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The Truth About Executive Pay 
 
‘Fat cat Tuesday’, ‘great British executive pay boom’, ‘paying for failure’, are just some of 
the news story headlines that you may have read about recently, and have perhaps been 
reading about for decades now. 
 
Let’s put executive pay under the lens and look at what has happened in this space over 
the last decade, where we are now, and what the future could potentially look like. 

How much has changed in terms of CEO pay design in the last decade? 
 
Before we get into pay structures, let me highlight some of the noticeable changes in the 
business environment that have occurred in the past decade: 

 Regulation and transparency around executive pay has increased with the introduction 
of annual reporting; 

 Shareholder involvement (through activist representatives on boards and otherwise) 
and media scrutiny has also increased; 

 There was a major financial crash in the global economy, which may, at least in part, be 
responsible for the two points above; 

 The digital revolution has impacted and disrupted almost all sectors and markets and 
how they do business; and 

 The speed and scale of change is faster now than ever before. 
 
One might expect that in order to respond to these business changes, a lot would have 
changed in pay structures as well, especially for top executives. Pearl Meyer’s analysis of 
CEO pay practices within FTSE 100 companies between 2005 and 2015 suggests 
otherwise. Yes the overall pay levels have nearly doubled, stock options have made way for 
performance shares, bonus deferrals are more commonplace, clawback and malus 
provisions have appeared, shareholding requirements have increased, but are these 
sufficient and more importantly the right responses to the changes? Haven’t there been any 
fundamental changes to pay structures and programme design in the last 10 years, despite 
a paradigm shift in how we do business today? The answer sadly is—not really. 

Over the past decade, our analysis shows the overall balance of pay has only marginally 
shifted in favour of variable pay (from 70 percent to 80 percent). While annual bonus plans 
actually use more measures, on average, now than they did ten years ago (from three to 
five on average), profit still retains pole position in terms of the measures used in annual 
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bonus plans within the FTSE 100. There has been little change in the typical weighting of 
personal and ‘strategic’ measures (between 10 percent and 30 percent). Long-term 
incentives (LTIs) have a similar story to tell. Total shareholder return (TSR) and earnings 
per share (EPS) still rule the roost as performance measures (69 percent for both TSR and 
EPS in 2005 and 69 percent for TSR and 48 percent for EPS in 2015). As with annual 
bonus plans, the number of measures used in LTIs has increased from either one or two in 
2005 to three or more (in over half the companies) in 2015. 
 
Simply put, we essentially have the same structures using predominantly the same 
measures of performance, with the added complexity of using more measures now than 10 
years ago. Now if I was continuously given more and more things to focus on, not 
necessarily complimentary to each other, the chances of me being able to even complete 
them to a good standard, let alone excel in ‘all’ of them, are probably going to be rather 
slim. But then again, perhaps that’s why I’m not a CEO! 
 

Is there an alternative? 

 
Quite literally, it’s the million pound question. We believe there is. Before we dive into what 
the alternative might look like, perhaps it would be a novel idea to consider what it is that a 
CEO’s (or any other employee for that matter) pay package is expected to deliver. There 
may be more, but these are the key objectives we hear most often: 

 Align with shareholders’ interests and value creation; 
 Promote sustainable underlying performance; 
 Support company strategy and objectives; 
 Motivate executives, providing an incentive to outperform; 
 Allow executives to respond quickly to changing market conditions; 
 Be consistent with the pay practices for the rest of the workforce; 
 Be compliant with regulatory requirements; and 
 Retain top talent. 
 
This may seem like a complex mix of objectives, but approached thoughtfully, most of them 
should essentially compliment one another. 
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Aren’t current programmes already delivering on these objectives? 

 
An important question to answer before we jump the gun and try to reinvent the wheel. We 
can test each of these objectives in light of existing executive pay programmes. 

 Alignment with shareholder interests and value creation 
 
LTIs make up the biggest portion of an executive’s pay package today. Our research on the 
relationship between CEO’s vested LTI values and shareholder value added (the sum of 
share price appreciation, share buybacks, and dividend pay-outs) within the FTSE 100 
companies over the last four years shows there isn’t a correlation between the two. In fact, 
as shown in the chart below, companies often pay for failure and pay excessively (relatively 
speaking) for mediocre levels of performance.  
 

 
 
 
Source: Pearl Meyer’s analysis of CEO pay practices within FTSE 100 companies between 2005 and 2015 

 
 
 
 
 
 
 
 
 

0

10

20

30

40

50

60

-40 -30 -20 -10 0 10 20 30

T
o

ta
l 
v

e
s
te

d
 L

T
Is

 f
ro

m
 y

e
a
rs

 3
 &

 4
 (

£
m

)

Total value added over 4 years (£bn)

FTSE 100: Total Value Added to Shareholders vs Vested LTIs

FTSE 30 FTSE 31-100

Rewards for failure 

Excessive 
rewards for 
mediocre 
performance 



  

 
 
The Truth About Executive Pay 4 

 Promoting sustainable underlying performance 
 
What we found here was rather interesting. We looked at the relationship between profit 
performance and share price growth over a three-year period amongst the FTSE 100. Two 
things emerged. One, perhaps unsurprisingly, share price movements are not always 
reflective of underlying profitability of the business, even in the long-term. Two, strong 
underlying profit performance is positively correlated with share price performance and 
consequently shareholder returns. 
 

 

 
Source: Pearl Meyer’s analysis of CEO pay practices within FTSE 100 companies between 2005 and 2015 
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We also looked at the relationship between growth in annual bonus pay-outs and profits 
over a three year period to test how strong that relationship is.1 Interestingly, as shown in 
the chart below, we found that, in most cases, growth in profits not only mirrored growth in 
bonuses, but the proportion of increase was very similar too. This suggests a relatively 
stronger relationship between profit performance and bonuses, in comparison to LTIs and 
share price performance observed earlier. It also suggests, given the positive relationship 
between profit and share price growth, this could potentially provide better returns to 
shareholders in the longer term as well. Encouraging news indeed. 
 

 
 

Source: Pearl Meyer’s analysis of CEO pay practices within FTSE 100 companies between 2005 and 2015 
 

 Support company strategy and objectives 
 
We have already noted that ‘strategic objectives’ only account for 10 percent to 30 percent 
of annual bonus awards and even less for LTI awards, which are still dominated by EPS 
and TSR metrics. Although companies are starting to use other metrics in their LTIs (nearly 
50 percent of FTSE 100), they are used in combination with either EPS or TSR and more 
importantly their proportion in the overall mix still remains relatively small. There may be an 

                                                
1 We used the 2011 to 2013 period for measuring cumulative profit growth and 2012 to 2014 period for cumulative bonus 
award growth, given bonuses are paid for previous years’ performance 
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implied assumption that strong TSR and EPS performance reflects a company delivering on 
its strategic objectives. This may very well be true, but it does not confirm the existence of a 
clear strategy nor does it create any accountability towards it, especially when the 
performance is poor. 
 
Pearl Meyer’s research in partnership with Cornell University of the S&P 500 companies 
over a 10-year period, studied the relationship between company performance and the use 
of TSR as a measure in LTI plans. It found that including TSR in an LTI does not lead to 
improved company performance. It also found no evidence to support the argument that 
using TSR actually improves future TSR performance. This further strengthens the 
argument that having a clear strategic plan driving sustainable underlying performance via 
a direct link to reward outcomes may be a better alternative. 

 Motivate executives, providing an incentive to outperform and respond to changing 
market conditions 

 
So far we‘ve observed that bonuses have a stronger positive relationship with performance 
than LTIs, at least to the extent of the measures they are based on. Why is that? Here’s a 
possible explanation. Extrinsic motivators such as incentives and reward are much more 
likely to be drive executives (and other employees) to outperform if they feel they have the 
ability to influence the outcomes those rewards are based on. Annual bonuses, with a 
shorter measurement window (especially in an increasingly turbulent and fast-changing 
market), using metrics that are perhaps more directly impacted by executive decisions, 
seem to work well.  
 
LTIs on the other hand, typically using a longer window of measurement, and share price 
linked measures such as TSR (relative or absolute), offer a more limited ability to directly 
influence related reward outcomes. This could, arguably, result in lower levels of motivation 
to outperform.  
 
Now we’re not suggesting a short term view is the answer here. The point here is simply 
around identifying the value drivers that positively influence company 
performance/shareholder returns, testing an executive’s ability to influence those value 
drivers, and subsequently tying them with reward outcomes. 

 Be consistent with the pay practices for the rest of the workforce 
 
This is a hot topic of debate, especially in the US right now, given the mandatory 
requirement for companies to report the ratio between the CEO and median employee pay. 
That, however, is not the only issue. A bigger challenge perhaps is the way pay structures 
and metrics are different for executives compared to the rest of the organisation. LTIs are 
typically reserved only for the senior executives. Annual incentives and bonuses reduce in 
proportion of pay as well as the amount as you move down the organisation. Performance 
measures and upside potentials are also different. 
 
Of course many would argue there are good reasons for that. Market practice, affordability, 
dilution, task related performance measure selection, degree of impact, etc. are often 
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quoted. The problem is if you want your employees and the organisation as a whole to pull 
in the same direction, you have to play by the same rules and more importantly, rules that 
help create value for ‘your’ business. The quantum does not have to be the same, but the 
opportunity and link to outperformance should be the same for everyone in order to be seen 
as fair and motivating. Lastly, it has to be well communicated, as perception can often be 
more important than reality. 

 Be compliant with regulatory requirements 
 
This is a reality that businesses have to face, often resulting in unintended consequences, 
as has been the case with the recent increased regulation of the financial services sector. 
Companies have responded to the introduction of variable pay caps under Capital 
Requirements Directive (CRD) IV not by reducing overall pay levels but by putting a greater 
proportion of pay in the ‘guaranteed pay’ bracket and less related to company performance. 
This is neither the outcome the regulator desired, nor in the best interests of the 
shareholders. 
 
Having said that, regulations are here to stay, at least for the foreseeable future, and in 
fairness the outcomes aren’t always bad for business, economy, or society in general. Pay 
transparency, governance, and accountability has increased over the past decade as a 
result of increased regulatory controls. The big risk here, however, is if regulatory 
compliance takes centre stage in driving pay policy, business objectives and strategy may 
get pushed onto the sidelines. 

 Retain top talent 
 
Retention is a key concern for many boards and remuneration committees. Two points 
worth mentioning here. First, CEO’s don’t leave as often as boards may think. According to 
the 2015 Robert Half FTSE 100 CEO Tracker, average CEO tenure was five years and two 
months—a churn rate of less than a fifth over the last 18 months. Second, CEO turnover 
isn’t always bad. Our research shows that companies which had a change of CEO in the 
four-year period to 2015 created more value (in the four years) for every £1 paid to their 
CEO, than those without a change. If boards spend less time worrying about how they 
cannot afford to lose someone over pay (regardless of performance), and more on 
developing a robust talent pipeline and ensuring fair, competitive, and more business-
aligned pay structures, perhaps they won’t have to worry about it at all. 
 

What is the alternative? 

 
There is no single master solution for companies to apply here. Any pay programme must 
reflect its business, its realities, its stakeholders, and its competitive landscape. Based on 
our experience of having worked with clients of varying sizes, sectors, and ownership 
structures for the last 25 years, we believe there are a few things that companies could do 
to improve pay effectiveness and the relationship between pay and performance: 

 Identify the value drivers for your business (e.g., innovation, customer service/growth, 
asset utilisation, intellectual property, brand equity, market coverage, etc.); 
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 Set clear objective metrics to measure value creation potential for each driver (e.g., 
number of product launches/upgrades, new customer acquisition/net promoter score, 
asset utilisation ratio, etc.); 

 Supplement these metrics with underlying financial health metrics (e.g., profit, cash 
flow, return on capital employed, etc.), whilst ensuring you don’t dilute their significance 
by using too many measures; 

 Set out both short- and long-term goals for each of those measures using historical 
performance, market potential, capital investment, business forecasting, etc.; 

 Reference market benchmarking data to set total pay levels, opportunities and mix, 
using the right comparators to reflect a balance of size, sector, business portfolio, and 
talent market; 

 Determine market position based on your company strategy and pay philosophy 
(median, upper quartile, etc.); and 

 Balance incentive opportunity between short and long-term depending on business 
realities, opportunities, and priorities. 

 
We recently completely overhauled the reward programme for a UK listed company, after 
having established the current one was neither fit-for-purpose nor delivering results. Their 
growth had been flat for the past few years owing to maturing demand in core markets and 
insufficient new market growth to make up for the shortfall. Their profits and share price 
were slowly declining whilst new competition was eating up market share. The incentive 
structures had multiple metrics and levers, some objective and some discretionary, and 
were still paying out (albeit considerably below maximum). There was a huge disconnect 
between shareholder and management expectations on what success looked like and what 
a ‘fair’ reward framework must look like.  
 
We worked with the board and the management team to identify and agree on the levers for 
turning around the company. We then devised some clear metrics to measure performance 
on those levers and redesigned the pay package to reflect the future direction. Key 
highlights of the new programme were: 

 Base salary benchmarked at median of a custom peer group of comparable 
organisations reflecting the talent market (old and new), not just sector and size; 

 A single annual incentive plan for the entire company, focusing on company 
performance for the C-suite and balancing group, divisional/functional and individual 
performance as you move down the organisation (to reflect ability to influence outcomes 
and degree of impact); 

 Performance metrics selected were split 50:50 between financial and strategic at the 
top, and then translated into business unit (or market)/team/individual objectives to 
reflect seniority, department, and role. There were no more than four metrics for any 
individual, each to be reviewed annually; 

 Clear targets set for threshold, target, and maximum payout levels (although slope of 
the performance-payout curve could vary depending on market/product maturity). 
Targets were based on both historic performance as well as market growth projections 
and tested for achievement probability; 

 LTI plan replaced by a bonus ‘investment’ plan (50 percent of bonus earned above 
£20,000 invested into shares for three years—pre-tax) for everyone in the 
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organisation—in effect making them shareholders. Total compensation position was 
rebalanced (reduced by 30 percent) to account for reduced realisation risk, whilst 
ensuring market competitiveness and ring-fencing shareholder dilution; 

 Vested shares were required to be held for at least two years post vesting; 
 Above target performance shared proportionally between shareholders and staff from 

distributable profits. This feature was modelled into award projections and was not 
discretionary; 

 Clawback and malus provisions put in place to manage risk-taking and support long-
term business sustainability; and 

 To further strengthen shareholder alignment, an additional multiplier on invested awards 
was proposed, using one growth and one return metric to further reward long-term 
sustainable performance, but this feature was rejected by the board to avoid 
complicating the scheme, which had been one of their primary concerns from the 
existing programme. 

 
This is by no means a standard template for everyone to apply. It met the needs of this 
business at the time and was supported by robust research and hard evidence. As a result, 
despite not being the market norm, the new remuneration programme was one the board 
and management believed better aligned their business objectives with those of their 
shareholders and employees at the time. 
 
Our advice to remuneration committees and management teams is simple—be informed, 
be bold, do ‘not’ aspire to be market followers and last but not least, put your money where 
your mouth is. Continuing to rely solely on market ‘best’ practice is not only ineffective, but 
an opportunity lost to building a competitive advantage by using reward as a catalyst. 

 

 

 

 

 

About Pearl Meyer 

Pearl Meyer is the leading advisor to boards and senior management on the alignment of 
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