
Current Practices
in Executive Compensation

By Arch Patton

INFLATION and taxes have made top man-
agement increasingly aware of the need for
an organized study of executive compensa-

tion, still one of industry's most closely guarded
secrets.

In an effort to shed some factual light on this
obscure subject, the American Management
Association has recently completed what is
probably the most comprehensive executive
compensation survey ever attempted. A total
of 664 individual company records were
studied, including (1) Securities and Exchange
Commission salary reports for the years 1945,
1948, and 1949 and (2) detailed information
concerning 1949 compensation paid to key
policy-making executives by AMA members
responding to a questionnaire.

The full details of this survey naturally are
restricted to AMA members.^ However, be-
cause of the possible contribution of the find-
ings to top managements' understanding of the
problems involved in compensating their execu-
tives, Lawrence A. Appley, President of the
AMA, has permitted the writer (who acted
as AMA's consultant on the survey) to present
some of the broader data to readers of the
HARVARD BUSINESS REVIEW.

To the extent that conclusions are reached,
they of course represent the personal opinions
of the author, and as such are based on his
experience and general observation as well as
a careful consideration of the facts in hand.
For the most part, however, the factual mate-
rial is permitted to speak for itself.

^ Available to the presidents of AMA company members
only.

Procedure

To be effective, any broad salary survey must,
in a general way, meet three basic require-
ments: (1) provide some means of measuring a
company's over-all executive salary level, both
by industry and by size of company; (2) meas-
ure the salary differential between the several
echelons of responsibility within a company;
and (3) offer some yardstick of the adequacy of
compensation for a specific responsibility. In
an effort to meet these three objectives in the
AMA survey, the following procedure was
followed:

To obtain data on over-all levels, a list of
411 companies, representing a good cross sec-
tion both by industry and by size, was selected
from the SEC annual salary reports. These
companies were then classified in 22 major in-
dustry categories. Next, they were broken
down into three profit categories for each of
the three years, 1945, 1948, and 1949: (1) under
$2,000,000, (2) $2,000,000 to $7,000,000, and
(3) over $7,000,000. To provide greater accu-
racy in using these salary figures as "fixes" upon
which projections could be made, an additional
breakdown into five profit levels was used for
the year 1949 only: (1) under $500,000, (2)
$500,000 to $2,000,000, (3) $2,000,000 to
$7,000,000, (4) $7,000,000 to $15,000,000, and
(5) over $15,000,000.

It was found that a careful organizing of the
same SEC data made it possible to measure in
a broad way the compensation differential be-
tween general echelons of responsibility. For
example, since SEC salary reports show the
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three highest paid executive jobs in each com-
pany separately, we were already provided with
three responsibility levels. Then, by eliminat-
ing from the director's group the three highest
paid men and also the "outside" directors, an
average salary for the remaining director-
oflicers could be established. Finally, the com-
pensation of nondirector officers could be aver-
aged. (The compensation figures used in this
part of the survey, it should be noted, are totals
of the three separate forms of compensation
given by the SEC data: salary, bonus, and any
insurance premiums paid by the company for
the benefit of the executive.)

Against this background, the detailed infor-
mation provided by the responses of 253 mem-
bers to the AMA salary questionnaire was used
to study compensation for specific responsibil-
ity, in terms of the following 12 jobs: (1) chair-
man of the board, (2) president, (3) executive
vice president, (4) top marketing executive, (5)
top advertising executive, (6) general sales man-
ager, (7) top production executive, (8) top en-
gineering executive, (9) top purchasing execu-
tive, (10) top industrial relations executive,
(11) controller, and (12) treasurer. For this
part of the study, applying solely to the year
1949, four company profit classifications were
used: (1) under $500,000, (2) $500,000 to
$2,000,000, (3) $2,000,000 to $7,000,000 and
(4) over $7,000,000.

Over-All Levels
The two major architects of the patterns of

executive compensation are (1) the profitability
of the company and (2) the industry in which
the company operates. This is clearly shown
in EXHIBIT I which compares the 1949 compen-
sation of one of the below-average salaried in-
dustries with that of one of the higher salaried
industries.

As between Industries. The compensation of
executives in the higher salaried industry
ranges from about equal to that in the lower
salaried industry to nearly four times as great
in some classifications. Similar variations occur
in other industries.

It will be noted that the salary spread be-
tween executives running the largest profit com-
panies and those running the smallest profit
companies in the lower salaried industry is
considerably less than is found in the higher

salaried industry. There is a tendency for this
pattern to be duplicated in other comparisons
between low-salaried and high-salaried indus-
tries.

It is significant that the profit margin of the
industry as a whole is no direct key to the com-
pensation level of its executives. For example,
five industries studied that paid their execu-
tives above-average salaries had 1949 profit
margins as follows:

Steel and iron
Textile
Auto and truck
Retail chains
Department stores

7-3%
6.4
5-3
3.6
34

On the other hand, five industries whose ex-
ecutive compensation level was below the aver-
age had these profit margins:

Public utilities 14.2%
Petroleum and

natural gas 10.8
Nonferrous metal

mining 9.9
Heavy machinery 9.0
Groceries: canned

and miscellaneous 4.5

With the single exception of the grocery indus-
try, all these below-average industries showed
a higher return on sales in 1949 than any of the
above-average industries cited.

Listing the above-average and below-average
industries itself suggests the most likely expla-
nation of why salaries are higher in some indus-
tries than in others. The above-average indus-
tries are creatively competitive. Thus retail
chains and department stores require creative
merchandising minds, and automobile and tex-
tile manufacturers need creative design and
manufacturing minds.

On the other hand, the below-average indus-
tries are for the most part basic industries
involving relatively slow technological develop-
ment. Competitive ability is of necessity more
restricted in these industries; hence the demand
for creative manpower is less intense. This
would naturally result in a lower salary level.
Another possibility is that the lower salaried
industries may offer greater job security (a
factor not covered by the survey) as a partial
substitute for higher salaries.
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As between Companies. But within an indus-
try the profit level of the individual company
is by far the most important determinant of
executive compensation. This is clearly shown
by the almost geometric advance of executive
salaries as corporate profits increase in EXHIBIT
I. The same general pattern is found in every

the salaries of their executives during the next
four years. These salary increases, however,
reflected advances in profits that put the com-
panies in the $2 million to $7 million profit
group, or higher. Thus, a little better than one
in four of the companies that earned under
$2 million in 1945 earned sufficiently more in

EXHIBIT I. COMPARISON OF EXECUTIVE COMPENSATION IN TWO INDUSTRIES, FOR COMPANIES
AT FIVE PROFIT LEVELS, 1949

Executive

President
Second Highest Paid ,
Third Highest Paid
Director-Officers
Nondirector-Officers

President
Second Highest Paid
Third Highest Paid
Director-Officers
Nondirector-Officers

Under
fS00,000

An Industry
$19,300

9,100
8,100
None
6,600

An Industry
$40,100
30,100
30,100
21,800
14,000

?S00,000
to

?B,000,000
with Below-Average

$36,400
28,400
24,700
17,100
8,500

with Above-Average
$43,700

26,900
22,900
18400
14,600

^2,000,000
to

$7,000,000
Compensation

$49,000
37,400
24,900
16,700
12,400

Compensation
1108,900

70,200
48,800
34,200
18,600

$7,000,000
to

$15,000,000

$68,600
50,100
33,600
29,700
20,900

$123,900
69,500
49,100
29,400
31400

Over
$15,000,000

$81,600
69,500
54,900
32,600
25,300

$232,700
136,900
134,200
113,100
59,000

industry that was studied. That this is more
than a matter of size of company measured by
sales volume is shown by the fact, discussed in
more detail later, that the rate of profit as a
percentage of sales is also distinctly higher for
the companies with larger dollar earnings.

The primary importance of company profits
in determining executive compensation is fur-
ther indicated by a comparison of salary figures
for separate years. Companies whose profits
averaged under $2 million and between $2 mil-
lion and $7 million paid their executives ap-
proximately the same salaries in all three years
— 1945, 1948, and 1949. EXHIBIT II, showing
the salaries paid by companies earning under
$2 million in these three years, will suffice to
make the point.

To be sure, many companies that earned un-
der $2 million in 1945 substantially increased

EXHIBIT II. COMPARISON OF EXECUTIVE COMPENSATION
IN COMPANIES WITH PROFITS UNDER $2,000,000 FOR

THE THREE YEARS 1945, 1948, 1949

Executive
President
Second Highest Paid *
Third Highest Paid
Director-Officers
Nondirector-Officers

IQ4S
$51,600

36,600
27,700
23,100
13,200

11)48
$51,100

38,700
29,000
24,600
14,800

1949.
$51,900

37,800
29,300
24,500
16,000

* Includes chairman of tbe board, even though occasion-
ally be is paid more than the president.

1949 to move into a higher profit category, pre-
sumably increasing the salaries of their execu-
tives accordingly. But the significant point is
that those companies remaining in the under
$2 million profit group maintained the same
average salaries for their executive responsi-
bilities during the entire period.

This stability can hardly help but create a
management problem of some magnitude. It
is likely that, during these years, hourly wages
have gone up, with commensurate salary in-
creases in the lower echelons of management.
But the men who carry most of the responsi-
bility see company profits being cut by this
simple fact alone, which means their own sala-
ries cannot be increased. In addition, tax laws
now becoming effective might actually reduce
the executives' "take home" from the un-
changed compensation.

Broadly speaking, this survey points to a
basic principle of compensation that is fre-
quently overlooked: salary increases can only
come from profit increases. Only after execu-
tives have increased the profits of their com-
pany can they anticipate higher salaries. It
does not appear to be a question of which came
first, the chicken or the egg. The profit appar-
ently must come first.

This is one of the strongest arguments for
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an incentive bonus method of compensation
for executives. To be sure, the executive can
anticipate that higher profits will mean a higher
salary. But the incentive bonus has two advan-
tages: (l) If the profit increase is not perma-
nent, the basic salary load is not increased; and
(2) the bonus dramatizes the effectiveness of
the short-term contribution to profits among
executives and keeps the value of such con-
tribution constantly before their eyes.

Basically, the compensation paid an executive
covers two phases of his activity: (1) the pay-
ment for his contribution to the long-term
success of his company that results from the job
he holds; and (2) the payment for creative
contribution to the company's profitability on
a short-term basis. Industry has found it diffi-
cult, by means of salary alone, to give the latter
of these two contributions adequate weight.

Presidential Compensation

EXHIBIT III relates presidential compensation
in 1949 to company profits, again demonstrating
the importance of the profit margin factor.
But the fact that presidential salaries are widely
dispersed at any given profit level, so clearly
shown by the scatter in the chart, emphasizes
the fact that the profit level of the individual
companies is determinative primarily within the
industry; hence the great variation when all the
industries are considered together. As a matter
of fact, an even more dramatic way of showing
the wide variation in salary levels between the
different industries is to examine their presi-
dential compensation patterns; the tabulation
in EXHIBIT IV shows a number of industries
paying specific salaries to their presidents in
three basic profit classifications.

EXHIBIT III. PRESIDENT'S COMPENSATION RELATED TO 1949 COMPANY PROFITS
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EXHIBIT IV. NUMBER OF INDUSTRIES PAYING PRESI-
DENTIAL COMPENSATION AT VARIOUS LEVELS IN

THREE PROFIT CLASSIFICATONS

Company
Profit

Classification

Under $2,000,000 <

$Z,000,000 to
$7,000,000

Over .$7,000,000

Presidential
Comt

R
Under

1 35,000 -
45,000 -
55,000 -

Over
Under

65,000 —
75,000-
85,000 —
95,000 -

Over
r Under

90,000 —
110,000 —
130,000 —
150,000 —

Over

ensation
ange
% 35,000

45,000
55,000
65,000
65,000

65,000
75,000
85,000
95,000

110,000
110,000

90,000
110,000
130,000
150.000
170,000
170,000

Number of
Industries
Paying at
This Level

5
1

9
6
1

4
5
4
4
a
2

3
5
4
2

3
5

Variation with Responsibility
As might be expected, the presidential com-

pensation sets the pattern for other levels of
responsibility within a company. Eurthermore,
there is a high degree of uniformity in the rela-
tionship between the lower responsibility eche-
lons and the president in most industries and
regardless of whether the individual company
is a large or small profit producer. The only
important variation occurs among the very
large companies earning over $15 million,
where the second and third highest paid execu-
tives average considerably closer to the presi-
dent's salary than is true of the average of all
industry.

Analysis of SEC compensation figures for the
411 companies covered showed the following
relationship between general levels of respon-
sibility:

President
Second highest paid
Third highest paid
Director-officer
Nondirector-ofEcer

100%

76
59
47
30

Naturally, allowance must be made for ex-
ceptions in individual companies, and even in
some industries there is very wide variation
from these indicated norms. The fact remains
that the relationships noted above have been
found to be a reasonably sound measure of
internal salary relationships.

Compensation of 12 Specific Jobs. Study of
the returns from AMA members covering the
salary paid for 12 top policy-making jobs in
1949 pointed to some interesting conclusions
of prevailing management practice.

The most essential job in any company — if
the number of companies paying somebody to
do this job is used as a yardstick — is that of
production executive. More men were reported
as being paid in the specific capacity of top
production executive than in that of president.

Following in order were presidents, purchas-
ing executives, and treasurers, with over 90%
of the companies paying separately for these
responsibilities. Industrial relations executives
were reported by 809^ of the companies, but
only two thirds paid an advertising executive.
About half of the companies had an executive
vice president, and less than 40^ a chairman of
the board.

There is a strong tendency for subordinate
executives to be paid a salary that is in a rela-
tively fixed relationship to the president's in-
come, whatever earning bracket the company
falls into. EXHIBIT V shows the relationship

EXHIBIT V. PERCENTAGE RELATIONSHIP OF SALARIES
OF T O P PRODUCTION AND T O P INDUSTRIAL RELATIONS
EXECUTIVES TO PRESIDENT'S IN FOUR EARNINGS CATEGORIES

Company Profit Classification

Under $500,000
1500,000 to $2,000,000
.f2,ooo,ooo to 17,000,000
Over 17,000,000

Top Production
Executive

46

43
46

Top Industrial
Relations Executive

2 4 %
26

25
25

between the salary paid the top industrial rela-
tions executive and that paid the top produc-
tion executive, as a per cent of the president's
salary in four earnings classifications.

In other words, there is a tendency for the
average industrial relations executive to receive
approximately 25% of the president's salary,
and the average top production executive to be
paid approximately 45% of the president's
salary whether the president is paid $^0,000 or
$200,000 annually.

It is interesting that there are five executives
whose salaries range between 25% and 35%
of the president's compensation. These are the
top engineering executive, the controller, the
top advertising executive, the top purchasing
executive, and the top industrial relations ex-
ecutive.

mm-'
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Executives whose compensation ranges be-
tween 36% and 45% of the president's pay
check are the top production executive, the
general sales manager, and the treasurer. Only
three responsibilities are paid more than 50%
of the presidential salary, namely, the chair-
man of the board, the executive vice president,
and the top marketing executive.

There are some differences by size of com-
pany profits. For example, the spread between
marketing executives and the president narrows
rather substantially as company earnings in-
crease. This same fact holds true of the treas-
urer. But most other executive posts studied in
this phase of the survey maintain a reasonably
constant relationship to the president's salary.

Nonsalary Compensation

There has been a steady and substantial in-
crease in the payment of bonuses to executives
by the companies filing data with the SEC.
Twice as many companies paid bonuses in
1949 as were making bonus payments in 1945 —
40% of the total compared with 20%. Gains
were substantial at all profit levels, with the
highest earnings category showing the smallest
rate of increase in the number paying bonuses,
mainly because it already included the most
companies so doing in 1945.

Company practice in the matter of bonuses
showed wide variation in detail. A sizable
proportion of the smaller companies paid
bonuses to the chief executive only. Rarely did
subordinate executives in the smallest com-
panies share in the bonus. The larger com-
panies, on the other hand, were much more
liberal with bonus payments to nondirector-
executive groups. The big companies seldom
paid bonuses to the chief executive only.

Bonus payments for the most part were fairly
large. For example, bonuses paid to nondirec-
tor-officers in 1949 ranged between 23% of
salary for companies earning under I2 million
to 37% of salary for companies earning over
$7 million. The presidential bonuses, of course,
were larger, ranging from 54% where a com-
pany's earnings were under I2 million to 84%
of salary where earnings topped $7 million.
Note the obvious relationship between earn-
ing power and size of bonuses in relation to
salary.

An effort was made to determine whether

companies paying bonuses to their executives
as a group showed greater progress over the
years than those that did not pay bonuses.
Although, as might be expected, the point
could not be proved, there were straws that
pointed in this direction. In the first place, con-
tinuous bonus payers between the years 1945
and 1949 reported a one-third greater increase
in net profit between those years than did all
other concerns studied in this survey. The
period under consideration was so short, how-
ever, that coincidence alone could have ma-
terially affected the results.

There was no way of determining from the
SEC reports what proportion of the bonus-
paying companies were using incentive bonuses,
as distinct from profit-sharing or teamwork
bonuses based on salary rather than specific
performance. Unquestionably, all types of
bonus arrangements were involved. There-
fore, the advantage accruing to the use of the
incentive bonus, if any, could not be measured
against the profit-sharing type of bonus.

The use of capital stock as a bonus for ex-
ecutives is comparatively rare. One reason, of
course, is that high personal income taxes make
it difficult for the executive to keep the stock
he receives. (Some companies that do use a
stock bonus set it at 20% or 25% of the total
bonus so that the cash segment of the bonus
can be used to pay taxes.) It may be significant,
however, that the few concerns using the stock
bonus over a period of years are among the
fastest growing, most progressive enterprises in
the country. The latest tax law should prove
beneficial to this type of bonus payment.

We found only a handful of companies offer-
ing their executives a stock bonus with a de-
ferred tax payment feature — in other words,
a stock bonus that would be held in trust for
the executive until retirement or death, at
which time it would become taxable as in-
come. Yet it is known that a number of com-
panies, some of them large, have explored
rather thoroughly the possibilities of such a
deferred stock bonus to the top executive
group; in fact, a few have installed such a plan
within the past few years. Obviously, if this
type of plan could stand up legally, the execu-
tives involved would enjoy a sizable tax saving.
The fact remains that most companies appar-
ently feel that the potential risks are greater
than the potential gain.
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Significance of Compensation

The compensation of officers and directors
amounted to 5.3% of the 1949 net profits for
the companies included in the survey. The
proportion of profits absorbed by compensa-
tion of officers and directors varied widely
among profit groups, as shown in EXHIBIT VI.

EXHIBIT VI. PROPORTION OF COMPANY PROFITS AB-
SORBED BY EXECUTIVE COMPENSATION IN FIVE

PROFIT GROUPS

Company Profit Classification
Under $500,000
$500,000 to 12,000,000
$2,000,000 to $7,000,000
$7,000,000 to $15,000,000
Over $15,000,000

Percentage of
Profit Absorbed

157.0%
26.9

9-5
5-2
2-7

Bear in mind that even the smallest com-
panies measured in the above tabulation are
fairly substantial. For example, the "under
$500,000" group had average 1949 sales of
% 18,000,000 and a profit of better than 1100,000.
The companies earning between $500,000 and
$2,000,000 reported average sales of $44,000,-
000 and average profits of $900,000 in 1949.
Yet the variation between the proportion of net
profit paid to executives is substantial. To be
sure, as companies grow larger, the relatively
fixed number of officers and directors assumes
diminishing importance. But there are indica-
tions that, even after allowing for this fact, the
big companies have a sizable advantage over
their smaller competitors in this regard.

Utilization of Executives. One indication of
this advantage is found in the SEC reporting
form for 1948 and earlier years. Up to 1948,
companies were required to report the num-
ber of executives, in addition to officers and
directors, that were paid over $20,000 annually.

Such data offer an intriguing yardstick of
what might be termed executive utilization. It
is possible to compare a large company with
one only a fraction of its size. For instance,
there was the case of one large company with
a total of 443 officers, director-officers, and ex-
ecutives earning over $20,000 annually. A
much smaller company reported 18 executives
in the same categories. But both these com-
panies required 31/̂  such executives for each
| i million of earnings reported in 1948.

Figures indicating the number of execu-

tives required to produce $1 million of profit
provide some interesting comparisons. One
medium-size company, investigating what
appeared to be a high executive payroll, found
that it had an additional li/^ executives per
$1 million of profit over what competitors of
approximately the same size apparently needed
in their businesses. The cost of carrying this
executive overload, of course, resulted in a rela-
tively smaller net income.

The number of executives per $ 1 million of
net profit, including all officers, director-officers,
and other executives earning over $20,000,
varied substantially by company profit groups
in 1948, as the following classification shows:

Under I2,000,000

$2,000,000 to 17,000,000

Over .f 7,000,000

10.3 executives

3.4 executives

1.5 executives

Thus we find that, to the extent earnings
correspond with size, the large companies show
a substantially greater degree of utilization of
executives than the smaller concerns. This is
even more clearly shown by the scatter chart
in EXHIBIT VII. Again, as in the case of execu-
tive compensation itself, we find that the in-
dustry involved also has a significant bearing
on the number of executives. However, the
variation resulting from this factor alone is con-
siderably less evident than in the case of com-
pensation.

Although comparable data for 1949 are not
available, there is every indication that the
number of executives would show compara-
tively little change from 1948. This is indicated
by a comparison between 1945 and 1948 fig-
ures, which shows a relatively small change —
slightly downward — in each of the profit cate-
gories.

Publicly Owned versus Privately Owned
Companies. It has been the writer's observa-
tion that publicly owned companies pay higher
salaries than privately owned companies for
comparable responsibilities. The salary differ-
ential is substantial, with the available evidence
suggesting that it might run as high as 20%.
There is also reason for believing that privately
owned companies earn a higher net profit on
sales than publicly owned companies. This
appears to be true in all earnings categories
below about $10 million annually.

We did not investigate the reasons why pub-
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licly owned companies pay higher salaries and
earn less on sales than privately owned con-
cerns. However, it would seem logical to sup-
pose that publicly owned companies accept
smaller profit margins to broaden the distribu-
tion of their pioducts and at the same time
spend more on extra man power, particularly of
the staff type. In privately owned businesses,
on the other hand, the owners probably exert
more pressure for immediate income in the
form of dividends; this would not be without
precedent, particularly in the case of second
and third generations of private ownership.
These two factors may combine to explain the
conclusion reached by the writer that publicly
owned companies tend to grow faster than
privately owned companies.

Relation of Profit Margins to Dollar Earn-
ings. The profit margin of companies increases
with their earning power. EXHIBIT VIII shows
the 1949 net profit as a percentage of sales of
the 411 SEC companies by profit groups. The
same trend was noted among the 253 AMA com-
panies answering the salary questionnaire.

There is every indication that 1949 was not
an unusual year in this regard. Earlier years

EXHIBIT VIII. COMPANY NET PROFIT AS PERCENTAGE

OF SALES IN EIVE PROFIT GROUPS, 1949

Percentage
of Sales
0.6%
2.1

4-7
6.1

Company Profit Classification

Under $500,000

$500,000 to $2,000,000

$2,000,000 to $7,000,000

$7,000,000 to $15,000,000

Over $15,000,000 8.1
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show the same general relationship between
company profit and profit margin. For ex-
ample, the profit margin on sales by profit
groups in the years 1945, 1948, and 1949 was
as shown in EXHIBIT IX.

EXHIBIT IX. COMPANY N E T PROFIT AS PERCENTAGE
OF SALES IN THREE PROFIT GROUPS, 1945, 1948,

AND 1949

Percentage of Sales ^ _
Company Profit Classification 1045 1Q48 1949
Under $2,000,000 2.9% 2.3% 1.8%
$2,000,000 to $7,000,000 3.1 5.7 4.8
Over 17,000,000 4.4 8.1 7.6

Although the point cannot be demonstrated
statistically, the fact that the rate of profit mar-
gin rises with dollar earnings may well have its
genesis in the higher salary paid to executives
of the larger companies.

There is a good deal of supporting evidence
that such is the case. Note, for instance, that
the drop in business in 1949 affected profit
margins less as the level of profit increased. The
largest companies show by far the smallest de-
cline, with the medium-size companies showing
a somewhat larger recession. But the smallest
companies had their profit margins cut sharply,
to a point well under the level established in
1945. The other groups were above the 1945
level at a rate that increased as profits advanced.

Would it not be logical to suppose that supe-
rior management — higher price management
— was a contributory factor?

The relative stability of executive salaries
when profits remain unchanged, as was pointed
out earlier, is another indication that "you get
what you pay for." It apparently means that
higher salaries are the result of greater earn-
ings, that good executives increase profits and
then receive higher salaries. While good for-
tune would be a factor, it would hardly seem
an adequate explanation of the relatively better
showing of some companies than other com-
panies in identical industries.

A number of top managements have been
convinced, by their own and other companies'
experiments, that above-average salaries attract
above-average men. Some go so far as to attempt
to maintain their salary level at a relatively
fixed percentage, say 10% or 15%, above the
going rate for their own industry and for their
own size. The fact that they are among the

most successful companies points to a certain
measure of wisdom in this policy.

This does not mean, of course, that merely
increasing the salaries of the same group of
executives is going to increase their relative
effectiveness. Some men have the power to
grow with their responsibilities, others do not.
But as a general principle there is a good deal
of solid evidence that the best men are at-
tracted by the higher salaries.

Summary

A number of observations have been made in
passing that may be worth summarizing at this
point:

(1) Executive compensation is in direct pro-
portion to company profits: the higher the profits,
the higher the salaries.

(2) There is convincing evidence that executives
must increase their company profits if they in turn
expect increased salaries.

(3) There is also evidence that the fastest grow-
ing companies pay relatively higher executive sala-
ries than their slower moving competitors.

(4) The highest salaried industries generally
require a high degree of creative skill in manage-
ment. The lower salaried industries apparently
require less creative management.

(5) Company profit margins increase as net in-
come advances. The greater the profit, the higher
the gross margin on profit. This trend, it will be
noted, matches the pattern of executive compensa-
tion.

Adding up these five points offers a reason-
ably convincing argument for a company to pay
higher executive salaries than does its competi-
tor. This is an oversimplification, of course,
since adequate selection and training are
equally essential.

This salary survey would tend to indicate an
increasing appreciation throughput industry
that higher compensation attracts better men.
The substantial increase in the number of
companies offering executive bonuses and in-
sured retirement programs in recent years is
one measure of this tendency. Another is the
growing list of companies whose policy it al-
ready is to pay higher executive salaries than do
their competitors in the same industry and,
in some cases, even to pay higher salaries than
do other industries in their vicinity.






