(Sandberg & Andersson, 2020).

A CEO receiving high pay at the same time his/her firm 
experiences a brand crisis (i.e., poor performance) ampli-
fies the message that the firm is behaving in a CEO-serving, 
rather than consumer-serving, manner, reducing consumer 
trust and decreasing consumers’ propensity to buy from 
the firm. As an example, consider the following headline: 
“While BP Stalled on Gulf Oil Spill Payments, CEO’s Pay 
Tripled Last Year” (Leber, 2014). The headline highlights 
the incongruence of a CEO receiving high pay during a 
brand crisis, which can signal poor leadership and in com-
bination infers a governance problem with the firm behaving 
in a self-serving manner.

H2  The negative CEO pay–consumer purchase intent rela-
tionship is more negative under conditions of brand crisis.

Piecing it Together: Violation of Brand Trust

Managerial research suggests that today’s consumers care 
about the behavior of firms and their leaders (Komiya, 
2020). For example, Edelman’s Trust Barometer (2021) 
indicates that firm and CEO actions can influence consumer 
trust in companies and that “CEOs should hold themselves 
accountable to the public and not just the board of direc-
tors” (Edelman, 2021, p. 34). Consumers believe that the 
CEO’s most important job is “to build trust,” ranking this 
attribute higher than any of the following three attributes: 
“producing high quality products and services,” “[produc-
ing] business decisions [that] reflect company values,” or 
“increasing profits and stock price” (Edelman, 2018). Most 
(63%) consumers believe trust is paramount in a consumer-
brand relationship (Edelman, 2018, p. 2): “…unless I come 

Table 1   (continued)

Authors/Paper/Citations CEO pay variable Dependent variable Key findings

Murphy (1986) CEO pay (salary + bonus) Firm performance Firm performance is positively 
related to CEO compensation 
changes

Qu et al. (2020) CEO compensation (equity-based) Audit fees Audit fees significantly increase 
when firms award large equity 
grants to CEOs

Stanwick and Stanwick (2001) CEO compensation Firm reputation Firm-level reputation has a signifi-
cant negative correlation with CEO 
compensation
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to trust the company behind the product, I will soon stop 
buying it…”.

Surprisingly, “there has been little empirical research into 
it (brand trust)” (Delgado-Ballester & Munuera-Aleman, 
2005, p. 187) and “what builds trust remains largely unan-
swered” (Kang & Hustvedt, 2014, p. 253). What has been 
investigated suggests that firm behaviors such as compliance 
with regulations (Nienaber et al., 2014), delivering on new 
product launch commitments (Herm, 2013), and efforts to 
be transparent and socially responsible (Kang & Hustvedt, 
2014) directly impact consumer perceptions of brand trust.

However, consumers face information asymmetry, just 
as investors do, and so assessing whether a firm is trustwor-
thy is a challenge. Consequently, consumers rely on certain 
cues to determine whether a corporate brand is trustworthy 
(Conyon, 2014). Krause et al. (2016) suggest that consum-
ers use information regarding CEOs to assess the legitimacy 
of a firm. We extend this view and suggest that CEO pay 
can serve as a signal that carries information about a firm’s 
brand. For consumers to trust a brand, they must have con-
fidence that the firm is benevolent and not purely egocentri-
cally profit motivated (e.g., Erdem & Swait, 2004; Mayer 
et al., 1995; Schlosser et al., 2006).

An incongruence between the CEO’s management of the 
firm (e.g., a brand crisis) and his/her pay (e.g., high CEO 
pay) can create a perception that a firm is violating expected 
standards of behavior by signaling the prioritization of exec-
utives’ interests over consumers. This perception, in turn, is 
likely to decrease consumers’ trust in the firm and reduce 
their purchase intention (Ellen et al., 2006). In line with this 
expectation, the International Corporate Governance Net-
work (ICGN), a large investor-led governance organization, 
published a note in April 2020 about CEO compensation in 
a COVID-19 world. The note suggested that maintaining 
or increasing executive pay during the COVID-19 global 
pandemic—a time when companies are forced to lay off 
employees to cut costs—could threaten consumers’ trust in 
the company as well as the company’s social license to oper-
ate (Konigsburg & Finzi, 2020).2

The two dimensions of trust, reliability (i.e., the com-
petence of a brand to satisfy consumer needs now and in 
the future) and intention (i.e., the perception that a brand 
has positive intentions toward consumer welfare), provide 
insight on how CEO pay and brand crisis can interact to 

negatively impact trust (e.g., Chaudhuri & Holbrook, 2001; 
Delgado-Ballester & Munuera-Aleman, 2005). High CEO 
pay impacts the intention dimension as, mentioned earlier, 
it can lead to consumer perception that a company is using 
resources in a self-serving, rather than benevolent and con-
sumer-welfare enhancing, manner. Brand crisis impacts the 
reliability dimension as it signals an inability of a firm to 
competently meet consumer needs. In combination, high 
CEO pay and brand crisis interact to weaken consumers’ 
ability to have confidence (i.e., trust) that a firm wants to 
and can behave in a consumer-centric manner, which then 
negatively impacts their likelihood to engage in commerce 
with the firm.

We therefore argue that the interaction of high CEO pay 
and brand crisis will negatively impact consumer trust in the 
brand. Drawing upon research demonstrating the positive 
(negative) impact of trust (distrust) on consumers’ intent to 
purchase (Chaudhuri & Holbrook, 2001), we further posit 
that lower brand trust, in turn, will negatively impact con-
sumers’ purchase intent.

H3  The negative interaction of CEO pay and brand crisis on 
purchase intent is mediated through brand trust.

Brand Equity: A Double‑edged Sword?

While we argue that CEO pay interacts with brand crises 
to have a negative impact on consumer purchase intent, 
we don’t believe that the effect will be the same across all 
brands. Some brands develop stronger equities—or con-
sumer-based associations that enable brands to achieve supe-
rior results relative to the same product without the brand 
name—over time than do other brands (e.g., Aaker, 1991; 
Keller, 1993). When a CEO receives high pay under condi-
tions of brand crisis, it is unclear whether a stronger brand 
equity will mitigate or exacerbate the negative impact of 
brand on the CEO pay–consumer purchase behavior rela-
tionship. Below we provide arguments for both possibilities.

Research has shown that consumers interpret firm 
actions based on prior expectations of firm behavior (e.g., 
Dawar & Pillutla, 2000). As such, consumers should have 
higher expectations about firm behavior from firm brands 
that have achieved higher levels of brand equity (hence-
forth referred to as strong brands) versus lower levels of 
brand equity (henceforth referred to as weak brands). 
When brands have accrued stronger equity, it means that 
through experience, consumers have developed positive 
associations and higher levels of brand trust that set up 
high(er) expectations of future behavior (e.g., Dawar & 
Pillutla, 2000; Delgado-Ballester & Munuera-Aleman, 
2005; Keller, 1993). This high(er) expectation of future 
behavior that results from strong equity can turn into a 
liability. Rhee and Haunschild (2006) found that highly 

2  Another example that highlights the impact CEO pay can have on 
consumer behavior is that of the drugstore chain Rite Aid. In 2010, 
the CEO’s pay at Rite Aid was $4.54 million (Smith 2011). This 
occurred while the company was engulfed in corporate crises includ-
ing allegations of bribing pharmacists, CEO fraud, and DEA and FTC 
lawsuits (Dagher and Jarzemsky 2010; Harris and Pear 2006; Ruben-
stein 2009). Anger over the CEO’s 2010 compensation led consumers 
to boycott and protest Rite Aid stores (Smith 2011). Revenue over the 
next two years declined by nearly 5%.
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reputed firms suffer a greater market penalty after a prod-
uct recall. When brands with stronger equity violate con-
sumers’ higher expectation of behavior, such as when high 
pay is awarded to a CEO during a brand crisis, consum-
ers are more likely to be disappointed as it represents a 
stronger trust violation due to the higher expectations. 
This is because consumers’ prior belief about the brand 
sets up an expectation that influences their subsequent 
evaluation (e.g., Pullig et al., 2006) and the higher level 
of disappointment will cause the impact of brand crisis on 
the CEO pay–consumer behavior relationship to be per-
ceived as a greater violation of trust (i.e., more negative 
for brands with strong equity).

In contrast, research also suggests that strong brand 
equity provides significant benefits to the focal brand, such 
as helping to insulate it, in some cases, from: (1) competi-
tive actions and threats (e.g., Ailawadi & Keller, 2004), (2) 
competitive market entry (e.g., Lim & Tan, 2009), (3) mar-
ket-level declines (Rego et al., 2009), (4) negative publicity 
(e.g., Pullig et al., 2006), and (5) negative word-of-mouth 
communication (Laczniak et al., 2001). Godfrey (2005) 
proposed that a good reputation provides an “insurance-
like effect” in protecting brands experiencing a crisis, and 
Hsu and Lawrence (2016) found that higher levels of brand 
equity may help protect a company from negative social 
media following a product recall. Further, consumers are 
more likely to blame weak brands (versus strong brands) for 
product recalls (Cleeran et al., 2013). In such cases, a strong 
brand (i.e., high brand equity) helps counter the effect of 
high CEO pay under conditions of brand crisis on consumer 

behavior by providing additional, favorable associations that 
buffer the negative impact.

Despite this alternative argument, we believe that it is 
more likely that a “liability of brand equity strength” will 
cause the impact of the interaction of brand crisis and CEO 
pay on purchase intention to be more negative for strong 
brands. Our belief stems from the high(er) expectations 
consumers are likely to have of strong brands, resulting in 
a more negative consumer reaction to the breach of trust 
that occurs under conditions of brand crisis and high CEO 
pay. See Fig. 1 for the proposed relationships among the 
constructs.

H4  The impact of brand crisis on the CEO pay-consumer 
purchase intent relationship is more negative for strong than 
weak brands.

Overview of Method

In the following sections, we present results employing a 
multi-method approach that entails a pilot study, two online 
experiments, and an event study. The benefit of conduct-
ing experiments is that they provide higher internal validity 
than cross-sectional or even longitudinal studies and enable 
researchers to draw conclusions about the causal direction 
among related variables. The drawback is that external valid-
ity may be limited as generalizing from the experimental 
conditions to real-world settings is more difficult. We believe 
that we have struck an acceptable balance between internal 
and external validity with the use of mixed methods.

Fig. 1   Conceptual model: CEO pay and brand crisis, brand equity, and brand trust
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The pilot study is designed to test the assumption that 
consumers are aware of CEO pay and show some interest 
in it. Study 1 employs an experiment to examine the direct 
impact of CEO pay on consumer purchase intent (H1), to 
explore the moderating role of brand crisis (H2), and to 
examine the mechanism for this moderated relationship, 
which is brand trust (H3). Study 2 shows that the impact 
of CEO pay on purchase intent during brand crisis is more 
negative for brands with high equity (H4). Finally, the event 
study uses a diverse set of industries to provide more general 
validation from Studies 1 and 2. Specifically, it examines the 
link between CEO pay and shareholder value during firms’ 
product-related crises (H2), as investors incorporate the pre-
dicted impact of crises on consumers’ purchase intentions. 
To explore the moderating role of brand equity (i.e., H4), 
the sample of events was also divided into two sub-samples 
representing brands with high and low equities, respectively.

Pilot Study

The purpose of the pilot study was to understand con-
sumer awareness of CEO pay. To identify possible differ-
ences between those who work within the business com-
munity versus the general population about CEO pay, two 
different samples were employed: an online convenience 
sample recruited from Amazon Mechanical Turk (n = 80; 
Male = 42; 18–25: 26.3%, 26–34: 32.5%, 35–54: 33.8%, and 
55–64: 7.5%) and business professionals with a minimum 
three years of experience (n = 68; Male = 37; 18–25: 20.0%, 
26–34: 61.5%, 35–54: 9.2%, 55–64: 1.5%, and 65 or over: 
7.7%).

The awareness of CEO pay at firms from which respond-
ents purchase, measured on a 5-point scale (1 = Never, 
5 = All of the time), was moderate; there was no signifi-
cant difference between the general population and business 
professionals samples (M mturk = 2.31 vs. M business = 2.22; 
t (1, 146) = 0.65, p = 0.46). The mechanism for becoming 
aware of CEO pay was also the same across both segments; 
the majority of respondents primarily learned about CEO 
pay after reading articles (65%), watching news (37%), or 
speaking to a friend (14%). Additionally, most individuals 
were able to accurately identify the pay range within which 
the average Fortune 500 CEO was compensated (MTurk: 
70.36%; business professionals: 88.14%). Overall, findings 
from this pilot study show that consumers across both sam-
ples are generally aware of CEO pay and that they seem 
to “consume” information about CEO pay and effectively 
digest it.

Study 1

The purpose of this experiment is threefold: (1) to exam-
ine the negative impact of CEO pay on consumer purchase 
intention (H1), (2) to explore whether the relationship 
between CEO pay and consumer purchase intention becomes 
more negative under conditions of brand crisis (H2), and (3) 
to test whether brand trust mediates the interactive effect of 
CEO pay and brand crisis on consumer purchase intention 
(H3).

Method

Participants and Design. Two-hundred and fifty-four MTurk 
participants (51% female, average age = 33.2) participated 
in a 2 (CEO pay: low vs. high) × 2 (financial crisis: pre-
sent vs. absent) between-subjects design study for modest 
compensation. Eleven respondents were dropped from the 
sample as they didn’t pass the screening question (4), failed 
to finish the survey (4), or failed the attention questions.3 
Participants indicated that they would actively search for 
information on CEO compensation if publicly available 
(M = 4.88), measured on a 7-point scale (1 = Extremely 
unlikely, 7 = Extremely likely). This value didn’t signifi-
cantly vary across conditions (Fs < 1.6, ps > 0.05).

In each experimental condition, participants read three 
news articles about a well-known manufacturer of electron-
ics. They were informed that the company is referred to as 
“Company X” in the articles due to legal concerns related to 
pending investigations. All three news articles were shown 
randomly, and each article had to be viewed for at least 30 s. 
However, only one article was about the CEO in company X 
being paid higher [lower] than the average CEO in the same 
industry. The other two articles served as fillers and covered 
stories on company X’s partnership with the American Heart 
Association and company X’s vision for the future. The filler 
articles were selected so that the news about CEO pay would 
not stand out to reduce demand effect and would not be arti-
ficially “forced” on respondents.

Borrowing the manipulation from Mohan et al. (2018), 
the CEO pay article mentioned that “Company X reported 
that the CEO received total pay for fiscal year 2020–2021 
valued at $24.74 [$4.74] million, significantly higher 
[lower] than the average CEO pay package within the 
consumer electronics industry. The total compensation 
includes salary, incentives, and perquisites according to 

3  We removed any participants who failed to correctly answer multi-
ple attention check questions (e.g., “choose number 5 in the presented 
array of numbers”) embedded within the survey near the beginning 
and middle of the sections, indicating a lack of active engagement 
(Besharat et al., 2016; Oppenheimer et al., 2009). Note that the inclu-
sion of these participants did not change the direction or the signifi-
cance of the results in the main study.
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a filing with the Securities and Exchange Commission 
(SEC).” The presence of financial crisis was manipulated 
by informing half the participants that “Company X is 
on the brink of financial disaster. Its sales have declined 
consistently over the past few years, and it is on the verge 
of bankruptcy. Company X announced today that net rev-
enue declined 8% for fiscal year 2021 relative to 2020.” 
This information was not presented to the rest of sample 
when the financial crisis was absent. See Appendix A for 
the sample news articles.

Measures. After reading the news articles, participants 
indicated that they would actively search for information 
on CEO compensation if publicly available (M = 4.88), 
measured on a 7-point scale (1 = Extremely unlikely, 
7 = Extremely likely). This value didn’t vary significantly 
across conditions (Fs < 1.6, ps > 0.05). We asked partici-
pants to indicate how much they agreed/disagreed with 
four statements that measure brand trust, using 7-point 
Likert scales (1 = Strongly disagree, 7 = Strongly agree): 
“I trust this brand”, “I rely on this brand”, “This is an hon-
est brand”, and “This brand is safe” (items adapted from 
Chaudhuri & Holbrook, 2001). Participants also indi-
cated their perception of CEO pay fairness on a 7-point 
scale (1 = Not at all fair, 7 = Very fair): “How fair do you 
think the CEO compensation is?”, adapted from Mohan 
et al. (2018) and Benedetti and Chen (2018). Then, to 
ensure participants were not guessing the true identity 
of Company X, they were asked to indicate how familiar 
they were with Company X, measured on a 5-point scale 
(1 = Not at all familiar, 5 = Extremely familiar), and how 
likely they were to purchase a product from Company 
X, measured on a 7-point scale (1 = Extremely unlikely, 
7 = Extremely likely). Finally, participants responded to 
questions related to manipulation checks and attention 
tasks and we measured the level of education, the current 
field of occupation, age, and gender.

Results

Manipulation checks. When asked “How does the compen-
sation of Company X’s CEO compare to the compensation 
of other CEOs in the industry?” and “Based on the infor-
mation provided in the news article, how would you rate 
the level of pay for Company X’s CEO?”, using two-item 
7-point scale (1 = Very low, 7 = Very high), participants in 
the high CEO pay condition rated it significantly higher than 
those in the low CEO pay condition (M high CEO pay = 6.28 M 
low CEO pay = 3.58; F (1, 253) = 15.11, p = 0.01). In addition, 
using a 7-point scale (1 = None at all, 7 = A great deal), 
when the financial crisis was present, participants sig-
nificantly rated Company X to be facing a financial crisis 
more than when the financial crisis scenario was absent 
(M financial crisis present = 4.81 M financial crisis absent = 2.93; F (1, 

253) = 10.62, p = 0.03). Therefore, the manipulations of both 
factors were successful.

Support for H1 and H2. We ran hierarchical regression 
and constructed three different models (Gelman & Hill, 
2006). The descriptive statistics and correlation coefficients 
of the variables used in the models are shown in Table 2. 
The control variables (i.e., age, gender, education, and occu-
pation) were entered as a set in the first hierarchical step 
(i.e., model 1). Then, we added CEO pay and financial cri-
sis variables in the second hierarchical step (i.e., model 2). 
Finally, the two-way interaction term between CEO pay and 
financial crisis was entered as the third hierarchical step (i.e., 
model 3). No mean-centering was required for the independ-
ent variables in the moderated regression analysis as they 
were both dichotomous (Cohen et al., 2003). The results 
show that CEO pay and financial crisis together explained 
about 10% of variance in purchase intention, beyond 3% 
variance explained by the control variables. The difference 
in R square between model 1 & 2 was 7% and significant (F 
(2, 247) = 9.95, p < 0.001). The beta weight for the CEO pay 
in model 2 confirms support for H1 (β = − 0.29; t = -4.35, 
p < 0.001). Further, model 3 (i.e., the third hierarchical 
step) explained a statistically significant incremental 4% 
of the variance in purchase intention over model 2 (F (1, 
246) = 10.82, p = 0.001). The beta weight for the two-way 
interaction between CEO pay and financial crisis was sta-
tistically significant, supporting H2 (β = − 0.42; t = − 3.29, 
p = 0.001). The results of this analysis along with the stand-
ardized regression weights are presented in Table 3.

We graphically present the result of the significant inter-
action between CEO pay and financial crisis on purchase 
intention in Fig. 2. We plotted this interaction using the 
regression equation and inserting the dummy coded values 
for CEO pay and the financial crisis. The simple slope when 
the financial crisis is present (− 2.60) is significantly differ-
ent from zero (t = − 2.81, p = 0.02), whereas the slope when 
the financial crisis is absent (0.25) does not significantly 
differ from zero (t = 0.27, p = 0.53). Therefore, the negative 
differential impact of CEO pay on consumer purchase inten-
tion is evident under conditions of brand crisis.

Process evidence and support for H3. We employed a 
maximum likelihood exploratory factor analysis (EFA) with 
varimax rotation to test the dimensionality of the brand 
trust construct. Field (2013) indicates that an item should 
be deleted from a pool of items if it has an item-to-total cor-
relation of less than 0.5. He recommends that only factor 
loadings greater than 0.4 which explain around 16% of the 
variance in a variable should be interpreted. All items of 
the brand trust construct met these two criteria and the first 
extracted factor explained 79.61% of the total variance. We 
created an index of brand trust by averaging the four items 
(Cronbach’s alpha = 0.92).
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According to the conceptual model presented in Fig. 1, 
H3 predicts that trust mediates the moderating effect of CEO 
pay and financial crisis on purchase intent. To formally test 
this proposed relationship (i.e., moderated mediation), we 
applied the procedures outlined in Preacher et al. (2007) and 
Preacher and Hayes (2008). Unlike Baron and Kenny (1986), 
Preacher and his colleagues recommend testing the indi-
rect effects (i.e., mediation) using a product of coefficient 
approach rather than the causal steps approach. Following 
the bootstrapping method that Preacher and Hayes (2008) 
outlined and using the Model 8 template for SPSS macro 
(i.e., it allows testing the significance of conditional indirect 
effects at different values of the moderator), we estimate the 
indirect effects when both moderation and mediation are 
present.

The moderated mediation test used by Preacher and 
Hayes (2008) involves multiple steps which we will describe 

below. First, it builds a mediator regression model(s), 
wherein the mediator(s) serves as the dependent variable(s) 
while CEO pay, financial crisis, and their corresponding 
two-way interaction serve as independent variables. Given 
that the previous literature has identified pay fairness as a 
potential mediator between CEO pay and consumer behavior 
(Benedetti & Chen, 2018; Mohan et al., 2018), we decided to 
test our focal mediator (i.e., trust) along with the alternative 
mediator (i.e., pay fairness) in the mediator regression mod-
els. This method has many advantages over other methods 
of testing mediation as it examines the relative size of the 
indirect effects via different mediators in multiple mediation 
models (Preacher & Hayes, 2004). Importantly, it allows us 
to explore whether trust influences purchase intention above 
and beyond perceptions of pay fairness.4 Table 4 shows the 
results of the mediator regression models for trust and pay 
fairness.

The main effect of CEO pay (b = − 0.44; t = − 2.14, 
p = 0.04) and the two-way interaction of CEO pay with 
financial crisis (b = − 0.89; t = − 2.48, p = 0.02) on trust in 
the first mediation regression model were significant. Simi-
larly, we found the impact of the two-way interaction of CEO 
pay with financial crisis on pay fairness was significant in the 
second regression mediation model (b = − 1.02; t = − 2.80, 
p = 0.01) (see Table 4). This fulfills the precondition for 
mediation that the independent variables should significantly 
predict the mediator(s) (Preacher & Hayes, 2008). Next, fol-
lowing the approach recommended by Preacher and Hayes 
(2008) and Tausch et al. (2010), we entered both mediators 
simultaneously into the dependent model along with CEO 
pay, financial crisis, and their corresponding interaction as 
the final step. In this model, purchase intention served as the 
dependent variable. In the presence of both mediators in the 
dependent model equation, the two-way interaction of CEO 
pay with financial crisis on purchase intention was reduced 
but still significant (b = − 0.88; t = − 2.15, p = 0.03). This is 

Table 2   Descriptive Statistics and Correlation Coefficients (Study 1; N = 254)

*p < .05; **p < .01

M SD 1 2 3 4 5 6 7 8

1 Purchase intention 3.97 1.77
2 CEO pay 0.52 0.52 − 0.26**
3 Brand crisis 0.50 0.50 − 0.06 − 0.40**
4 Trust 4.01 1.38 0.47** − 0.29** − 0.20**
5 Gender 1.48 0.50 − 0.03 0.01 0.09 0.01
6 Age 39.48 12.21 − 0.09 − 0.01 0.03 − 0.04 − 0.03
7 Education 3.97 1.45 0.05 0.13* − 0.05 0.06 0.07 − 0.06
8 Occupation 6.93 2.97 − 0.12 0.01 − 0.01 − 0.11 0.09 0.22** − 0.16*

Table 3   Regression results for the effects of CEO pay and financial 
crisis on purchase intention (Study 1; N = 254)

Standardized regression weights are presented. CEO pay was coded 
as 0 representing low pay and 1 representing high pay. Financial cri-
sis was coded as 0 for the absence or 1 for the presence of it
*p < .05; **p < .01

DV: Purchase intention

Model 1 Model 2 Model 3

Step 1
 Occupation − 0.09 − 0.09 − 0.09
 Education 0.03 − 0.01 0.02
 Age − 0.11 − 0.11 − 0.09
 Gender 0.00 0.00 0.01

Step 2
 CEO pay − 0.29** − 0.08
 Financial crisis 0.06 0.28**

Step 3
 CEO pay x financial crisis − 0.42**
 ΔR2 0.03 0.07** 0.04**
 R2 0.03 0.10** 0.14**

4  We thank one of the reviewers for this helpful suggestion.
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consistent with a partial mediation explanation. More spe-
cifically, the direct effect of CEO pay on purchase intention 
in the presence of financial crisis was significant (b = − 0.99; 
t = − 3.30, p < 0.001; 95% confidence interval [CI] = − 1.59, 
− 0.40). However, this direct effect disappeared when the 
financial crisis was absent (b = − 0.12; t = − 0.42, p = 0.67; 
95% confidence interval [CI] = − 0.66, 0.43). The full results 
from the last step of this analysis are presented in Table 5.

Finally, in Table 6, we examined the indirect effects 
through trust and pay fairness paths as the final step in the 
approach by Preacher and Hayes (2008). Results from the 
bootstrapping procedure using 5000 resamples corroborated 
the moderating effect of CEO pay and financial crisis on 
purchase intention. The SPSS macro for multiple media-
tors used by Preacher and Hayes (2008) tests the indirect 
effects at each value of the moderator. Our findings show 
that brand trust significantly mediated the relationship 
between CEO pay and purchase intention when financial 
crisis was present (b = −0.40, 95% confidence interval 
[CI] = − 0.68, − 0.17), but not when financial crisis was 
absent (b = − 0.08, 95% confidence interval [CI] = − 0.29, 
0.11). Index of moderated mediation (i.e., the difference 
between conditional indirect effects at each level of modera-
tor) was also significant (b = − 0.31, 95% confidence interval 
[CI] = − 0.65, − 0.04). However, pay fairness perception 
failed to mediate the moderating impact of CEO pay and 
financial crisis on purchase intention when it was entered 
along with brand trust in the dependent model. Irrespec-
tive of financial crisis being present (b = − 0.15, 95% con-
fidence interval [CI] = − 0.37, 0.05) or absent (b = -0.04, 
95% confidence interval [CI] = − 0.29, 0.19), pay fairness 
did not significantly mediate the relationship between CEO 
pay and purchase intention. The index of moderated media-
tion was also insignificant (b = − 0.10, 95% confidence inter-
val [CI] = − 0.39, 0.17). The full results for the mediation 
tests are presented in Table 6. Overall, our findings rule out 
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Fig. 2   Interaction between CEO pay and financial crisis on purchase intention (Study 1)

Table 4   Regression results for the effects of CEO pay and financial 
crisis on mediators: trust and pay fairness (Study 1; N = 254)

Note. Unstandardized regression weights are presented. CEO pay was 
coded as 0 representing low pay and 1 representing high pay. Finan-
cial crisis was coded as 0 for the absence or 1 for the presence of it
*p < .05; **p < .01

DV: Trust DV: Pay fairness

Controls
 Occupation − 0.14 − 0.01
 Education − 0.00 0.04
 Age − 0.08 − 0.01
 Gender 0.04 0.07

Independent variables
 CEO pay − 0.44* − 0.11
 Financial crisis 0.19 0.18

Interaction
 CEO pay x financial crisis − 0.89* − 01.02**
 R2 0.11** 0.11**
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the possibility of pay fairness as an alternative mechanism 
explaining the proposed effects.5 Instead, our results indicate 
that when a company is under financial crisis, the high (vs. 
low) CEO pay negatively impacts brand trust, which ulti-
mately reduces purchase intention. This fully supports H3.

Discussion

The results from Study 1 provide support for our hypoth-
esized relationships, illustrating the negative impact of CEO 
pay on consumer purchase intention (H1). Further, we found 
that the interaction of high CEO pay and financial crisis neg-
atively impacts consumers’ purchase intention (H2). Finally, 
when CEO pay (high) was incongruent with performance 
(i.e., brand crisis), consumers lost trust in the brand and ulti-
mately reduced their purchase intention (H3). Meanwhile, 
this contrast is also subject to a different interpretation, sug-
gesting that when there is a financial crisis present, low CEO 
pay increases purchase intent. This presents a novel oppor-
tunity for Chief Marketing Officers (CMOs) during a crisis 
to elevate purchase intention by highlighting lower CEO 
pay when applicable. Thus, when there is a crisis and CEO 

Table 5   Tests of conditional direct effect of CEO pay on purchase intention with the inclusion of trust and pay fairness in the regression depend-
ent model (Study 1; N = 254)

Unstandardized regression weights are presented for bootstrap sample size of 5000. CEO pay was coded as 0 representing low pay and 1 repre-
senting high pay. Financial crisis was coded as 0 for the absence or 1 for the presence of it
*p < .05; **p < .01

Results from the final step in the regression analysis for the dependent model

Variable Unstandardized B Coefficients standard 
error

t 95% Confidence interval

Lower bound Upper bound

CEO pay − 0.12 0.28 − 0.42 − 0.67 0.43
Financial crisis 0.91** 0.29 3.14** 0.34 1.47
CEO pay x financial crisis − 0.88* 0.41 − 02.15* − 01.68 − 0.07
Trust 0.35** 0.08 4.44** 0.19 0.51
Pay fairness 0.19 0.17 1.09 − 0.04 0.51
R2 = 0.34**

Conditional direct effects of CEO pay on purchase intention at the absence or presence of financial crisis

Financial crisis: absent − 0.12 0.28 − 0.42 − 0.66 0.43
Financial crisis: present − 0.99** 0.30 − 03.30** − 01.59 − 0.40

Table 6   Tests of indirect effects of CEO pay on purchase intention through trust and pay fairness conditional on levels of financial crisis (Study 
1; N = 254)

Unstandardized regression weights are presented for bootstrap sample size of 5000. CEO pay was coded as 0 representing low pay and 1 repre-
senting high pay. Financial crisis was coded as 0 for the absence or 1 for the presence of it

Conditional indirect effects of CEO pay on purchase intention through trust at the absence or presence of financial crisis

Unstandardized B Boot SE Boot LLCI Boot ULCI

Financial crisis: absent − 0.08 0.10 − 0.29 0.11
Financial crisis: present − 0.40 0.13 − 0.68 − 0.17

Conditional indirect effects of CEO pay on purchase intention through pay fairness at the absence or presence of financial crisis

Financial crisis: absent − 0.04 0.12 − 0.29 0.19
Financial crisis: present − 0.15 0.12 − 0.37 0.05

5  There might be two possible reasons for why pay fairness percep-
tion did not play a significant mediating role. First, unlike Mohan 
et al. (2018) and Benedetti and Chen (2018), we examined the signifi-
cance of CEO pay during brand crisis. Second, unlike previous stud-
ies, we manipulated absolute CEO pay rather than CEO pay relative 
to average employee pay. It is possible the relative pay measure more 
directly highlights pay fairness, driving consumers’ attention to fair-
ness (while absolute pay does not). Thus, we rule out the possibility 
that pay fairness could also be an alternative reason for the impact of 
absolute CEO pay on purchase intention.
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pay is low, there is a chance to build trust and subsequently 
increase purchase intention.

Study 2

The purpose of this experiment is both to replicate the find-
ings from Study 1 in another context and explore the joint 
effect of CEO pay and brand equity when a company faces 
brand crisis (H4).

Method

Participants and Design. Three hundred MTurk individuals 
participated in a 2 (CEO pay: low vs. high) × 2 (financial 
crisis: absent vs. present) × 2 (brand equity: low vs. high) 
between-subjects for fair compensation. Forty-six respond-
ents were dropped from the sample as they either didn’t pass 
the screening question (26) or failed in the attention ques-
tions, like those used in Study 1. Although the inclusion of 
participants who failed the attention checks did not change 
the results of the current experiment, the attention questions 
were incorporated into the survey to detect participants who 
were actively engaged (Oppenheimer et al., 2009). Thus, we 
kept two-hundred fifty-four responses for the final analyses 
(Females = 121; Mage = 36.54; 74.4% had some sort of col-
lege degree).

Unlike Study 1, we selected a familiar shopping good for 
this experiment to induce a moderate level of decision risk 
for the purchase intention. We told participants that they 
were about to see three news articles (like those used in 
Study 1) on a “real” brand which makes digital SLR cam-
eras, among other electronics. We manipulated high versus 
low brand equity based on a pretest which examined brand 
value perceptions of different brands of digital SLR cam-
eras (n = 27). Pretest participants ranked the brand value 
of eight brands of digital SLR cameras (i.e., Canon, Sony, 
Nikon, Samsung, LG, Kodak, Olympus, and Sigma). Sony 
and Sigma brands represented high brand equity and low 
brand equity, respectively, as Sony earned the highest rank 
and Sigma was ranked the lowest in this group. Therefore, 
depending on the experimental condition, half of the sub-
jects read news articles about Sony, whereas the rest of sam-
ple were exposed to news articles about Sigma. All three 
news articles were shown randomly, but only one was about 
CEO pay.

CEO pay was manipulated by informing participants via a 
news article format that “Sony/Sigma’s CEO, Richard Haw-
thorn, received total pay for fiscal year 2020–2021 valued 
at $4.74 [$24.74] million, significantly lower [higher] than 
the average CEO pay package within the consumer elec-
tronics industry. The total compensation includes salary, 

incentives, and perquisites according to a filing with the 
Securities and Exchange Commission (SEC).” The other 
two articles served as fillers and covered stories on Sony/
Sigma’s partnership with the American Heart Association 
and Sony/Sigma’s vision for the future.

Finally, brand crisis was manipulated by informing half of 
the participants that “Sony/Sigma, one of the leading manu-
facturers of digital SLR cameras, is on the brink of financial 
disaster. Sony/Sigma’s sales have declined consistently over 
the past few years. However, similar to other brands in this 
industry, the financial crisis in 2009 accelerated Sony/Sig-
ma’s decline. Sony/Sigma announced today that net revenue 
declined 8% for fiscal year 2021 relative to 2020.” When 
the financial crisis was absent, no information was provided 
about the financial standing of Sony/Sigma. See Appendix 
B for the sample news articles.

Measures. After reading the news articles, participants 
responded to the brand trust questions (Chaudhuri & Hol-
brook, 2001), indicated their level of familiarity with the 
brand, and indicated their likelihood of buying a digi-
tal SLR camera from the brand (1 = Extremely unlikely, 
7 = Extremely likely). Finally, participants responded to 
questions related to manipulation checks and indicated 
the level of education, the current field of occupation, 
age, and gender. Overall, the scenarios were found to be 
highly believable (M = 2.67), measured on a 7-point scale 
(1 = Very easy to believe, 7 = Very difficult to believe). We 
also found that more than half of our sample (57.1%) were 
to some extent aware of the CEOs’ compensation at firms 
they patronize (M = 4.27), measured on a 5-point scale 
(1 = Always, 5 = Never). On a 7-point scale (1 = Extremely 
likely, 7 = Extremely unlikely), about 40% of participants 
also reported that they will actively search for information 
on CEO compensation if publicly available (M = 4.84).

Results

Manipulation checks. We asked participants to rate the value 
of the brand they saw in the news articles on 7-point Lik-
ert scales, using a nine-item brand equity construct (Yoo & 
Donthu, 2001). As expected, the results showed that partici-
pants perceived the brand equity of Sony to be significantly 
higher than that of Sigma (M Sony = 5.26 vs. M Sigma = 3.96; 
F (1, 252) = 72.49, p < 0.001). On a 7-point scale (1 = Very 
low, 7 = Very high), respondents who were assigned to the 
high pay condition rated the salary of the CEO compared to 
the compensation of other CEOs in the industry significantly 
higher than those did in the low pay condition (M high = 4.84 
vs. M low = 2.74; F (1, 252) = 140.15, p < 0.001). Similarly, 
when asked about the level of pay (1 = Very low, 7 = Very 
high), subjects in the high pay condition rated the salary 
of the CEO significantly higher than those in the low pay 
condition (M high = 4.61 vs. M low = 3.69; F (1, 252) = 20.08, 
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p = 0.02). Finally, using a 7-point scale (1 = Not at all, 7 = A 
great deal), participants who were exposed to the financial 
crisis condition believed that the brand was in greater finan-
cial trouble more than did those who saw no information on 
the brand’s financial crisis (M financial crisis present = 4.45 vs. M 
financial crisis absent = 3.01; F (1, 252) = 97.29, p < 0.001). There-
fore, the manipulation of all three factors was successful.

Support for H1, H2, and H4. To explore the interac-
tive effect of CEO pay, financial crisis, and brand equity 
on purchase intention, we ran hierarchical regression (Gel-
man & Hill, 2006) and created three models akin to Study 
1. The descriptive statistics and correlation coefficients of 
the variables used in the models are shown in Table 7. The 
control variables (i.e., age, gender, education, and occupa-
tion) were entered as a set in the first hierarchical step (i.e., 
model 1). Then, we added CEO pay, financial crisis, and 
brand equity variables in the second hierarchical step (i.e., 
model 2). Finally, all possible two-way interactions and 
the three-way interaction among CEO pay, financial crisis, 
and brand equity were entered as the third hierarchical step 
(i.e., model 3). Due to the nature of the independent vari-
ables being categorical, no mean-centering was carried out 
(Cohen et al., 2003). The results from model 1 show that 
control variables were all non-significant (ts < 1.6, ps > 0.05) 
and they only explained 3% of variance in purchase inten-
tion. In model 2, CEO pay, financial crisis, and brand equity 
together explained about 40% of variance in purchase inten-
tion, almost 37% beyond variance explained by control vari-
ables pF (3, 246) = 51.27, p < 0.001]. In support of H1, the 
beta weight for the CEO pay in model 2 was significant 
(β = − 0.37; t = − 5.12, p < 0.001). Finally, model 3 (i.e., the 
third hierarchical step) explained a statistically significant 
incremental 6% of the variance in purchase intention over 
model 2 [F (4, 242) = 6.44, p < 0.001]. More importantly, 
the beta weight for the three-way interaction among CEO 
pay, financial crisis, and brand equity was statistically sig-
nificant (β = − 0.58; t = − 3.09, p = 0.002). The results of this 

analysis along with the standardized regression weights are 
presented in Table 8.

Notably, as Table  8 shows, the two-way interaction 
between CEO pay and financial crisis was not significant 
(β = 0.01; t = 0.18, p = 0.73). Given that the data was pulled 
across the brand equity variable representing low vs. high 
levels, we explored this relationship further at each level 
of brand equity. More specifically, when the brand equity 
was high, the negative impact of CEO pay on purchase 
intention was significantly intensified by the financial crisis 

Table 7   Descriptive statistics and correlation coefficients (Study 2; N = 300)

*p < .05; **p < .01

M SD 1 2 3 4 5 6 7 8

1 Purchase intention 3.86 1.58
2 CEO pay 0.50 0.50 − 0.31**
3 Brand crisis 0.50 0.50 − 0.10 0.44**
4 Brand equity 0.52 0.52 0.47** 0.24** 0.34**
5 Trust 4.22 1.25 0.26** − 0.34** − 0.24** 0.33**
6 Gender 1.32 0.67 0.04 0.04 0.09 0.04 0.10
7 Age 36.54 13.29 − 0.06 − 0.06 0.03 0.08 0.09 0.01
8 Education 3.72 1.36 − 0.02 − 0.02 − 0.10 − 0.03 − 0.02 0.07 − 0.09
9 Occupation 6.16 3.04 − 0.12 − 0.12 0.09 − 0.06 − 0.06 − 0.11 0.03 − 0.04

Table 8   Regression results for the effects of CEO pay, financial crisis, 
and brand equity on purchase intention

Standardized regression weights are presented. CEO pay was coded 
as 0 representing low pay and 1 representing high pay. Financial cri-
sis was coded as 0 for the absence or 1 for the presence of it. Brand 
equity was coded as 0 or 1 for low (Sigma) or high (Sony)
*p < .05; **p < .01

DV: Purchase intention

Model 1 Model 2 Model 3

Step 1
 Occupation − 0.09 − 0.12 − 0.12
 Education 0.03 − 0.03 − 0.02
 Age − 0.11 − 0.07 − 0.06
 Gender 0.00 0.02 0.04

Step 2
 CEO pay − 0.37** − 0.36**
 Financial crisis − 0.11 0.00
 Brand equity 0.59** 0.55**

Step 3
 CEO pay x financial crisis 0.01
 CEO pay x brand equity 0.35*

 Financial crisis x brand equity 0.13
 CEO pay x financial crisis x brand 

equity
− 0.58**

 ΔR2 0.03 0.37** 0.06**
 R2 0.03 0.40** 0.46**
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[b = − 2.05; F (1, 245) = 5.79, p < 0.001]. The simple slope 
when the financial crisis is present (− 2.01) is significantly 
different from zero (t = − 2.43, p = 0.03), whereas the slope 
when the financial crisis is absent (0.16) does not signifi-
cantly differ from zero (t = 0.24, p = 0.58). However, when 
the brand equity was low, the impact of CEO pay on pur-
chase intention was not significantly moderated by the finan-
cial crisis [b = − 0.16; F (1, 245) = 0.08, p = 0.78]. Overall, 
these results demonstrate that H2 is only supported when 
brand equity is high but not when it is low.

To formally test H4, we examined the two-way interac-
tion between CEO pay and brand equity at each level of 
financial crisis (i.e., absent vs. present). Additional analyses 

showed that in the absence of financial crisis, the two-way 
interaction effect of brand equity and CEO pay on purchase 
intention was significant (β = 0.26; t = 2.41, p = 0.02). See 
the top portion of Table 9. Then, we plotted this interac-
tion using the regression equation and inserting the dummy 
coded values for the CEO pay and brand equity. The simple 
slope when the brand equity is high (0.05) does not signifi-
cantly differ from zero (t = 0.07, p = 0.68), whereas the slope 
when the brand equity is low (-1.22) significantly differs 
from zero (t = − 3.73, p < 0.001). This suggests that strong 
brands are safeguarded against high CEO pay when they 
are not facing financial crisis. In other words, in the absence 
of financial crisis, variance in CEO pay has no meaningful 

Table 9   Regression results for the effects of CEO pay and brand equity on purchase intention, conditioned on different levels of financial crisis 
(Study 2; N = 300)

Standardized regression weights are presented. CEO pay was coded as 0 representing low pay and 1 representing high pay. Brand equity was 
coded as 0 for Sigma or 1 for Sony
* p < .05; ** p < .01

Financial crisis: absent

DV: Purchase intention

Model 1 Model 2 Model 3

Step 1
 Occupation − 0.13 − 0.14 − 0.13
 Education 0.07 − 0.02 − 0.02
 Age 0.00 − 0.05 − 0.04
 Gender 0.07 0.07 0.07

Step 2
 CEO pay − 0.19* − 0.32**
 Brand equity 0.64 0.51

Step 3
 CEO pay x brand equity 0.26*
 ΔR2 0.03 0.39** 0.03*
 R2 0.03 0.42** 0.44*

Financial crisis: present

DV: Purchase intention

Model 1 Model 2 Model 3

Step 1
 Occupation − 0.07 − 0.08 − 0.08
 Education 0.02 0.02 0.00
 Age − 0.18 − 0.08 − 0.07
 Gender − 0.06 − 0.03 − 0.02

Step 2
 CEO pay − 0.50** − 0.33**
 Brand equity 0.45 0.64

Step 3
 CEO pay x brand equity − 0.31*
 ΔR2 0.05 0.41** 0.02*
 R2 0.05 0.46** 0.48*
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Fig. 3   a Interaction between CEO pay and brand equity on purchase intention: financial crisis absent (Study 2). b Interaction between CEO pay 
and brand equity on purchase intention: financial crisis present (Study 2)
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impact on purchase intention when the brand equity is high. 
See Fig. 3a below.

When the financial crisis was present, the two-way inter-
action between brand equity and CEO pay was also sig-
nificant (β = − 0.31; t = − 2.02, p = 0.05). We plotted this 
interaction using the regression equation and inserting the 
dummy coded values for the CEO pay and brand equity. The 
simple slope when the brand equity is high (− 2.32) is signif-
icantly different from zero (t = − 8.36, p < 0.001). Similarly, 
the slope when the brand equity is low (− 1.25) significantly 
differs from zero (t = − 2.81, p = 0.01). See the lower part 
of Table 9 and Fig. 3b below. The difference in difference 
for purchase intention between high- and low-equity brands 
(− 1.07) was also significant (t = 2.16, p = 0.04). This finding 
indicates that when brands are going through financial crisis, 
consumers are more likely to purchase their products when 
CEO pay is substantially lower than the average in the indus-
try, especially in the case of high-equity brands, supporting 
H4. Consequently, this supports prior research indicating a 
liability of good reputation in the context of a brand crisis 
and is inconsistent with Godfrey’s (2005) suggestion that 
reputation can produce an insurance-like benefit.

Process evidence and support for H3. To explore whether 
trust would mediate the moderating effects of CEO pay and 
financial crisis on purchase intention, given the context of 
brand equity, we initially built a mediator regression model. 
In this model, trust was the dependent variable while CEO 

Table 10   Regression results for the effects of CEO pay, financial cri-
sis, and brand equity on trust (Study 2; N = 300)

Standardized regression weights are presented. CEO pay was coded 
as 0 representing low pay and 1 representing high pay. Financial cri-
sis was coded as 0 for the absence or 1 for the presence of it. Brand 
equity was coded as 0 or 1 for low (Sigma) or high (Sony)
*p < .05; **p < .01

DV: Trust

Model 1 Model 2 Model 3

Step 1
 Occupation − 0.05 − 0.09 − 0.10
 Education 0.04 − 0.02 − 0.01
 Age 0.00 0.00 0.02
 Gender 0.06 0.05 0.07

Step 2
 CEO pay − 0.31** − 0.35**
 Financial crisis − 0.25** − 0.29*
 Brand equity 0.49** 0.44**

Step 3
 CEO pay × financial crisis 0.25
 CEO pay × brand equity 0.37*
 Financial crisis × brand equity 0.30
 CEO pay × financial crisis × brand 

equity
− 0.80**

 ΔR2 0.01 0.30** 0.06**
 R2 0.01 0.31** 0.38**

Table 11   Tests of conditional direct effect of CEO pay on purchase intention with the inclusion of trust in the regression dependent model 
(Study 2; N = 300)

Unstandardized regression weights are presented for bootstrap sample size of 5000. CEO pay was coded as 0 representing low pay and 1 rep-
resenting high pay. Financial crisis was coded as 0 for the absence or 1 for the presence of it. Brand equity was coded as 0 representing low 
(Sigma) and 1 representing high (Sony)
*p < .05; **p < .01

Results from the final step in the regression analysis for the dependent model

Variable Unstandardized B Coefficients 
standard error

t 95% Confidence interval

Lower bound Upper bound

CEO pay − 1.03** 0.34 − 3.00** − 1.71 − 0.36
Financial crisis 0.16 0.41 0.39** − 0.65 0.97
Brand equity 1.70** 0.33 5.16** 1.05 2.35
CEO pay × financial crisis − 0.16 0.57 − 0.28 − 1.27 0.96
CEO pay × brand equity 1.08* 0.53 2.02* 0.03 2.13
Financial crisis × brand equity 0.40 0.56 0.71 − 0.71 1.51
CEO pay × financial crisis × brand equity − 1.90** 0.79 − 2.41** − 3.35 − 0.35
Trust 1.19* 0.28 2.26* 0.74 1.52
R2 = .45**

Conditional direct effects of CEO pay on purchase intention conditioned on financial crisis and brand equity

Financial crisis: absent; brand equity: low − 1.03** 0.34 − 3.00** − 1.71 − 0.36
Financial crisis: absent; brand equity: high 0.04 0.41 0.11 − 0.76 0.85
Financial crisis: present; brand equity: low − 1.19** 0.45 − 2.64** − 2.08 − 0.30
Financial crisis: present; brand equity: high − 2.01** 0.35 − 5.76** − 2.69 − 1.32
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pay, financial crisis, brand equity, and all possible two-way 
and three-way interactions were independent variables. The 
main effects of CEO pay (β = − 0.35; t = − 3.39, p < 0.001), 
financial crisis (β = − 0.29; t = − 2.36, p = 0.03), and brand 
equity (β = 0.44; t = 4.56, p < 0.001) were significant. Also, 
we found the two-way interaction of CEO pay and brand 
equity (β = 0.37; t = 2.47, p = 0.03) as well as the three-way 
interaction of CEO pay, financial crisis, and brand equity 
on trust were significant (β = − 0.80; t = − 3.95, p < 0.001). 
Table 10 shows the results of the mediator regression models 
for trust as the dependent variable.

Since the independent variables and their corresponding 
higher order interactions significantly predicted the media-
tor, we built a dependent model following the procedure 
offered by Preacher and Hayes (2008). To test the moder-
ated mediation with two moderators, we adopted the Model 
12 template where CEO pay, financial crisis, brand equity, 
and their corresponding two-way and three-way interactions 
were entered simultaneously into the dependent model (i.e., 
the dependent variable was purchase intention) along with 
the mediator (i.e., brand trust). In the presence of trust in the 
dependent model equation, the three-way interaction of CEO 
pay, financial crisis, and brand equity on purchase inten-
tion was reduced, but still significant (b = − 1.90; t = − 2.41, 
p = 0.02). This provides evidence of partial mediation. More 
specifically, in the absence of financial crisis, the impact of 
CEO pay on purchase intention was only significant when 
the brand equity was low (b = − 1.03; t = − 3.00, p = 0.003; 
95% confidence interval [CI] = − 1.71, -0.36), but not when 
it was high (b = 0.04; t = 0.11, p = 0.91; 95% confidence 
interval [CI] = − 0.76, 0.85). However, in the presence of 
financial crisis, the impact of CEO pay on purchase inten-
tion was significant both when the brand equity was low 
(b = − 1.19; t = − 2.64, p = 0.009; 95% confidence interval 
[CI] = − 2.08, − 0.30) and high (b = − 2.01; t = − 5.76, 
p < 0.001; 95% confidence interval [CI] = − 2.69, − 1.32). 
The full results from the last step of this analysis as well as 
the conditional direct effects of CEO pay on purchase inten-
tion are presented in Table 11.

Finally, we examined the indirect effects through trust 
as the final step in the approach by Preacher and Hayes 
(2008). Results from the bootstrapping procedure using 
5000 resamples corroborated the moderating effect of 
CEO pay, financial crisis, and brand equity on purchase 
intention. The SPSS macro using template model 12 in 
Preacher and Hayes (2008) examines the indirect effect of 
trust at each value of the moderators. Our findings show 
that when brand equity was low, brand trust significantly 
mediated the relationship between CEO pay and purchase 
intention when the financial crisis was absent (b = − 0.18, 
95% confidence interval [CI] = − 0.38, − 0.02), but not 
when the brand equity was high (b = 0.01, 95% confidence 
interval [CI] = − 0.12, 0.15). These results indicate that 
for brands with low equity experiencing the absence of 
a financial crisis, higher CEO pay results in loss of trust 
among consumers, which ultimately translates into lower 
purchase intention. However, brands with high equity 
establish strong brand trust among consumers and are 
immune from decline in purchase intention in the absence 
of financial crisis. On the other hand, when a financial 
crisis was present, brand trust significantly mediated the 
relationship between CEO pay and purchase intention 
when the brand equity was high (b = − 0.31, 95% confi-
dence interval [CI] = − 0.63, − 0.03), but not when it was 
low (b = − 0.05, 95% confidence interval [CI] = − 0.23, 
0.10). These findings suggest that brands with high equity 
amid financial crisis are susceptible to diminishing trust 
in the minds of consumers and subsequently suffer from 
lower purchase intention. Overall, our results indicate that 
when a company with high brand equity is experiencing 
a financial crisis, the high (vs. low) CEO pay negatively 
impacts brand trust, which subsequently reduces purchase 
intention. Therefore, H3 is supported for brands with high 
equity and not those with low equity. The full results for 
the mediation tests are presented in Table 12.

Table 12   Tests of indirect 
effects of ceo pay on purchase 
intention through trust 
conditional on levels of 
financial crisis and brand equity 
(Study 2; N = 300)

Unstandardized regression weights are presented for bootstrap sample size of 5000. CEO pay was coded as 
0 representing low pay and 1 representing high pay. Financial crisis was coded as 0 for the absence or 1 for 
the presence of it. Brand equity was coded as 0 representing low (Sigma) and 1 representing high (Sony)

Conditional indirect effects of CEO pay on purchase intention through trust at the absence or presence of 
financial crisis

Unstandardized B Boot SE Boot LLCI Boot ULCI

Financial crisis: absent; brand equity: low − 0.18 0.09 − 0.38 − 0.02
Financial crisis: absent; brand equity: high 0.01 0.06 − 0.12 0.15
Financial crisis: present; brand equity: low − 0.05 0.08 − 0.23 0.10
Financial crisis: present; brand equity: high − 0.31 0.16 − 0.63 − 0.03
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Discussion

The results from Study 2 provide support for H4, indicat-
ing that the impact of brand crisis on the CEO pay–con-
sumer purchase intent relationship is more negative for 
strong than weak brands. This suggests that strong (versus 
weak) brand equity establishes high expectations of behav-
ior. When there is incongruence between CEO pay (high) 
and CEO performance (leader of the firm during a time of 
brand crisis), brands that have established strong equities 
are likely to drive greater consumer distrust, causing lower 
levels of purchase intent. While strong brand equity provides 
significant benefits for firms, this suggests a potential nega-
tive consequence of such strong equity. What is particularly 
striking about these results is that brand equity helps insulate 
a company against the negative effects of high CEO pay; 
however, it has a negative impact when a company experi-
ences both high CEO pay and brand crisis. This shift in 
impact suggests that for strong equity brands, high CEO pay 
and brand crisis create a significant failure to live up to both 
prior performance that enabled the brand to achieve strong 
equity and current expectations of performance. To further 
validate our findings from experiments in Study 1 and Study 
2, we employ an event study by considering investors’ reac-
tion as an ex-ante indicator of the reaction of consumers.

Event Study

To corroborate our theory and experimental results associ-
ated with CEO pay and the brand-related interactions—i.e., 
H2 dealing with the interaction of brand crisis and H4 deal-
ing with the role of brand equity in the interaction of brand 
crisis—we conducted an event study.

Prior research suggests that when an unexpected firm 
event takes place, investors incorporate the predicted impact 
of the event on consumers’ purchase intentions and, in turn, 
the health of a firm’s future cash flows in their valuation of 
the event (e.g., Kashmiri & Mahajan, 2015; Wiles & Dan-
ielova, 2009). This stream of work shows that abnormal 
stock returns at the time of a firm’s new product introduction 
announcement reflect investors’ assessment of the new prod-
uct introduction’s impact on the firm’s future cash flows with 
investors making this assessment by incorporating the likely 
response of consumers to the new product. Existing research 
has also shown that investors incorporate the likely response 
of consumers in many contexts such as consumer exposure 
to deceptive marketing practices (Tipton et al., 2009), data 
breaches (Kashmiri et  al., 2017), financial restatement 
announcements (Palmrose et al., 2004), and scandals associ-
ated with brand ambassadors (Knittel & Stango, 2014). Sim-
ilarly, investors have been found to reward firms in the stock 
market when these firms have announced actions perceived 

to be value-generating for consumers: brand acquisitions and 
disposals (Wiles et al., 2012), product placements in mov-
ies (Karniouchina et al., 2011; Wiles & Danielova, 2009), 
sponsorship announcements (Mazodier & Rezaee, 2013), 
and new product preannouncements (Sorescu et al., 2007).

In essence, investors consider the impact of an event on 
consumer behavior in their investment choices, and this con-
sideration in turn impacts the firm’s stock market perfor-
mance. Consequently, investor behavior can serve as a proxy 
for expected consumer behavior. Hence, we considered 
investors’ reaction as an ex-ante indicator of the reaction of 
consumers and conducted an event study of a key strategic 
event pertinent to firms’ customers: new product introduc-
tions. In line with our hypotheses and the event study litera-
ture, we assume that if investors predict that CEO pay and 
brand crises decrease consumers’ purchase intention of the 
firm’s newly introduced products, investors would penalize 
the firm in the stock market at the time of the firm’s new 
product introduction announcements.

Sample

We used an event study on 870 new product announce-
ments in the year 2012 of 188 public U.S. firms listed on the 
NYSE, AMEX, or NASDAQ stock exchanges. Our sample 
firms belonged to a diverse set of industries, representing 7 
different 1-digit SIC codes. We collected reports of product 
announcements using the S&P Capital IQ database. We also 
conducted a search of product introduction news on Lexis-
Nexis for the year 2012. Following the recommendations 
of prior researchers (e.g., Sorescu et al., 2017), we dropped 
announcements for which there was at least one confounding 
event (such as dividend increases and decreases, executive 
turnover, earning forecasts by management, strategic alli-
ance announcement, earnings announcement, stock-repur-
chase, convertible debt issuance, etc.) within a window of 
10 days before and after the announcement in reaching our 
sample of 870 new product announcements.

Data Sources and Measures

We collected data using S&P’s COMPUSTAT and company 
annual reports as our main sources. Below, we provide the 
measures and sources of data for the various control vari-
ables used in our models. We collected data on total CEO 
compensation from Execucomp and DEF 14-A proxy state-
ments for the year 2011. As the data for CEO compensation 
was skewed, we employed the natural logarithm of CEO 
compensation in our regression model. We used “product-
related concerns” as the measure of brand crises, relying on 
KLD Research & Analytics Inc.’s ratings. KLD evaluates 
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firms’ social weaknesses in a number of categories, of which 
we used the category of products. For product-related con-
cerns, a firm that was not involved in any controversy in a 
particular year receives a 0; otherwise, KLD gives the firm a 
count rating based on the number of product-related contro-
versies in which the firm was involved. For each new prod-
uct announcement, we considered the corresponding firm’s 
total product-related concerns in the preceding year (i.e., the 
year 2011) as our measure of the firm’s brand crises.6 We 
controlled for firm size (recorded as the natural logarithm 
of the firm’s total assets), firm age (recorded as the number 
of years since the firm was founded), and leverage (recorded 
as the firm’s long-term debt to asset ratio).7 The values of all 
these control variables represented their values for the year 

preceding the new product introduction year (i.e., the year 
2011). We also controlled for the firm’s industry by includ-
ing six industry dummy variables. These dummy variables 
were based on the firms’ 1-digit SIC classification.

Analysis of Shareholder Value Impact of New 
Product Introduction Announcements

We used a common event study methodology, employed 
by several researchers (e.g., Gielens et al., 2008; Kashmiri 
& Mahajan, 2015; Wiles et al., 2012). The market model 
was used to estimate abnormal stock returns (e.g., Brown & 
Warner, 1985; Swaminathan & Moorman, 2009).

Market Model:

Here, Ri,t reflects the rate of return on the stock price of 
firm i on day t; Rm,t is the average rate of return on a bench-
mark portfolio of market assets over an estimation period 
preceding the event, αi is the intercept, and εi,t is the residual 
of the estimation which is assumed to be distributed i.i.d. 
normal. We report results based on an estimation sample 
covering 245 to 6 trading days before a new product intro-
duction announcement.

We estimated abnormal returns (ARs) associated with a 
new product announcement by taking the difference between 
the observed rate of return Ri,t and the expected rate of return 
E(Ri,t), i.e.,

(1)Ri,t = αi + βiRm,t + εi,t

(2)AR = εi, t = Ri,t − E
(

Ri,t

)

Table 13   Mean daily abnormal return for sample (Event Study)

N = 870. We report the mean abnormal returns (across various days surrounding the event) averaged across all firms in our sample. These results 
are reported both for the market as well as the market adjusted model. We report the results for ten days surrounding day 0 (the new product 
introduction announcement day). % Positive represents the percentage of the 870 abnormal returns that were positive for each day. The symbols 
*,**, and *** denote statistical significance at the .10, .05,.and .01 levels, respectively, using a 1-tail test

Market model Market adjusted model

Day Mean Abnor-
mal Return

CDA test Generalized Z % Positive Day Mean Abnor-
mal Return

CDA test Generalized Z % Positive

− 5 0.02% 0.352 1.339* 51 − 5 0.05% 0.927 1.493* 52
− 4 0.06% 1.291* 1.950** 52 − 4 0.09% 1.832** 1.289* 51
− 3 − 0.02% − 0.462 1.475* 51 − 3 − 0.01% − 0.245 0.746 51
− 2 − 0.05% − 0.991 − 0.222 48 − 2 − 0.02% − 0.304 − 0.068 49
− 1 0.02% 0.387 1.746** 51 − 1 0.01% 0.281 1.764** 52
0 0.09% 1.971** 2.765*** 53 0 0.11% 2.150** 1.425* 52
1 − 0.01% − 0.154 0.728 50 1 0.00% 0.058 0.00 49
2 − 0.10% – − 0.494 48 2 − 0.08% − 1.535* − 0.543 48
3 0.03% 0.690 − 0.426 48 3 0.04% 0.709 − 0.950 48
4 0.00% 0.008 1.611* 51 4 0.03% 0.534 1.900** 52
5 − 0.03% − 0.684 0.049 48 5 − 0.02% − 0.441 − 0.611 48

6  As discussed earlier, brand crisis is defined as an event wherein a 
firm violates the performance- and evaluation-based rules that con-
sumers expect of firms (e.g., Aaker et  al., 2004; Dutta and Pullig 
2011). Product-related concerns, according to KLD are events where 
a product commits an act of transgression by failing to deliver its 
functional benefits  (Khamitov et  al., 2020). For example, an event 
wherein a firm “recently paid substantial fines or civil penalties or 
is involved in major recent controversies or regulatory actions, relat-
ing to the safety of its products and service.” would be classified as 
a product-related concern (KLD Stats). Thus, a product-related con-
cern can be considered as one type of brand crisis that Whitler et al. 
(2021a) refer to as performance-based “brand transgressions”.
7  In unreported analysis, we also included globalization (recorded as 
the percentage of the firm’s sales from outside the US) as a control 
variable, with no change in our overall conclusions. We do not report 
the results with globalization as a control variable given that the coef-
ficient of globalization was non-significant, and the inclusion of glo-
balization decreased our model fit.
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To estimate the relationship between CEO pay and 
the shareholder impact of new product introductions, we 
regressed ARs on CEO pay while controlling for a number 
of firm and industry-specific variables discussed earlier. For 
ease of interpretation of regression coefficients, we multi-
plied raw abnormal returns by 100 and used the transformed 
abnormal returns in our regression model. For example, if a 
firm experienced an abnormal return of 0.10%, its abnormal 
return in the regression model was recorded as 0.10. Overall, 
we used the following regression equation:

We used robust standard errors to account for the correla-
tion between multiple events of the same firm.

As shown in Table 13, the mean abnormal stock return 
on the day of the event (0.09%) was positive and significant 
according to both the CDA test as well as the Generalized 
Z test. Furthermore, these results were consistent with the 

(3)

ARi = b0 + b1 ∗ (CEO pay)i + b2 ∗ (product − related controversies)

+ b3 ∗ (CEO pay ∗ product − related controversies)

+ b4−6 ∗ (control variables)i +b7−12 ∗ (industry dummies)i

use of the Market Adjusted Model (Brown & Warner, 1985), 
which assumes that the expected return is the average rate 
of return of all stocks trading in the stock market at time t. 
Moreover, 4 of the 5 mean daily abnormal stocks were non-
significant in the window -5 to -1 according to at least one of 
the two test scores (CDA and Generalized Z), and similarly 
all the 5 mean daily abnormal returns were non-significant 
in the window + 1 to + 5 according to at least one of these 
two tests. The most significant abnormal returns were found 
on day 0, the date of the new product announcement. We 
conclude from these results that firms that announced new 
product introductions experienced, on average, an increase 
in their value. We also conclude that there was no evidence 
of information leakage or delayed stock market response, 
and that abnormal returns on day 0 were the most appropri-
ate choice of dependent variable while analyzing the valua-
tion impact of new product introductions.

In light of these findings, we next conducted multivariate 
analyses using each firm’s abnormal return on day 0 as the 
dependent variable, and the focal and control variables high-
lighted earlier as the independent variables. The descriptive 

Table 14   Descriptive statistics 
and correlation coefficients 
(Event Study)

Correlations reflect the pair-wise correlations between variables for N = 870 events
*p < .10, **p < .05, two-tailed significance levels.

M SD 1 2 3 4 5

1 Abnormal returns (%) 0.09 1.18
2 CEO pay (natural log) 16.17 1.12 0.01
3 Product-related concerns 0.39 0.68 − 0.04 0.05
4 Firm size

(natural log of total assets)
10.44 1.36 0.04 0.42** 0.41**

5 Firm age 63.16 45.33 − 0.01 − 0.01 0.28** 0.24**
6 Financial leverage 0.19 0.11 0.05 − 0.04 0.06* 0.18** 0.28**

Table 15   Result of OLS 
Regression with Abnormal 
Return on Day 0 as Dependent 
Variable (Event Study)

*p < .10, **p < .05, and ***p < .01, two-tailed. Root MSE = 1.17 in both models. T-values were calcu-
lated based on robust standard errors. N = 870. Comparing Model 2 to Model 1: F (1, 857) = 4.05, critical 
value = 3.85; p < .05

Variables Coefficients (t-values)
Model 1

Coefficients (t-values)
Model 2

Independent variables:
 CEO pay − 0.018(− 0.44) 0.023(.48)
 Product-related concerns − 0.12(− 2.07)** 1.90(1.89)*
 CEO pay * product-related concerns − 0.12(− 2.03)**

Controls:
 Firm size 0.087(2.32)** 0.076(2.01)*
 Firm age − 0.002(− 1.46) − 0.001(-1.04)
 Financial leverage 0.39(.83) 0.47(1.02)
 6 SIC 1-digit dummies added Yes Yes
 Intercept − 0.53(-.84) − 0.1.11(-1.51)

ΔR2 0.01** 0.02**
R2 0.01 0.03
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statistics for all measures are presented in Table 14. Table 14 
also shows the correlations between our measures, pooled 
over the period of observation. All pair-wise correlations 
were less than or equal to 0.50. Furthermore, the variance 
inflation factors were less than the benchmark of 5. Thus, 
based on these tests, we did not find evidence of multicol-
linearity issues in our regression model (Kennedy, 2003).

The results of our multivariate analyses are shown in 
Table 15. In Model 1, we included CEO pay and product-
related concerns separately as independent variables but 
did not include their interaction terms. We found no signifi-
cant relationship between CEO pay and abnormal returns.8 
Thus, CEO pay, in general, does not seem to impact the 
value of new product introductions. However, as expected, 
more brand crises (i.e., product-related controversies) were 
associated with lower abnormal returns of new product 
introductions (β product-related concern = − 0.12, p = 0.04), sug-
gesting that firms that have a history of brand crises (i.e., 
product-related controversies) on average experience lower 
abnormal returns associated with new product introductions. 
In regard to control variables, we found that larger firms 
enjoyed superior abnormal returns of new product introduc-
tions (β firm size = 0.87, p = 0.02). In unreported analysis, we 
also found that firms whose 1-digit SIC was 2 (i.e., firms 
in the light manufacturing industry) had superior abnormal 
returns compared to other firms.

In Model 2, we included the interaction term of CEO 
pay and product-related concerns. As Table 15 reveals, we 
found (in support of H2) that though the coefficient of CEO 
pay remained non-significant, the interaction term was nega-
tive and significant (β product-related concern * CEO pay = − 0.12, 
p = 0.04). Thus, CEO pay seems to negatively affect the 
shareholder value of new product introductions when the 
firm has a history of many product-related concerns. Our 
conclusions remained robust to the use of standardized 
abnormal returns rather than raw abnormal returns as our 
dependent variable. Our conclusions also remained robust 
to the use of the Market Adjusted Model rather than the 

market model in calculating abnormal returns. We plot the 
interaction effect of CEO pay and product-related concerns 
on the valuation of new product introductions in Appendix 
C (Fig. 4).

To test whether the interactive effect of product-related 
concerns and CEO-pay on the valuation of new product 
introductions is further moderated by brand equity (i.e., 
to test H4), we divided our sample of events into two sub-
samples: events where the new product introduction fea-
tured a brand with high equity and events where the new 
product introduction featured a brand with low equity. 
We used Businessweek/Interbrand’s list of top 100 global 
brands in 2011 (Gunelius, 2011), a valid measure of brand 
equity (Madden et al., 2006), to make this classification. 
Events which featured a brand that was part of Business-
week/Interbrand’s top 100 global brands list in 2011 were 
classified as high brand equity events while the remaining 
events were classified as low brand equity events. We then 
re-ran Model 2, i.e., the model involving CEO pay, product-
related concerns, the interaction of CEO pay and product-
related concerns, along with other control variables on both 
these sub-samples. As shown in Table 16, we found that 
though the coefficient of CEO pay remained non-significant 
for both sub-samples, the interaction term was negative 
and significant for only the sub-sample of events featuring 
high-equity brands (β product-related concern * CEO pay = − 0.39, 
p = 0.01 < 0.05). The interaction term was not significant 
for the sub-sample of events featuring low-equity brands 
(β product-related concern * CEO pay = − 0.01, p = 0.95 > 0.05). This 
result provided further support for H4—the negative effect 
of product-related concerns on the link between CEO pay 
and the valuation of new product introductions was stronger 
for brands with high equity.

Indeed, as found earlier, it seems that when there is incon-
gruence between CEO pay (high) and CEO performance (as 
evidenced by the firm having a history of product-related 
controversies), brands that have established strong equities 
are likely to drive greater consumer disappointment and 
distrust at the time of new product introductions, causing 
a less positive reaction in the stock market to new product 
introduction press.

Discussion of Event Study

The objective of the event study was to provide additional 
evidence of both the theory and experimental results 
associated with CEO pay and the brand-related interac-
tions. Specifically, the event study analyzed shareholder 

8  According to efficient market hypothesis, the stock market only 
reacts to new, unexpected news about a company and such news is 
immediately incorporated into the stock price. However, expected 
news is already incorporated into the stock price and does not lead to 
any change in it. Thus, even though we had hypothesized that CEO 
pay is likely to have a negative impact on consumer purchase intent 
(i.e., H1), according to efficient market hypothesis we do not expect 
CEO pay to have an impact on a firm’s stock price at the time of a 
new product announcement in the regular condition when the firm 
doesn’t have a history of product-related concerns. This is because 
inasmuch as the CEO pay does not change at the time the company 
announces a new product introduction and to the extent that the lack 
of product-related concerns at the time of a new product announce-
ment is the norm, the negative effect of high CEO pay on consumer 
purchase intent is already incorporated in the stock price at the time 
of the announcement. However, we expect CEO pay to impact the 
stock price in the context of the unexpected news of new product 

introductions in the backdrop of a history of many product-related 
concerns.

Footnote 8 (continued)
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reaction (which is an ex-ante indicator of consumer reac-
tion) to CEO pay and product-related controversies (i.e., 
brand crises) in the context of new product introduction 
announcements. The results of the event study are broadly 
in line with H2 where we predicted that CEO pay has 
a negative effect on consumer purchase intention under 
conditions of brand crisis. Furthermore, our results are 
consistent with H4, where we predicted that the negative 
effect of CEO pay on consumer purchase intention under 
conditions of brand crisis is stronger for brands with high 
equity.

This event study measured the response of investors, 
which the literature has demonstrated is a novel way to pre-
dict future consumer reactions as investor behavior is reflec-
tive of near-future consumer reactions (e.gKarniouchina 
et al., 2011; Mazodier & Rezaee, 2013; Sorescu et al., 2007). 
A key assumption in this work is that investors incorporate 
the predicted impact of an event on consumers’ purchase 
intentions and, in turn, the health of a firm’s future cash 
flows in their valuation of the event (Kashmiri & Mahajan, 
2015; Wiles & Danielova, 2009).9

Furthermore, the event study methodology assumes that 
a firm’s stock price is an accurate reflection of all value-
relevant information that is available to investors (Sorescu 
et al., 2017). As investors get new information related to 

the firm, they update their expectations about the firm’s 
future cash flows, leading to a change in the firm’s stock 
price. Thus, abnormal stock returns at the time of a firm’s 
new product introduction announcement reflect investors’ 
assessment of the new product introduction’s impact on the 
firm’s future cash flows with investors making this assess-
ment by incorporating the likely response of consumers to 
the new product. Put simply, if investors believe that high 
CEO pay of a firm with a large number of product-related 
controversies is likely to decrease the purchase intention of 
the firm’s newly introduced product, we would expect them 
to penalize the firm in the stock market, leading to a reduc-
tion in the positive abnormal returns associated with such 
firms’ new product announcements. In sum, the event study 
suggests that, in the eyes of investors, high CEO pay is likely 
to have a negative effect on consumers’ purchase intentions 
toward the firm’s newly introduced products when the firm 
has suffered a brand crisis (i.e., product-related controversy), 
consistent with H2. Furthermore, in line with H4, investors 
appear to expect a negative impact of high CEO pay on con-
sumers’ purchase intentions toward new product introduc-
tions of brand crisis firms (i.e., firms with a history of many 
product-related controversies) only when the introductions 
feature brands with high equity.

General Discussion

For decades, government officials, the media, and the public 
have attempted to put pressure on boards to change CEO 
pay practices to no avail (e.g., Brownstein & Panner, 1992; 
Lazonick, 2014). The current body of literature has also 
failed to show conclusive results regarding the relationship 
between high CEO pay and firm performance. Some studies 
report a positive association between high CEO and firm 
performance (e.g., Fong et al., 2015) with others reporting 

Table 16   Result of OLS 
regression with abnormal return 
on day 0 as dependent variable 
with sample sub-classified 
into high-brand equity and low 
brand-equity (Event Study)

*p < .10, **p < .05, and ***p < .01, two-tailed. T-values were calculated based on robust standard errors. 
N = 234 in sub-sample A and N = 636 in sub-sample B. Root MSE = 1.10 for sub-sample A and 1.20 for 
sub-sample B

Variables
Sub-sample

Coefficients (t-values)
A: high brand equity

Coefficients (t-values)
B: low brand equity

Independent variables:
 CEO pay 0.21(1.50) − 0.022(− 0.42)
 Product-related concerns 5.94(2.41)** 0.054(0.03)
 CEO pay * product-related concerns − 0.39(− 02.50)** − 0.01(− 0.07)

Controls:
 Firm size 0.011(0.12) 0.034(0.58)
 Firm age 0.004(1.25) − 0.001(− 0.98)
 Financial leverage − 0.22(− 0.28) 0.64(1.09)
 6 SIC 1-digit dummies added Yes Yes
 Intercept − 03.33(− 01.27) − 0.08(− 0.10)

9  Since investors are likely to consider customer reactions to new 
product introduction and CEO pay news, it is possible that the 
amount of press coverage or news mentions of an individual CEO’s 
pay plays a role in determining the valuation of new product introduc-
tions. We expect the variance of press coverage of CEO’s pay to be 
small as our sample is comprised of very large publicly held com-
panies listed on US stock exchanges, with many of our sample firms 
featured in Businessweek/Interbrand’s list of top 100 global brands. 
Nevertheless, we encourage future researchers to consider press cov-
erage of CEO’s pay as a variable to consider.



964	 A. Besharat et al.

1 3

a negative relationship between high CEO and firm perfor-
mance (Balafas & Florackis, 2014; Brick et al., 2006). We 
contribute to this public policy and business ethics issue 
by providing insight on consumer beliefs and behavior that 
may be useful for boards of directors determining CEO pay, 
government bodies contemplating legislative action, and 
the media as they write about the subject of high CEO pay. 
The present research empirically demonstrates that firms’ 
performance is likely to suffer when the BOD provide high 
CEO remuneration during crises as high CEO pay causes 
consumers to lose trust in the brand.

While interest in executive compensation has been high 
over the past few decades, the topic has taken on greater sig-
nificance with the 2008–2009 financial collapse and ethical 
concerns over the continued increase in the CEO–average 
worker pay gap. Because of the growing interest, govern-
mental involvement in CEO pay has increased with pas-
sage of the Dodd-Frank Wall Street Reform and Consumer 
Protection Act, which requires that public companies: (1) 
provide shareholders with a “say-on-pay” (i.e., sharehold-
ers can vote on CEO compensation), and (2) annually report 
the ratio between CEO pay and that of its median employee 
(Francis & Fuhrmans, 2018). Further, greater transparency 
in CEO pay is being driven by enhanced regulatory require-
ments (e.g., reporting of pay in proxy statements), increased 
24/7 access to business-related news (e.g. CNBC), increased 
consumer access to information via the internet, and the 
increasing number of CEOs who obtain celebrity-like status. 
In combination, consumers not only have increased access 
to information but also greater exposure to myriad messages 
regarding CEO pay, making this research relevant and timely.

Our findings suggest that high CEO pay has a negative 
impact on consumer purchase intent. This negative relation-
ship is exacerbated under conditions of brand crises. Fur-
ther, the negative interaction of CEO pay and brand crisis 
on purchase intent is mediated through brand trust. When 
CEO pay is high and the firm is experiencing a brand crisis, 
consumers lose trust in the brand as these governance prac-
tices signal that the firm is operating in a self-serving, rather 
than consumer value-creating, manner, which subsequently 
reduces purchase intent. Interestingly, the negative interac-
tion effect of high CEO pay and brand crisis on purchase 
intent is more negative when the brand has strong equity, 
suggesting that rather than insulating high-equity brands, 
consumers are more disappointed (relative to weak-equity 
brands) by signals of mismanagement.

Theoretical and Practical Implications

CEO pay has garnered substantial interest from several 
different domains, in particular management, finance, and 
business ethics (e.g., Francoeur et al., 2017; Harris, 2009; 

Qu et al., 2020). While much of the historical research has 
considered the impact of CEO pay on the shareholder, we 
contribute to this literature by investigating the topic through 
the lens of a different stakeholder, that of the consumer, and 
identifying how high CEO pay can create a brand problem 
that results in a business problem. This research bridges 
two fields that are rarely combined by considering upper 
echelons governance decisions and the resulting impact on 
consumer perceptions of the firm’s brand and, ultimately, 
consumer behavior. Consequently, it has implications for 
both domains.

First, this work contributes to upper echelons theory 
by identifying a new mechanism through which govern-
ance decisions impact firm outcomes: consumers’ percep-
tion of governance decisions which do not have an obvious 
and direct impact on the consumer experience but that can 
negatively impact trust in the brand. Most upper echelons 
research focuses on relationships between an upper echelons’ 
variable (e.g., CEO pay) and firm outcomes, such as stock 
performance (e.g., Brick et al., 2006). Although some schol-
ars recently have drawn attention to the social embeddedness 
of executive compensation in contemporary society (Fila-
totchev & Allcock, 2010; Joutsenvirta, 2013), there is still 
little insight into the wider moral and societal consequences 
of upper echelons decisions. More specifically, there is a 
lack of understanding about how upper echelons decisions 
impact consumer perceptions and behavior, and how these 
consumer-level changes, in turn, impact the overall health of 
the firm (e.g., Whitler et al., 2021b). This research builds on 
upper echelons theory by empirically linking CEO pay with 
consumer perceptions about the brand and the consumer’s 
subsequent behavior.

Second, this research contributes to the branding lit-
erature by theorizing and demonstrating how upper ech-
elons decisions can impact consumer perception of brands 
and, ultimately, consumer behavior. While there has been 
significant research conducted to understand how brand-
related decisions such as price (e.g., Pauwels et al., 2002), 
name (e.g., Kashmiri & Mahajan, 2015), packaging (e.g., 
Zeithaml, 1988), and logo (Luffarelli et al., 2019) impact 
consumer perceptions, there is a dearth of exploration into 
how firm-level governance decisions can have a perceptual 
impact that affects purchase behavior. Our study augments 
the branding literature by identifying the impact that a seem-
ingly unrelated upper echelons decision (i.e., CEO pay) has 
in signaling information about the corporate brand to cus-
tomers, particularly in unfavorable conditions (i.e., a brand 
crisis). Because of the dearth of such insight, scholars have 
called on researchers to connect such management decisions 
to brand and consumer outcomes (Keller, 2020; Morgan 
et al., 2019; Schulz & Flickinger, 2020).

Third, our research contributes to the proactive cri-
sis management literature (e.g., Zhang et  al., 2019) by 
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examining the effect of CEO compensation on consumer 
attitudes toward a brand following a firm’s involvement in 
unethical behavior. The results suggest that it would benefit 
CEOs and CMOs to understand when and how CEO pay 
may hurt—or support—their efforts to develop a trustwor-
thy corporate brand. For CMOs who typically manage the 
brand-consumer relationship, this research highlights how 
consumers are more susceptible to information typically out-
side the scope of marketing consideration, such as CEO pay. 
At a practical level, firm leaders could proactively use CEO 
pay knowledge in a competitive context by highlighting their 
company’s advantages (modest CEO pay) or a competitor’s 
weakness (high CEO pay under conditions of brand crisis). 
As an example, Delta’s CEO, Gerald Grinstein, declined 
his six-figure salary in the midst of a company bankruptcy, 
which was garnering significant public attention; the head-
line in one newspaper read “Delta CEO Forgoes Salary…” 
(Associated Press, 2004). As the Delta CEO example dem-
onstrates, this research can help CMOs understand how 
and when they should get involved in messaging related to 
CEO pay, suggesting that board decisions to limit CEO pay 
may have consumer benefits that warrant communicating. 
Conversely, our research helps arm CMOs with evidence 
regarding when CEO pay may negatively impact consumer 
purchase intention, enabling CMOs to help minimize poten-
tial PR ramifications.

Fourth, this research provides important managerial 
insight for boards and CEOs. The topic of CEO compensa-
tion is timely as there have been some doubts about how 
current corporate governance structures are able to monitor 
and restrain excessive CEO pay (e.g., Schulz & Flickinger, 
2020). With a significant amount of media scrutiny on CEO 
pay and the SEC’s pay ratio disclosure ruling that went into 
effect in 2018, there is heightened attention on the topic of 
CEO pay, with an increase in the number of lawsuits chal-
lenging executive compensation (e.g., National Law Review, 
2020). Inasmuch as consumers have greater access to infor-
mation about CEO pay, firms risk alienating their consumers 
by not considering the link between CEO pay, brand trust, 
and consumer behavior—especially when the brand is in 
crisis. Therefore, this present research provides guidance to 
BODs regarding how to manage CEO pay during a brand 
crisis and how to communicate with consumers to regain 
their trust.

Finally, this research has implications that go beyond 
theory and practice. As the most prominent leaders in the 
business world, CEOs are responsible for the welfare of mil-
lions of stakeholders (e.g., Freeman, 1984). How important 
stakeholders view firm leadership has implications for the 
nation, as policy makers deal with the very questions being 
asked in this research (e.g., Hoffman, 2015). Actions taken 
over the past few years, such as the Dodd-Frank Legislation, 
indicate the degree to which executive compensation has 

transcended the business world to become a societal con-
cern. Consequently, this research helps provide public policy 
leaders with instrumental insight on how CEO pay decisions 
impact more than just investors.

Limitations and Future Research

Although our combination of experiments and an event 
study provide converging support for our theory, there are 
nonetheless limitations. First, while we provide theory on 
our underlying mechanism—erosion of brand trust—we do 
not empirically prove that the interaction between high CEO 
pay and brand crises creates a signaling effect that suggests 
poor firm performance. Future research could investigate 
and corroborate this theory. Second, we used consumer 
purchase intention as a proxy measure for the real behav-
ior in both experiments. However, the intention does not 
always translate into a real behavior or may take a differ-
ent form. Finally, we conducted the experiments on finan-
cial brand crisis as the most common type of brand crisis 
circumstance (Swaminathan et al., 2022). However, there 
are other types of brand crises that could be explored. For 
example, research could investigate whether high CEO pay 
impacts brand trust and firm performance under different 
brand crises (e.g., product-harm crisis or lacking support for 
social causes), including crises which occur at no fault of the 
focal company, such as COVID-19 or a cyber-attack (e.g., 
Whitler & Farris, 2017; Whitler et al., 2021a). One could 
still conjecture that high CEO pay could hurt companies’ 
brand trust during such externally created brand crises (like 
COVID-19), but whether this link exists remains an empiri-
cal question. Future research would be helpful in expanding 
the types of brand crises investigated.

Our findings suggest a rich area for future research. 
With limited insight into the impact of CEO pay on con-
sumers, future research can investigate additional factors 
which might make both high and low CEO pay salient. In 
this research, we focused on a context that can signal poor 
governance practices, i.e., poor leadership. There are other 
contexts that might heighten consumer awareness of and 
interest in CEO pay. For example, does having a high-pro-
file CEO change the saliency of CEO pay? How might the 
celebrity status of the CEO impact consumer perception 
of pay, brand perception, and consumer behavior? And 
are there brand attributes that influence this relationship, 
such as the perceived level of firm innovativeness? Are 
there conditions under which high CEO pay helps signal 
responsible management and consequently helps insulate 
the brand during a crisis?

Finally, are there marketing-related actions that might 
heighten CEO pay saliency? For example, when compa-
nies take significant price increases (e.g., Mylan’s EpiPen 
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price increase) or advertise brand values (e.g., Gillette’s 
“Toxic Masculinity”), do such marketing actions create 
an environment that heightens consumer interest in CEO 
pay and therefore impact trust perceptions of the corporate 
brand and consumer behavior?

Conclusion

This research explored whether high CEO pay affects con-
sumer perceptions and behavior. By employing a multi-
method approach, we find that high CEO pay negatively 
impacts consumer purchase intent and this relationship is 
amplified under conditions of brand crisis. The negative 
interaction of high CEO pay and brand crisis on purchase 
intent is more negative when the brand has strong equity as 

consumers are more disappointed (relative to weak-equity 
brands) by signals of mismanagement. Further, when the 
CEO is awarded high pay while the firm he/she manages is 
undergoing a brand crisis, the incongruence signals poor 
governance practices, leading consumers to lose trust in 
the firm’s brand, which reduces consumer purchase intent. 
This study, in addition to being practically relevant, pro-
vides insight into how governance decisions can impact 
consumer perceptions of corporate brands and, subse-
quently, consumer behavior.

Appendix A

News Article 1
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News Article 2

News Article 3

Note: All three news articles were shown randomly.
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Appendix B

News Article 1

News Article 2
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News Article 3

Note: All three news articles were shown randomly. News articles were the same for Sigma except the name “Sigma” 
was replaced with “Sony”.

Appendix C

See Fig. 4
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