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been the businessman and the business cycle.
Each has had either two or three "strategies."
For the former there have been different types of
investment alternatives; for the latter there have
been different cycle phases. Indeed, the in-
difference probabilities calculated by the busi-
nessman for depression, recession, and pros-
perity have an exact parallel in game theory.
Those probabilities constitute what would be
known as the "business cycle probabilities" —
namely, the percentage of the time that the
business cycle should provide each of its phases
in a random manner to hold the businessman's
gains down to a minimum.

Can it be said, then, that our method for
deciding on the capital budget marks an exten-
sion of game theory concepts to the field of
business and economics? In the strictest sense,
the answer must be no. Ours is not a rigorous
game — it does not meet all the conditions
requisite for such a game:

e In game theory proper, the opposing players
are assumed to be completely selfish and intelli-
gent. Charity and stupidity are unknown to either.
Clearly the business cycle, however malevolent it
may sometimes seem, does not meet these require-
ments. It is as impersonal as nature. In fact, what
we really are doing in problems like ours is playing
games with nature. Thus the indifEerence prob-
abilities in our last matrix are actually nature's
probabilities. They tell us that, if nature were
malevolent, it could minimize its "losses" to the
businessman by providing depression, recession,
and prosperity, in a random manner, 43%, 24%,
and 33% of the time, respectively.

C If the businessman were confronting an op-
ponent who could maximize gains and minimize
losses by a deliberate choice of strategies, then
there would be additional calculations to make
and prohibitions to observe. For example, in order
to keep a selfish and intelligent antaoonist from
guessing what he might do and benefiting by the
knowledge, the businessman might have to figure
out several strategies for himself and then use
them randomly. Thus, again in our last matrix,
the husiiiessman's odds are such that he should in-
vest in government bonds, other securities, and the
Y B/D refinery, in a random manner, 90%, 2%,
and 8% of the time, respectively. Otherwise,
faced with a malevolent nature, he would fail to
maximize his gains.

" John von Neumann and Oscar Morgenstcrn. Theory
of Games and Economic Behavior (Princeton, Princeton
University Press, 1944); J. C. C. McKinsev. Jntroditction
to Theory of Games (New York, McGraw-Hill Book Com-

C It takes some stretching to make a choice of
strategies out of a range of possibilities, yet a range
of possibilities is all we can get out of nature (as
contrasted with a willful opponent); and in the
case of some business problems we cannot even
get that. Moreover, nature, alias the business cycle,
may have some strategies on the matrix that no
sensible antagonist would use at all because un-
der all conditions other strategies would give him
higher gains or lower payoffs.

Consequently, our games with nature are not
of the "purer," more rigorous type. Our version
represents a departure by virtue of recognizing
four additional facts: (i) nature is not malevo-
lent; (2) the odds of a malevolent nature are
really the indifference probabilities of the busi-
nessman with respect to his alternative courses
of action; (3) any time the estimated odds of
nature's strategics differ from the businessman's
indifference odds, there is a best strategy for the
businessman; and (4) this best strategy, as well
as the degree of its "bestness," depends on the
relationship between the estimated and indiffer-
ence odds.

However, any readers who are interested in
further pursuing the rules of game theory proper
can do so handily by consulting J. D. Williams,
The Compleat Strategyst (New York, McGraw-
Hill Book Company, Inc., 1954). Anyone who
can add and subtract can follow this pleasant
and often humorous exposition, whereas most
other books on the subject call for more ad-
vanced mathematical learning.^

Other Economic "Games"
If capital budgeting can only borrow from

game theory but not take it over in its entirety,
what about any other business applications? It
should be possible to find in the businessman's
competitive world a variety of situations that
resemble orthodox games — i.e., where the op-
ponents are not noted for their charity toward
each other.

The existence of many such parallels is ob-
vious, but unfortunately game theory in its
present state of development is not far enough
advanced to handle most of them. (Originated
by von Neumann, the theory first achieved a
wide audience when he and Morgenstern pub-
lished their book in 1944.*) Thus, game theory

pany, Inc., 1952); David Blackwell and M. A. Girshick,
Theory of Games and Statistical Decisions (New York,
John Wiley & Sons, Inc., 1954).

* See footnote 3.



still does not deal effectively with situations
where there are more than two players or where
the loser's losses and the winner's gains do not
cancel out. For example:

e The most common realistic game cited in eco-
nomic literature is a duopolistic (two-seller) situa-
tion in which each of the duopolists has alternative
strategies and seeks the strategy that will maxi-
mize his profits.* '̂ This may be a realistic example,
but it is certainly one of limited existence. The
businessman may not have a large numher of com-
petitors, hut he usually has at least several. How-
ever, to consider several competitors plunges us
into games involving more than two players, and
here the theory as it now stands leaves much to
he desired.

C Another possible realistic game on the two-
person level is where the opponents are the husi-
nessman and the trade union. But this sort of
game is likely to be one in which the solution may
harm or benefit both players, or harm one player
more than it benefits the other. This throws us
into games with a non-zero-sum payofF, where the
theory again leaves much to be desired.

To say that game theory, in its more rigorous
sense, still has no significant business applica-
tions does not of course mean that claims for
its potential have been exaggerated. The day
of orthodox game theory may well be on its way,

= See L. Hurwicz, "The Theory of Economic Behavior,"
in George J. Stigler and Kenneth E. Boulding (editors),
A.E.A. Readings in Price Theory (Chicago, Richard D.
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just as the day of linear programing has already
arrived in some measure.^ Meanwhile, business-
men may wish to acquaint themselves with the
theory and be on the watch for any practical
uses it may have.

Conclusion

To summarize briefly, we have seen that fore-
casting can result in a negative contribution to
capital budget decisions unless it goes further
than merely providing a single most probable
prediction. Without an estimated probability
coefficient for the forecast, plus knowledge of
the payoffs for the company's alternative invest-
ments and calculation of indifference probabili-
ties, the best decision on the capital hudget can-
not be reached.

Even with these aids the best decision cannot
be known for certain, but the margin of error
may be substantially reduced, and the business-
man can tell just how far off his forecast may
be before it leads him to the wrong decision.
It is in assessing this margin of error, along
with the necessarily quantitative statement of
alternative payoffs, that some of the concepts
of game theory make their particular contribu-
tion to the problem.

Irwin, Inc., 1952), Vol. VI.
" See Alexander Henderson and Robert Schlaifer, op.

cit. (footnote i).

THE enthusiasts declare that in twenty-five years most managerial decisions will
be made by statistical procedures. The skeptics counter with the thought that,

if the time ever comes when management judgment is no longer at a premium, all
business will run along at a humdrum level. And they point out that in such
event while there may be fewer failures, there will be fewer successes. . . .

The advantaae of Statistical Decision Making is not that it actually makes deci-
sions Someone^till has to set the objectives. Someone still has to decide whether
the answer that is produced should he translated into action. Thus, there may be
market reasons why one warehouse can he understocked and another should carry
surplus for contingencies or labor reasons why certain machines ought not to be
scheduled for two shifts, or tax reasons why huilding a new plant should be post-
poned to next year when the outlay would be greater - reasons only in the ]udg-

ment of management. . . . , , , . 1 • 1
What all the new statistical tools do provide - or should provide - is a clearer

picture of the odds against or for a particular move, so it can be made or not
made with eyes open to what is involved in the form both of rewards and of con-
sequences. And, if the decision is to go ahead and make the move, then it can be
done with more intelligent attention to what is needed to bring it off successfully.
That is quite a different thing from letting the statistics dictate the decisions.
"The New Techniques of Statistical Decision Making," Acme Reporter, Jan. 1955.

New York, Association of Consulting Management Engineers, Inc.



The pattern of top-management compensation
(salary, bonus, and deferred payments) changes
from year-to-year, varies between industries,
and shows differentials reflecting company
size (sales, profits, and so on). To measure
and analyze these factors, here is our second .

ANNUAL REPORT

on Executive Compensation

By Arch Patton

As part of a continuing study of executive moti-
vation, the staff of McKinsey & Company, manage-
ment consultants, has recently completed this sec-
ond annual survey of top-management take-home
pay, based on the 1955 compensation data of 606
companies filed with the Securities and Exchange
Commission. The following report represents a
summary of the detailed findings for 18 major
industries, prepared especially for the HARVARD
BUSINESS REVIEW. For comparison and further
information see the report of last year's survey by
McKinsey & Company.^

— The Editors

Top-executive compensation was up sharply
last year. A study-covering approximately half
of the companies listed on the New York Stock
Exchange shows that 50% of the chief execu-
tives received larger pay checks in 1955 than
they did the year before. Only 15% of the top
executives were paid less than in 1954, and
35% received the same remuneration.

The average increase of the entire presi-
dential group was 6.3%.

The power behind the upward surge of top-
management compensation is readily identifi-

^ Arch Patton, "Industry Patterns of Executive Com-
pensation," HBR September-October 1955, p. 121.
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able. Sales of the 606 companies studied were
up an average of 15%, and profits jumped
34%. When noses are counted, 80% of the
companies show sales gains, and 70% show
profit increases.

Since approximately half of the listed com-
panies have profit-based executive bonus plans,
such a substantial improvement in earnings nec-
essarily results in higher compensation for a
large segment of management.

Objectives

Readers familiar with last year's report will
recognize that the objectives of this compensa-
tion survey are:

1. To focus attention on top-management com-
pensation differentials which result from
company size.

2. To point up the compensation differences
between industries.

3. To measure year-to-year changes in com-
pensation.

There are four major yardsticks for measur-
ing company size as it affects the scope of a top
executive's job — sales, profits, invested capital,
and payrolls. Sales and one other are adequate
for this limited study of compensation relation-



ships. Last year sales and invested capital were
used; this year, for possible comparison, sales
and profits are used.

Industry Differences
Industries reporting above-average compensa-

tion increases to their chief executives were
generally among the biggest sales and profit
gainers, while the smallest compensation in-
creases tended to go to the top managements of
industries with the poorest sales and profit
records. Interestingly enough, every industry
showed an over-all improvement in sales and
profits, and only one of them — the electrical
equipment industry — reported an actual de-
cline in the average compensation paid to the
president.

The over-all results for 18 key industries are
summarized in EXHIBIT I.

EXHIBIT I. SUMMARY OF RESULTS IN I 8 KEY IN-
DUSTRIES

Industry

Airlines and
Aircraft

Automotive
Building Materials
Chemicals
Drugs and

Cosmetics
Electrical

Equipment
Food
Heavy Machinery
Light Machinery
Metal Mining
Paper and

Paperboard
Petroleum
Railroads
Retail Trade
Ruhhcr
Steel and Iron
Textiles
Utilities

Average per cent

Chief
executive's

compensation

15.0%
10.0

5-9
6.8

4.4

(2.2)'
I . O

2 . 5
4 . 0

7-7
4.9
1.8
9 9

15.9
17.4

8 .2

3-3

increase.

Industry
sales

5%
2 7
2 1
18

2 1

5
5
5

1 5
4 0

1 3
XI

8
8

25
40
2 0
1 2

7955 over 1954

Industry
profits

1 4 %

74
47
43

35

1 3
1 5
36
3 1

67

2 4

1 3
2 7
18
9 1

136
7 2

• Decrease.

Industries reporting generally above-average
increases in the 1955 compensation of their
chief executives include: aircraft and air trans-
port, automotive, paper and paperboard, retail
trade rubber, steel and iron, and textiles.
Below-average top-executive compensation in-
creases on the same basis were reported by the
following industries: drugs and cosmetics, elec-
trical equipment (decrease), food, heavy ma-
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chinery, light machinery, petroleum and natural
gas, railroads, and utilities.

High and Low

The broken line on the industry compensa-
tion charts on subsequent pages is a mathemat-
ically fitted average of chief-executive compen-
sation in the 18 industries included in the sur-
vey. By comparing this broken line with the
heavy black line on the charts showing the com-
pensation trend in the particular industry, it is
possible to determine those industries that pay
above-average or below-average compensation to
their chief executives at the various size levels
(sales and profits).

When analyzed in this light, generally above-
average compensation last year was paid to
top executives in these industries: automotive,
drugs and cosmetics, light machinery, retail
trade, steel and iron, and textiles. At the other
extreme, generally below-average compensation
was paid by the following industries: aircraft
and air transport, food, petroleum and natural
gas, railroads, and utilities.

There is a tendency for industries reporting
the biggest compensation increases to their chief
executives to maintain an above-average level
of compensation. These same industries also
tend to show above-average profit gains in 1955.
It would be interesting to know the part execu-
tive incentive compensation plays in determin-
ing this pattern.

Size Levels
The relative level of total compensation paid

chief executives in all 18 industries, at several
size levels, is indicated by EXHIBITS II and in.
EXHIBIT II shows the compensation paid at
three sales levels, while EXHIBIT HI tabulates
compensation at three profit levels.

These exhibits, as well as the industry charts
which follow, clearly indicate that a number of
industries switch from above-average to below-
average compensation, or vice versa, depending
on the size level involved. For example, on the
basis of net profits, the larger companies in the
steel industry pay their chief executive well
above the i8-industry average, while the smaller
companies tend to pay less than the industry-
wide average.

Other Top Positions
When other top management positions were

ranked in order of compensation, they showed
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EXHIBIT II. COMPENSATION OF CHIEF EXECUTIVES

IN 1 8 INDUSTRIES AT VARYINC SALES LEVELS
EXHIBIT III. COMPENSATION OF CHIEF EXECUTIVES

IN I 8 INDUSTRIES AT VARYINC PROFIT LEVELS

Industry

Airlines and
Aircraft

Automotive
Building Materials
Chemicals
Drugs and

Cosmetics
Electrical

Equipment
Food
Heavy Machinery
Light Machinery
Metal Mining
Paper and

Paperboard
Petroleum
Railroads
Retail Trade
Rubber
Steel and Iron
Textiles
Utilities

$30 million

$54,000

58,000

62,000

65,000

74,000

63,000
58,000
58,000
65,000
63,000

64,000
58,000
50,000

63,000
50,000

58,000
53,000
44,000

Net Sales

$100 million

$ 76,000
88,000
90,000

94,000

105,000

81,000

74,000

88,000
95,000
87,000

86,000
78,000
70,000

87,000
82,000
94,000
92,000

72,000

$500 million

$120,000

154,000

150,000

153,000

160,000

11 5,000

101,000

152,000

160,000

135,000

124,000

120,000

108,000

131,000

160,000

180,000

192,000

135,000

Itidititry

Airlines and
Aircraft

Automotive
Building Materials
Chemicals
Drugs and

Cosmetics
Electrical

Equipment
Food
Heavy Machinery
Light Machinery
Metal Mining
Paper and

Paperboard
Petroleum
Railroads
Retail Trade
Rubber
Steel and Iron
Textiles
Utilities

$3 million

$72,000

87,000

76,000

71,000

86,000

81,000

70,000

76,000
80,000

52,000

68,000
51,000

62,000

86,000
78,000

66,000

90,000

36,000

Net Profits

$10 million

$100,000

129,000

88,000
100,000

110,000

113,000

100,000

107,000

123,000

80,000

95,000

72,000

75,000

130,000

122,000

108,000
135,000

60,000

540 million .

-^ — tiy
Of

$141,000

200,000 ih"

104,000 *]
150,000

150,000

167,000
149,000
152,000 1
195,000
130,000

137,000
I 10,000

95,000
210,000

205,000 '
188,000
210,000

110,000 1

the following relationship to the chief execu-
tive in 1955:

No. 2. executive
No. 3. executive
No. 4. executive

72% of the top job
59% of the top job
52% of the top job

This relationship varies widely by industry.
In metal mining and in retailing, for example,
the No. 2 job is paid 81% and 80% respectively
of the top position. The railroads, on the other
hand, pay their No. 2 men an average of only
54% of the chief executives' compensation —
and the top job is also on the low side by in-
dustry standards.

Deferred Compensation

The development of deferred compensation
as a major device among top executives is indi-
cated by this study. Some form of deferred pay-
ment to key executives was reported by 114
companies, or 17% of the total.

Some industries made greater use of de-
ferred compensation than others. For example,
nearly 50% of the department stores reported
deferred payments. Other important users in-
clude the rubber, steel, and textile industries.
By and large, deferred compensation is most
widely used among large companies, whose ex-
ecutives are highest paid and hence most heavily
penalized by the graduated income tax. An
earlier study of the 100 largest manufacturing

companies, conducted by our firm, indicated
that 40% of these companies made deferred
payments to top management.

Stock options are also widely used, with 47%
of the 606 companies in this survey reporting
options held by some executives.

In general, to get a fair comparison among
industries, it is necessary to include deferred
payments; failure to do so would risk a major
distortion in many cases.

Industry Charts & Data

On the following pages are charts showing
the relationship between the chief executives'
compensation (salary, bonus, and deferred com-
pensation) and company sales and profits in 18
major industries.

The compensation changes occurring in 1955
are summarized, as are changes in sales and
profits. The percentage relationship between
the chief executive and the second, third, and
fourth highest paid executives is also shown,
with the high, low, and median figure given for
comparative purposes.

Each chart has a solid line, which is mathe-
matically fitted to the dots representing the
compensation of individual company chief exec-
utives. The broken line, similarly computed,
measures the chief executives' compensation in
all 606 companies covered by the survey.



AIRLINE AND AIRCRAFT MANU-
FACTURING INDUSTRY
(Represented by 35 companies)

CHART I . COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET SALES, 1955

lOTAI COIPIItlATIDN
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AUTOMOTIVE AND AUTO ACCES-
SORIES INDUSTRY

(Represented by 42 manufacturers)

CHART 3. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET SALES, I 9 5 5
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Increases in the compensation of chief ex-
ecutives in this industry far outweighed de-
clines in 1955, with only 3 companies reporting
decreases. One-fourth reported no change. The
average increase was 15%.

Sales were up an average of 5%, with profits
gaining 14%.

The charts indicate that airline top execu-
tives are generally paid less than the chief ex-
ecutives of aircraft manufacturers.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

Median

2nd highest paid executive 7 1 %
3rd highest paid executive 61
4th highest paid executive 51

High
100%

96
73

Low
29%
27
22

CHART 2. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET PROFITS, 1955
lOTlL COMPIHStllOH

at daltiil )
1,000

Increases in the compensation of chief exec-
utives was double the number of decreases, with
approximately 30% of the companies reporting
no change. The average increase was 10%.

Sales in the industry increased 27%, while
net profits showed a 74% gain.

The chief executives of automobile manufac-
turing companies tend to be paid at a somewhat
higher rate than the presidents of accessory
manufacturers.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd
3rd
4 th

highest
highest
highest

paid
paid
paid

executive
executive
executive

Median
7 3 %
57
54

High
100%

94
88

Low

3 4 %
33
2 7

CHART 4. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET PROFITS, I 9 5 5
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BUILDING MATERIALS INDUSTRY
(Represented by 29 of the largest companies)

CHART 5. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, I 95 5
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Approximately half of the companies reported
increases in the compensation of the chief ex-
ecutive. Only I company reported a decrease,
and 14 indicated no change. The average com-
pensation increase was 5.9%.

Sales increased an average of 21% and
yielded a 47% profit increase.

This industry shows approximately average
presidential compensation.

The 1955 compensation of other top execu-
tives in the building materials industry showed
the following percentage relationship to that
paid the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

CHART 6. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, I 9 5 5

CHEMICAL INDUSTRY
(Represented by 37 leading manufacturers)

CHART 7. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, I 95 5
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Increases in the compensation of chief exec-
utives in this industry outweighed decreases by
3 to I. Almost half of the companies reported
no change. The average increase was 6.8%.

Sales in the industry showed an average in-
crease of 18%, while profits gained 43%.

The chemical industry pays its chief execu-
tives slightly more than the industry average
where sales are concerned, slightly less in terms
of profits.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

Median
67%
57
5 0

High
100%

9 0

67

Lou-
45%
34
3 0

2nd
3rd
4 th

highest
highest
highest

paid
paid
paid

executive
executive
executive

Median
77%
6 0

59

High
100%

1 0 0

92

Low
4 9 %
44
32

CHART 8. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, I 9 5 5
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DRUG AND COSMETIC INDUSTRY

(Represented by 19 leading companies)

CHART 9. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET SALES, I 95 5I O T * l COMPIHSJITIOH
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Approximately half of the companies re-
ported no change in the compensation of their
chief executive officer in 1955. Among the re-
maining companies, increases outweighed de-
creases by slightly more than 3 to i. The aver-
age increase was 4.4%.

Sales increased by an average of 2 1 % , while
profits showed a 35% advance.

The compensation of chief executives in this
industry is above average in general.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

Median High Low
7 5 % 100% 44%
61 85 36
59 84 34
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ELECTRICAL EQUIPMENT
INDUSTRY

(Represented by 36 leading companies)

101*1
( II I h t i

»• COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, I955
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Increases in the compensation of chief exec-
utives in this industry approximately equalled
the number of declines. One-fourth of the com-
panies reported no change. The average com-
pensation of chief executives dropped 2.2%.

Sales increased by an average of 5%, while
profits increased 13%.

The medium-size and smaller companies in
the industry paid their presidents somewhat
above the industry average.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

Median
7 1 %

56
48

High
100%

1 0 0

1 0 0

Low

37%
2 4

25

CHART 10. COMPENSATION OF CHIEF EXECUTIVE CHART 12. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, I 9 5 5 OFFICER RELATED TO NET PROFITS, I 9 5 5
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FOOD INDUSTRY
(Represented by 34 leading companies)

HEAVY MACHINERY INDUSTRY
(Represented by 50 of the larger companies)

CHART 13. COMPENSATION OF CHIEF EXECUTIVE CHART 15. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, 1 9 5 5 OFFICER RELATED TO NET SALES, 1955
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Half of the companies in this industry re-
ported no change in the compensation of their
chief executive. In the other half, increases out-
weighed declines 2 to i. The average increase
was less than i %.

Sales were up 5%, and profits increased an
average of 15%.

For the most part, this industry pays chief
executives less than the average company in
the survey.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

CHART 14. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, 1 9 5 5

Increases in the compensation of chief exec-
utives in this industry moderately outweighed
declines. Approximately one-fourth of the com-
panies reported no change. The average in-
crease in the industry was 2.5%.

Sales increased an average of 5 % while
profits gained an average of 36%.

The average compensation of chief executives
in this industry approximates the level of in-
dustry generally.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

Median
7 4 %
61
46

High
100%

9 2

87

Low

3 9 %
37
2 9

2nd
3rd
4th

highest
highest
highest

paid
paid
paid

executive
executive
executive

Median
7 3 %
59
51

High
100%

93
84

Low
11%
32
3 0

CHART 16. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, I 9 5 5
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LIGHT MACHINERY INDUSTRY METAL MINING INDUSTRY
(Represented by 63 companies) (Represented by 22 major companies)

CHART 17. COMPENSATION OF CHIEF EXECUTIVE CHART 19.
OFFICER RELATED TO NET SALES, I955
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Increases in chief executive compensation in
the light machinery industry outweighed de-
creases by 2 to I in 1955. One-third of the
companies reported no change. The average
increase in the industry was 4%.

Sales gained an average of 15%, while profits
rose 3 1 % .

The industry compensation level is moder-
ately above the average.

The 1955 compensation of other top execu-
tives in the light machinery industry showed
the following percentage relationship with the
compensation of the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

CHART 18. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET PROFITS, 1955

Compensation increases among chief execu-
tives in this industry outweighed declines al-
most 3 to I, and only 3 companies reported no
change. The average increase was 5.9%.

Sales gained an average of 40%, with profits
up 67%.

The compensation of chief executives in this
industry is in line with industry generally where
sales are concerned, and is mixed in terms of
profits.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

Median
69%
59
5 0

High
100%

93
81

Low

4 5 %
2 7
25

2nd
3rd
4th

highest
highest
highest

paid
paid
paid

executive
executive
executive

Median
8 1 %
6 1
5 0

High
JOO%
88
77

Low

3 9 %
26
2 5

CHART 20. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET PROFITS, 195 5
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PAPER & PAPERBOARD INDUSTRY
(Represented by 30 leading companies)

PETROLEUM & NATURAL GAS
INDUSTRY

(Represented by 32 leading companies)

CHART 21. COMPENSATION OF CHIEF EXECUTIVE CHART 23. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, 1955 OFFICER RELATED TO NET SALES, 1955
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One-third of the companies in the industry
reported no change in compensation of their
chief executive. In the rest of the industry,
however, increases outweighed decreases 6 to i.
The average increase was 7.7%.

Sales gained an average of 13%, and yielded
a 24% increase in net income.

Compensation of the chief executive in the
paper industry was approximately in line with
industry as a whole.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

CHABT 22. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, 1 9 5 5

Median
75%
64
57

HiRh
100%

89
89

Low
46%
4 1
38
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Increases in the compensation of chief execu-
tives outweighed decreases 5 to i in this indus-
try, with 40% of the companies reporting no
change. The average increase was 4.9%.

Sales gained an average of 11%, while profits
increased 13%.

The compensation of chief executives in this
industry is substantially less relative to profits,
and somewhat less relative to sales, than in
industry as a whole.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd
3rd
4th

highest
highest
highest

paid
paid
paid

executive
executive
executive

Median
76%
58
53

High
97%
80
70

Low
45%
36
2 2

CHART 24. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET PROFITS, 1955
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RAILROAD INDUSTRY
(Represented by 27 leading railroads)

CHART 25. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, I 9 5 5
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RETAIL INDUSTRY
(Represented by 43 chain and department stores)

CHART 27. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET SALES, 1955
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Increases in the compensation of the chief
executive in this industry outweighed declines
3 to I, with 40% of the companies reporting
no change. The average increase was i .8%.

Revenues gained an average of 8%, and
yielded a 27% rise in net profits.

The railroads pay their chief executives much
less than industry in general. This is most
notable among the larger companies, and par-
ticularly where profits are concerned.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

2nd highest paid executive
3rd highest paid executive
4th highest paid executive

Median

54%
48
43

High
90%
75
53

Low
42%
38
38

CHART 26. COMPENSATION OF CHIEF EXECUTIVE

OFFICER RELATED TO NET PROFITS, 1955
COMPtNSlTIOH
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Although half of the companies reported
no change in the compensation of their chief
executives, increases outnumbered decreases io
to I among the remainder of the industry. The
average increase was 9.9%.

Sales gained an average of 8%; profits, 18%.
This industry pays its presidents moderately

ahove the average for industry as a whole. De-
partment stores tend to pay their chief execu-
tives more than do other retail outlets.

The 1955 compensation of other top execu-
tives in this industry compared as follows with
that paid the chief executive:

Median
2nd highest paid executive
3rd highest paid executive
4th highest paid executive

67
64

High
100%

100

100

Low
24%
23
23

CHART 28. COMPENSATION OF CHIEF EXECUTIVE
OFFICER RELATED TO NET PROFITS, 1955
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