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Why CEOs and Senior 
Executives Are Often in the Dark 
About Pay 
 

When we have the opportunity to talk with executives about their pay 
programs, it can be surprising how many don’t really understand the 
complete picture. While they usually are well-versed in the plan 
mechanics such as metrics and targets, they are often in the dark 
when it comes to the broader rationale behind the overall pay 
structure. This suggests to us that boards and senior leadership may 
not spend enough time in direct one-on-one communication with 
executives explaining not only what they are paid, but why the plan 
is structured the way it is. We believe that by shortchanging these 
critical conversations, the company is missing a tremendous 
opportunity to reinforce the organizational strategy and priorities that 
are embedded in the pay programs and the role that each executive 
plays.   

 
The issue is moving front and center with the new CEO Pay Ratio disclosure rule, which 
could create a considerable amount of angst within organizations. In order to minimize 
some of the negative effects, all employees should understand not just what they are paid, 
but why. This knowledge helps increase the value of an incentive program and it should 
start at the top with the leadership team.  
 
In the course of a year, compensation committees spend an immense amount of time 
reviewing, understanding and deciding pay for the CEO and executive team. Many spend 
from 3 to 5 months reviewing and debating executive compensation pay practices, trends, 
annual proxy advisory firm guidelines, institutional shareholder feedback and peer 
comparisons. The board also takes time determining if and how the pay program supports 
the organization’s near- and long-term goals. Yet we find that when those pay decisions are 
communicated to the people they affect and are intended to motivate, many boards focus 
on the math rather than the narrative. 
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It’s important to explore this imbalance between time and effort spent making versus 
communicating decisions because the story and the words that explain the pay program are 
just as important — in some cases more important — than the actual compensation 
decisions. With everything to be considered in setting pay, it’s easy to forget compensation 
isn't just about the numbers. It's actually about the human emotions that it elicits and the 
motivating behaviors it drives. What is said, as well as what isn’t, affects the value of a pay 
program. 
 
Additionally, by limiting the discussions surrounding pay decisions, the company loses the 
opportunity to better understand individual concerns and motivations. Executives could be 
uncertain about the value they bring to the organization and what they can personally do to 
increase that value because conversations are focused on results rather than rationale. 
They might be worried about job security or focused on promotional opportunities. As a 
result, the company now has a greater risk that the executive will be more willing to answer 
the phone when a recruiter calls – and the company will be less prepared to counter 
successfully. Even if there is no negative internalization as a result of a rushed 
conversation, executives often will likely not have a clear picture of the rationale behind 
their pay program, what it is intended to do strategically, and what they are being asked to 
do as leaders. 
 
Most directors will rightly view the CEO as highly sophisticated in his/her understanding of 
the financials and strategy. However, that does not mean that the board can assume the 
messages around the roles of the executives in executing the company’s long-term strategy 
or their value to the organization will be clear unless expressed. This CEO, who must then 
turn around and have the same type of pay discussion with his/her direct reports, may lack 
the appropriate information and important context to do so effectively.  
 
This missed opportunity and possible unintended misstep by compensation committees is 
easily addressed with preparation: 
 
 Prioritize the conversation. Set aside the time to do it right and to do it in person, 

allowing time for a two-way discussion. 
 Ensure you know enough about the person to anticipate his/her point of view and 

possible questions. 
 Craft a compelling big-picture story that the person can recognize, relate to and 

understand — one that provides relevant context for the pay program details. 
 
A critical part of telling the story includes sharing the process behind the decision making, 
as many senior executives aren't familiar with the board’s behind-the-scenes compensation 
design process and it can provide helpful background information. Include additional factors 
such as key focus areas for the coming year and future pay opportunities as well as how 
they relate to the board’s view of the long-term business strategy.  
 
We're not suggesting boards take on the added responsibility of conversations that are 
going to last 2 or 3 hours. Generally spending enough time for thorough explanations of the 
compensation program and allowing for questions and clarifications are likely to be worth 
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this effort. The end result can provide untapped value and motivation to the CEO and senior 
executives that may not have been seen before. As the compensation communication 
discussion invariably extends far beyond the C-suite, the board has then also set the stage 
for the new CEO Pay Ratio era with an important trickle-down effect through the 
organization and groundwork for the proxy statement disclosure. 
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