A Neither necessary nor desirable: The
oNE SOCIETY adverse impacts of excessive executive
better for all remuneration on UK plc

“You have to realise: if I had been paid 50% more, I would not have done it better. If I had been
paid 50% less, then I would not have done it worse”

— Jeroen van der Veer, former CEO of Royal Dutch Shell

It is often claimed that very large remuneration packages for company directors are necessary to
recruit, motivate and retain those directors. This briefing contains evidence and analysis that
challenges those assertions.

Are CEOs worth their pay?

A Although CEO pay is much higher in the UK than most of the developed world (and the
highest in Europe'), company performance lags behind. In fact pay and performance have
little connection. For example, while German CEOs receive just 55% of what US CEOs are
paid®, the DAX has grown 5.01% more than the S&P500 over the last 5 years'™.

A" In the UK last year, rises in executive pay outstripped the rise in company performance”.

A CEO pay is set by remuneration committees largely made up of other highly paid executives.
Those who decide remuneration thus tend to have an unrepresentative view of normal
levels of pay and tend not to question excessively generous rewards.

A CEOs are rarely poached by rival companies — this has only happened to one FTSE 100
company over the last five years, when a CEO left for another British firm".

Excessive top pay is bad for business and economy

A An excessive gap between high and low pay is associated with suppressed performance of
the workforce as a whole". This creates a market failure in which pay practices are harming
company performance. Studies also show high director and CEO pay to be correlated with
poor governance, which is in turn related to poorer company performance *'.

A People with low relative status in the workplace (associated with low relative pay) are more

likely even than people without jobs at all to suffer declining mental health and its

consequences in terms of low engagement, low productivity & absenteeism".

Excessive incentives at the top can produce perverse behaviours™.

Excessive gaps between incomes are associated with higher levels of debt and economic

volatility*.

A Studies show that pay incentives are more effective at a lower level®.

> >

Excessive top pay is bad for society

A High rates of income inequality (as distinct from poverty) are associated with a range of
health and social problems. Numerous studies™ have demonstrated correlations between
income inequality and social incohesion, poor mental and physical health, poor educational
attainment, teenage births, violence and social immobility.

A There is strong and growing evidence that income inequality has negative implications for
social mobility*i,
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