






mentarities between di¤erent CEOs across time, and many other features

were assumed away, to allow the model to stay in a reasonably tractable

form. To resolve the problem that the observed market values depend on

the expected course of the whole CEO market in the future, the world was

assumed to be stationary in a very strong sense: Total factor productivity

is assumed to grow at the same deterministic rate at every �rm, and each

�rm to match with a CEO of current ability forever. Clearly the empirical

results must be taken with a grain of salt: They are simply based on the

assumption that the model is true.

We have shown that plausible (i.e., very small) di¤erences in ability

among CEOs and a tractable assignment model of CEOs and �rms can

together generate the high levels of observed CEO pay as part of a perfectly

competitive equilibrium. There are certainly other sensible explanations for

the size-pay relationship and the current setup does not allow us to test our

model against them. By no means do we claim to have shown that CEOs are

not �overpaid� as our assignment model does not include that possibility.

(For example, a market-level version of the skimming view could be that

there is a �stealing technology� that allows CEOs to steal more at bigger

�rms� hence the robust size-pay relation. Presumably this technology would

come with some decreasing returns to scale, since the ratio of CEO pay to

market value is decreasing in the latter).32 We believe that the matching of

CEOs with exogenously heterogeneous �rms has a genuinely important role

in driving the competitive levels of CEO pay, but not that competition is

the sole force behind CEO pay. While much work remains to be done, we

hope to have shown that assignment models have much to o¤er in helping

to understand the determination of CEO pay levels.
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Figure 1. Comparative statics in the multiplicative case.  
The increasing graph covers both the active matches {b, φ(b)} above b[0] and potential but inactive  
matches below b[0]. The three decreasing graphs are the isoquants for levels of output y[0], y[i*],  
and y[1]. The entire shaded region is the equilibrium wage of the highest ability type, a[1]. The dark 
shaded region is the decrease in wage and increase in profits for the highest types if the matching  
graph between quantiles i* and 1 were to shift up to the dashed line.
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Figure 2. Relation of CEO pay and firm rank by market value in 2004. The smoothed relation (obtained with  
the Lowess method) appears upwards biased in the graph because the pay levels are depicted on log scale. 
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Figure 3. Value of CEO ability and rents to CEOs relative to baseline ability, at the 1000 largest firms.  In “Cross 
Sections” the profiles of ability are inferred separately in each sample year, whereas in the “Time-invariant” 
specification the distribution of ability is forced to be constant over time. The parameter assumptions with the most 
extreme results are shown for both specifications (see Table 1 for details). All values are in 2004 dollars. 
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Figure 4. Impact of CEO ability by reference firm.1 

                                                 
1 The counterfactual difference that CEOs would make to economic surplus created at the reference firm if they were to replace the actual 
CEO at the reference firm. The value is calculated under two assumptions of the model parameters (A and B, defined in Table 1). The red 
line depicts the difference in actual pay of the CEOs relative to that of the reference rank. 
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Figure 5. Inferred CEO abilities at 1st, 250th, 500th, and 750th largest firm (relative to 1000th) by year.  
Dashed lines give the average over this time period, used as the time-invariant distribution of ability  
in Section 5.3.2 

                                                 
2 This figure is based on calibrations with parameters from column A in Table 1; the picture is very similar with other parameter scenarios, 
except for the scale of a[i]/a[0], which get larger the higher the assumed share of adjustable capital θ. 
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Figure 6. The difference in pay between the CEOs of selected ranks and the baseline (1000th) CEO.  
“Actual” pay refers to the smoothed CEO pay and “Modeled” pay refers to the CEO pay level generated by 
the assignment model while imposing time-invariant distributions of ability and firm size, and size-neutral 
productivity growth.3 All values are in 2004 dollars. 
 

                                                 
3 The parameters used in these calibrations are same as in column A, Table 1. The effect of assumed parameters on these figures is 
negligible. Parameter assumptions (within the assumed set) make only negligible (below 1%) difference to the fitted wages so only  
one fit is shown. 
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 Figure 7. Predicted market values in the time-invariant calibration.4  All values are in 2004 dollars. 
 
 

 

                                                 
4 The parameters used in these calibrations are same as in columns A and B, Table 1. The market values are calculated under the two 
assumptions of the model parameters that generate the most extreme results (within the assumed set). 
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