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CEO pay in the 500 biggest companies.  

•Salary; deferred compensation; stock.  
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Ratio of CEO to Production Worker Salary 



• Median expected pay 

of CEOs increased  

4.3% 1983-1991,  

15.7% 1991-2001. 

• Most of the increase was 

stock options.   

• The expansion of stock 

options extended to 

other employees also.  

• Since then, less options 

and more restricted 

stock.   



Company   2008 CEO Compensation ($)   TARP ($)   

American International Group, Inc.  17,073,478 98,935,000,000 

Citigroup Inc.  38,237,437 50,000,000,000 

Bank of America Corporation  9,857,723 45,000,000,000 

JPMorgan Chase & Co.  35,764,557 25,000,000,000 

Wells Fargo & Company  8,768,935 25,000,000,000 

Goldman Sachs Group, Inc. (The)  42,946,801 10,000,000,000 

Morgan Stanley  1,235,097 10,000,000,000 

PNC Financial Services Group, Inc. (The)  11,958,853 7,579,200,000 

U.S. Bancorp  6,987,092 6,599,000,000 

SunTrust Banks, Inc.  8,091,887 4,850,000,000 

Capital One Financial Corporation  68,344 3,555,199,000 

Regions Financial Corporation  6,807,662 3,500,000,000 

Fifth Third Bancorp  2,980,259 3,408,000,000 

Hartford Financial Services Group, Inc. (The)  7,283,943 3,400,000,000 

American Express Company  43,393,172 3,388,890,000 

BB&T Corporation  6,478,689 3,133,640,000 

Bank of New York Mellon Corporation (The)  14,183,633 3,000,000,000 

KeyCorp  6,727,671 2,500,000,000 

CIT Group Inc.  5,383,517 2,330,000,000 

    

Source: AFL-CIO http://www.aflcio.org/corporatewatch/paywatch/ceou/tarp.cfm   

•2008 CEO Compensation at TARP Receiving 

Companies 
There have been some well-paid poor 

performers 



Are CEO’s overpaid? Response of Stanford 

Executive Education Students 

1. Yes 

2. No 
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Argument 1 -- “Managerial Power:” 

Powerful CEOs with captive boards 

determine pay 
For: 

• Boards do not gain by punishing poor CEOs, and can have 

interlocking board members.   

 

Against:  

• Performance pay rose after 1994 when Clinton made salary 

higher than $1million tax deductible only if it is performance 

based. 

• Over time, boards have moved to more outside directors.  

There is no evidence that boards have become more captive 

over time.   

• Most of the pay increases have been external candidates.  

 

 



Argument 2 -- “Efficient Contracts:” High 

performance pay attracts the best and 

rewards for performance 
 

For:  

• It’s a firm size effect:  over the past 30 years, firm size has risen 
six fold and so has pay.  

• More external hires results in more sensitivity to market 
conditions. 

• The increase in options are associated with the increase in 
shareholder value during the stock market booms.   The LBO 
boom also led to more emphasis on creating and rewarding 
value.  

• Government legislation mattered.  The Clinton $1 million 
deductibility cap raised performance pay.   

Against:  

• Previous point – that boards are interlocking.    
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U.S. has much higher percent stock-

based pay 



Predicted CEO Compensation for a $1B 

Company in 2006 

Fernandes, N., Ferreira, M., Matos, P. & Murphy, K. (2013) ‘Are U.S. CEOs Paid More? New International Evidence,’  

The Review of Financial Studies, 26 (3), 323-67. 

 



U.S. CEO Pay Premium – Firm 

Characteristics 

 • Controlling only for industry and firm size, 

predicted CEO pay is 79% higher in the United 
States than in other countries.  

• Controlling also for independent v. insider 

ownership reduces U.S. pay premium to 31%.  

• Institutions hold a significantly larger fraction of the 

shares in the U.S. and firms controlled by institutions 

pay considerably more.   

• Controlling also for board characteristics with 

other factors brings U.S. pay premium to 26%. 

• Boards in the U.S. have more independent 

directors, and such Boards pay more.   
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One Hypothetical Hierarchy 

VPs: 300,000 Euro 

Is there a defect in the wage structure of this firm, or is 

it probably about right? 

EVPs: 600,000 Euro 

Pres: 2,000,000 Euro 



Incentive Pay: Promotions as Rewards 

 

• How do we induce the optimal effort when 

we can’t exactly observe output? 

• A promotions tournament is the most 

common option:  

• What are the features of a tournament?  

• What are the drawbacks of a tournament?  



Summary Points on Tournaments 

• It is often hard to measure a person’s 

output, but it may not be so hard to 

measure one person’s success on the job 

relative to another person’s – so we have 

promotions based on ‘relative’ 

performance, not ‘absolute’ output 

(example: grading ‘on the curve’ versus 

using absolute standards of percent of 

scores right vs. wrong).  

 



Summary Points on Tournaments 

• Promotions in a career look very much like a 
tournament.  The tournament would have the 
following features:  
• ‘Prizes’ are fixed in advance: CEO’s and Project Heads are 

paid a certain salary regardless of how hard they work.  
(This is why we pay CEO’s so much in the U.S.)  

• A player receives the winner's or loser's prize not by being 
good or bad, but by being better than, or worse than, the 
other player.  Success is ‘relative,’ not absolute.   

• The greater the ‘spread’ between the winner’s and loser’s 
prizes in the tournament, the greater the effort to win or to 
get the promotion.  



Summary Points on Tournaments 

• Promotions in a career look very much like a 
tournament.  The tournament would have the 
following features:  
• The worker’s effort declines if the probability of promotion 

depends less on effort and more on luck.  (So the firm then 
has to offer a bigger spread to get more effort.) 

• Risk averse people will avoid tournament jobs.  

• After the decision to promote one to VP is made, you have 
two options for the ‘losers’.  You can fire those who don’t 
get promoted, because they will not work hard at all.  Or, 
you can retain them, but recognize that one of the ‘costs’ 
of the tournament is that you will have non-productive 
losers after the game is played. 



 

Extra points 



Should we regulate CEO pay?  

Market Failure 
• The interlocking Board of the company pays their friend, the 

CEO, more than he could earn in the market.  

• It is hard to get data to show that this is true.   

 

Solutions  
• Have shareholders vote on the CEOs pay.  Limit the power of 

the Board of Directors.  

• Set ‘caps’ on CEO pay (the U.S. did this in the 1990s for base 

pay)  

 



Should we regulate CEO pay?  

Externalities 
• In the finance industry, firms are too big to fail, or the failure of 

one bank can spill over to other banks.  Therefore, since 

taxpayers step in and pay the debts of banking firms if banks 

fail, this insurance causes CEOs to take risks that are too big.  

 

Solutions  
• Have shareholders vote on the CEOs pay.  

• Instead of stock options, use stock as incentive pay, to 

increase the downside risk for the CEO.   

• Make vesting periods (before stock can be cashed in) longer, 
or use “claw backs” when “short term successes turn out to be 

long term mistakes.”  

 


