Ideas and Actions for a Better Future

Introduction

Executive pay has become a major concern for
shareholders, employees, and the general public. In
recent years, CEO pay has skyrocketed, while the
companies they lead have experienced modest growth,
no growth, or even negative growth. This has led to a
widespread belief that CEO pay is excessive and that it

is not aligned with performance.

The traditional view of executive compensation is that
it is a reward for performance. However, there is
growing evidence that this view is flawed. Studies have
shown that there is a weak correlation between CEO
pay and company performance. In fact, some studies
have even found that there is a negative correlation

between CEO pay and performance.



There are a number of factors that have contributed to
the rise of excessive CEO pay. One factor is the
increasing power of CEOs. CEOs have become more
powerful in recent years due to a number of factors,
including the globalization of the economy, the rise of
shareholder activism, and the deregulation of the

financial industry.

Another factor that has contributed to the rise of
excessive CEO pay is the lack of transparency in the
executive compensation process. Shareholders often do
not have access to the information they need to make
informed decisions about executive pay. This lack of
transparency makes it difficult for shareholders to hold

CEOs accountable for their pay.

The flawed foundation of executive compensation has
led to a number of problems. One problem is that it has
eroded trust in business. When people see that CEOs

are being paid exorbitant salaries while their



companies are struggling, they lose faith in the fairness

of the system.

Another problem is that it has led to increased
economic inequality. The gap between the rich and the
poor has been growing in recent years, and excessive

CEO pay is a major contributing factor.

The flawed foundation of executive compensation is a
serious problem that needs to be addressed. There are
a number of reforms that can be implemented to fix
the problem, including increasing transparency in the
executive compensation process, giving shareholders
more say in executive pay, and reducing the power of

CEOs.
Chapter 2: The Path to Reform

The path to reforming executive compensation is not
easy. There are a number of powerful interests that are

opposed to change. However, there is a growing



consensus that the current system is broken and that it

needs to be fixed.

One of the most important reforms that can be
implemented is to increase transparency in the
executive compensation process. Shareholders should
have access to the information they need to make
informed decisions about executive pay. This
information should include the CEO's salary, bonus,
and other forms of compensation, as well as the

company's performance.

Another important reform is to give shareholders more
say in executive pay. Shareholders should have the
right to vote on executive pay packages. This would
give shareholders a more direct voice in the executive

compensation process.

Finally, it is important to reduce the power of CEOs.
CEOs have become too powerful in recent years. This
power has allowed them to extract exorbitant pay

packages for themselves, even when their companies
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are not performing well. There are a number of ways
to reduce the power of CEOs, including limiting their
tenure, increasing the size of the board of directors,
and giving shareholders more say in the selection of

the CEO.

The path to reforming executive compensation is not
easy, but it is necessary. By implementing these
reforms, we can create a more fair and equitable
system that rewards performance and aligns executive

pay with the interests of shareholders and employees.



Book Description

Ideas and Actions for a Better Future is a
groundbreaking book that challenges the traditional
view of executive compensation. Drawing on extensive
research, the book argues that the current system of
executive pay is flawed and that it is not aligned with

performance.

The book begins by examining the history of executive
compensation. The author shows how the current
system of executive pay has evolved over time and how
it has become increasingly disconnected from

performance.

The book then goes on to identify the factors that have
contributed to the rise of excessive CEO pay. These
factors include the globalization of the economy, the
rise of shareholder activism, and the deregulation of

the financial industry.



The book also examines the impact of excessive CEO
pay on society. The author shows how excessive CEO
pay has eroded trust in business, increased economic

inequality, and contributed to the financial crisis.

Finally, the book offers a number of reforms that can
be implemented to fix the problem of excessive CEO
pay. These reforms include increasing transparency in
the executive compensation process, giving
shareholders more say in executive pay, and reducing

the power of CEOs.

Ideas and Actions for a Better Future is a must-read
for anyone who is interested in the issue of executive
compensation. The book provides a clear and concise
analysis of the problem and offers a number of

practical solutions.
About the Author

Pasquale De Marco is a leading expert on executive

compensation. He has written extensively on the topic



and has advised governments and corporations on how

to reform executive pay.



Chapter 1: The Flawed Foundation

Executive Pay: A Brief History

Executive pay has been a controversial topic for
decades. In recent years, CEO pay has skyrocketed,
while the companies they lead have experienced
modest growth, no growth, or even negative growth.
This has led to a widespread belief that CEO pay is

excessive and that it is not aligned with performance.

The history of executive pay can be traced back to the
early days of capitalism. In the 19th century, the United
States experienced a period of rapid economic growth.
This growth was fueled by the rise of new industries,
such as railroads, steel, and oil. The leaders of these

companies were often paid large salaries and bonuses.

In the 20th century, the trend towards higher executive
pay continued. This was due in part to the rise of the
modern corporation. Corporations are complex

organizations that are owned by thousands of
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shareholders. The CEOs of these corporations are
responsible for managing the company's operations
and making decisions that affect the company's

performance.

As the size and complexity of corporations grew, so did
the pay of CEOs. In the 1980s, the gap between CEO pay
and the pay of average workers began to widen. This

gap has continued to widen in recent years.

Today, the average CEO of a large company earns more
than 300 times the pay of the average worker. This gap
is even wider at some companies. For example, the CEO
of Apple, Tim Cook, earned $98.7 million in 2021. This
is more than 1,400 times the pay of the average Apple

employee.

The rise of excessive executive pay has been a major
concern for shareholders, employees, and the general
public. In recent years, there have been a number of
proposals to reform executive pay. These proposals

include increasing transparency in the executive
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compensation process, giving shareholders more say in

executive pay, and reducing the power of CEOs.

It remains to be seen whether these reforms will be
successful in addressing the problem of excessive
executive pay. However, it is clear that the current

system is flawed and that it needs to be fixed.

11



Chapter 1: The Flawed Foundation

The Rise of the Superstar CEO

In recent years, there has been a growing trend
towards the rise of the superstar CEO. These are CEOs
who are seen as being exceptional leaders and who are
often paid exorbitant salaries. The rise of the superstar

CEO is a major concern for a number of reasons.

First, the rise of the superstar CEO has led to a
widening pay gap between CEOs and their employees.
In the United States, the average CEO now earns over
300 times more than the average worker. This pay gap
is not only unfair, but it is also unsustainable. It is
difficult to justify paying one person so much more
than everyone else, especially when the company's
performance is not significantly better than its

competitors.

Second, the rise of the superstar CEO has led to a

decline in corporate governance. Superstar CEOs often
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have a lot of power and influence within their
companies. This power can be used to suppress dissent
and to silence critics. As a result, superstar CEOs are

often able to avoid accountability for their actions.

Third, the rise of the superstar CEO has led to a loss of
faith in the free market. When people see that CEOs are
being paid exorbitant salaries while their companies
are struggling, they lose faith in the fairness of the
system. This loss of faith can lead to social unrest and

political instability.

The rise of the superstar CEO is a serious problem that
needs to be addressed. There are a number of reforms
that can be implemented to fix the problem, including
increasing transparency in the executive compensation
process, giving shareholders more say in executive pay,

and reducing the power of CEOs.

By implementing these reforms, we can create a more

fair and equitable system that rewards performance
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and aligns executive pay with the interests of

shareholders and employees.
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Chapter 1: The Flawed Foundation

The Agency Problem

The agency problem is a conflict of interest that arises
when one party (the agent) is hired to act on behalf of
another party (the principal). The agent is supposed to
act in the best interests of the principal, but they may
have their own interests that conflict with the

principal’s interests.

In the case of executive compensation, the agent is the
CEO and the principal is the shareholders. The CEO is
supposed to act in the best interests of the
shareholders, but they may have their own interests
that conflict with the shareholders' interests. For
example, the CEO may be more interested in
maximizing their own pay than in maximizing the

company's profits.

The agency problem can lead to a number of problems,
including:
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e Excessive executive pay: CEOs may be able to
negotiate excessive pay packages for themselves,
even when the company is not performing well.

e Short-term decision-making: CEOs may make
decisions that are in their own best interests,
even if they are not in the best interests of the
company. For example, a CEO may sell off a
profitable division of the company in order to
boost the stock price in the short term, even
though it will hurt the company in the long term.

e Lack of accountability: CEOs may not be held
accountable for their actions, even if they make
decisions that hurt the company. This is because
boards of directors are often dominated by the

CEO's friends and allies.

The agency problem is a serious problem that can lead
to a number of negative consequences for
shareholders. There are a number of things that can be

done to address the agency problem, including:

16



e Increasing transparency: Shareholders should
have more information about executive pay and
the decision-making process of the board of
directors.

e Giving shareholders more say: Shareholders
should have more say in the election of board
members and the approval of executive pay
packages.

e Reducing the power of CEOs: CEOs should have
less power over the board of directors and the

company's decision-making process.

By addressing the agency problem, we can create a
more fair and equitable system of executive
compensation that aligns the interests of CEOs with the

interests of shareholders.
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This extract presents the opening three

sections of the first chapter.

Discover the complete 10 chapters and
50 sections by purchasing the book,

now available in various formats.
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This extract presents the opening three

sections of the first chapter.

Discover the complete 10 chapters and
50 sections by purchasing the book,

now available in various formats.
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