
Editorial:  CEO Compensation --- Are They Really Overpaid? 





The subject of executive compensation, particularly CEO pay, has received a fair amount of negative criticism lately.  When times are bad for most of us, the criticism gets louder.  The perception is that CEOs never feel the same level of pain as the average worker when layoffs occur, the stock market dives, and compensation levels stagnate.  Somewhat surprisingly, compensation professionals are fairly quiet on the subject.  Maybe this is because we “don’t want to bite the hand that feeds us”, or maybe because we we’re not sure what constitutes unfairness or overpayment.


 


The first question to address in understanding this issue is, “How much is too much?”  The average U.S. CEO pay, as a multiple of the average worker’s pay, is far and away the largest multiple in the world.  Is this a bad thing?  Not necessarily, although it may depend upon your political leanings.  The U.S. is the most capitalistic country in the industrial world.  This means we differentiate the rewards in society between below average, average and above average, better than anyone.   In a socialistic country the rewards are much more egalitarian.  In just about any field (e.g. medicine, education, entertainment, sports, business) the U.S. pays it’s top people the best in the world.  This incentive system has created a society where our creativity and ingenuity is envied by all.  Our businesses are more innovative and productive than any on earth.  It would be dangerous to mess too much with this incentive system.  We should not begrudge CEOs for making a lot of money.  There should be no cap on CEO pay, or anyone’s pay.


 


The second question that needs to be addressed is, “Does CEO pay correlate with performance?”  This question is more difficult to answer.  However, any one who has dealt with CEO pay over the last 10 years knows that the vast majority of CEOs have their pay tied to performance.  Boards don’t give salary increases for poor performance.  Most CEO bonus plans are formula-based, that specify what incentive amount is paid for what level of performance.  Of course, CEOs generally receive stock options that are worthless until the market stock price exceeds the grant price.  And company stock prices don’t go up unless the company performs.  In fact, one could argue that CEO pay is based more on performance than the rest of our pay, since a larger portion of their total compensation is paid out in incentives and stock.


 


The exercising of stock options by CEOs and how the gain is reported muddies the water on pay and performance.  In many cases this process can make it appear that pay does not correlate with performance.  CEO pay statistics are generally derived form proxy statements.  All CEO pay received during the company’s fiscal year is reported here, including any gain from the exercise of stock options.  Many times the CEO is exercising stock that was granted at the fair market value years ago.  Even in depressed times like these, the current market price may be significantly higher that the grant price years ago.  Consequently the proxy may show a significant gain in CEO compensation when a company’s stock is depressed and layoffs are occurring.


 


Let’s not lump thousands of the world’s best CEOs in with the likes of CEOs from Tyco, Worldcom and Enron.  These cases represent outright white collar felonies that most of us believe should be prosecuted to the full extent of the law.  The SEC, Boards and stockholders have plenty of options to ensure that CEO pay correlates with company performance.  We just need to use the current regulations, not invent new ones. 
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