
All firms guard closely the compensation
data of their officers, but here are some
facts and figures on . . .

Executive Compensation

in Small Companies
By Jerome M. Rosow

With the growth of capital investment, the
intensification of technology, and the advanced
methods of distribution, the small independent
entrepreneur is disappearing and being replaced
by the small corporation. Though it is virtually
impossible to get precise figures for the number
and sales of all small corporations, they obviously
make up an important segment of our economy.
But what do we really know about their manage-
ment and operation?

The president or chief executive of such small
corporations is an interesting and somewhat
mysterious person. Despite the fact that he is
generally a pivotal figure in relation to the suc-
cess or failure of the enterprise, the information
about him is slight. One of the little-known facts
relative to such executives is their level of com-
pensation.

The two most useful sources of data on execu-
tive compensation — the reports made to the
Security and Exchange Corporation (covering
the three highest paid officers of publicly owned
corporations), and the annual studies of the
American Management Association (covering
at least the top-paid five executives in member
companies )̂ — both leave the question unan-
swered for smaller, privately owned corporations.
All companies — large and small — value the
sanctity of executive pay data; and the use of

'Arch Patton, "Current Practices in Executive Com-
pensation, HAHVAHD BUSINESS REVIEW, January 1951
p. 56; see Business Week, January 31, 1953, p. 72

the "confidential payroll" militates against at-
tempts at thoroughgoing analysis of pay patterns.
Small and medium-size companies have simply
been more successful in guarding the facts.

433 Chief Executives

The present study respects this deSire for con-
tinued anonymity on the part of small corpora-
tions but makes use of newly available data to
(a) determine and describe the existing pay pat-
terns and (b) review and evaluate those factors
which contribute to and control compensation
levels. It reflects compensation data (salary
plus cash bonus) for 433 chief executives, presi-
dents or equivalent, during the year 1951 — 3
random sample consisting of 341 applications
submitted to the Office of Salary Stabilization,
supplemented by data for 92 companies pub-
lished by the Dartnell Corporation.^

Of the corporations studied, 55% had 1952
annual sales of $60,000 to $1,000,000; the re-
maining 45% had annual sales of $1,000,000
to $6,000,000. The companies cover a wide
variety of industries and are dispersed geographi-
cally throughout the country. Although the
sample was selected on a random basis, 63%
of the corporations are concentrated in manu-
facturing industries. The over-all distribution is
shown in EXHIBIT I.

EXHIBIT II gives a graphic portrayal of the gen-

' Compensation of Management Personnel, compfled
1952) ^^ ^ ^ J^i^rtnell Corporation (Chicago,

55



56 Harvard Business Review
EXHIBIT I. DISTRIBUTION OF CORPORATIONS

STUDIED BY INDUSTRY AND SALES VOLUME

Industry

Number of companies
with sales of

$6o,ooo-~ $1,000,000—
$1,000,000 $6,000,000 Total

Manufacturing 151 1^3 ^74
Trade 50 56 106
Service & miscellaneous 37 16 53

Total 238 195 433

EXHIBIT II. COMPENSATION OF CHIEF EXECUTIVE
IN 4 3 3 COMPANIES

$10 »15 $20 $25 $30 $35 $40 $45 t 50 $55
COMPENSATION (IN THOUSANDS)

eral picture of the president's salary and bonus
payments in these 433 companies.

Executive compensation in small corporations
is notorious for its diversification and is distin-
guished for its random rather than for its logi-
cal character. The president's salary is influ-
enced in varying degrees by a series of indirect
and subtle factors. These include economic
factors such as profits, ownership, duties per-
formed, geographical influences, and taxation.
More indirect personal factors of nepotism.

personality, and personal qualifications are also
present.

Yet there are patterns discernible which may
be related to the influences that appear to have
shaped the current pay levels. In this regard an
analysis has been made of (a) the relationship
of compensation to sales volume, (b) the influ-
ence of the type of industry upon pay, and (c)
the nature of industry patterns, both within
size classifications and generally.

Effect of Sales Volume

Annual sales volume is a significant variable
in the measurement of the size of a business.
Sales, though variously influenced by unit prices
and industry characteristics, nonetheless con-
stitute a rough index to the size and general
scope of a company's operations. While a direct
mathematical relationship between sales and
executive compensation does not exist, the data
do reveal that compensation patterns bear a rela-
tionship to four distinct size groupings.

As reflected in EXHIBIT HI , executive pay
goes up with sales volume when measured at
significant sales intervals. Examination of all
433 companies reveals a tendency for average
salary to increase with sales rather consistently,
with the most marked advance at the sales level
of over $1,000,000. The smallest companies
with sales under $200,000 pay an average salary
of $9,200. Compensation increases roughly
$3,000 at the next two levels, until the million-
dollar mark. Here the average jumps by
$10,000, with the president of the larger among
these "small" corporations earning an average
of three times the amount paid the president in
the smallest sales category.

The influence of sales upon average compen-
sation is also evident within each of the three
industry groupings. Note particularly the situa-
tion in the manufacturing companies, which pay
relatively high salaries. Here the salary of the
president of a manufacturing company with

EXHIBIT in. AVERAGE COMPENSATION OF CHIEF EXECUTIVE BY INDUSTRY AND SIZE OF COMPANY

Annual sales

$ 60,000-$ 200,000
200,000- 400,000
400,000- 1,000,000

1,000,000- 6,000,000

Average for all sales groups

Manufacturing

$ 9,600
15,100
17,900
30,300

$22,400

Service and
miscellaneous

'Wholesale and
retail trade

All
companies

$12,200
14,200
15,600
18,000

$15,200

$ 7,900
7,400
11,300
15,300

$10,900

$ 9,200
12,500
15,500
25,400

$20,000

NOTE: Compensation includes salaries and cash bonuses.



sales in the $400,000-$ 1,000,000 bracket aver-
ages almost twice the amount paid his counter-
part in the small company vi'hose sales volume
is below $200,000.

EXHIBIT IV illustrates patterns of median
compensation found in each sales category for
manufacturing and trading concerns.

EXHIBIT IV. MEDLAN COMPENSATION OF CHIEF
EXECUTIVES AS INFLUENCED BY SALES VOLUME

$ 1 0

I 1
I 1

MANUFACTURING
COMPANIES

WHCLESAUE AND RETAIL
TRADE COMPANIES

»liO-»2OO »200-»400 $400-«l,000 $1,000 6 000

ANNUAL SALES UH THOUSANDS)

Grouping the companies into two major size
classifications sharpens the differences consider-
ably. Since the sample divides itself almost
equally between companies having sales under
$1,000,000 and companies above this level, this
division was taken and analyzed; see EXHIBIT

V. The chief corporate ofificer doubles his aver-

ExHiBiT V, AVERAGE COMPENSATION OF CHIEF
EXECUTIVE BY INDUSTRY AND BY TWO MAJOR
SALES GROUPS

Industry

Manufacturing
Service & miscel-

laneous
Trade
All firms

Sales
$6o,ooo~

$1,000,000

Sales
,000,000—

All firms

$15,850

13,970

13,100

$30,340 $22,400

18,000
15,250
25,450

15,200
10,900
20,000

age salary by moving from the smallest com-
panies to those with sales of over $1,000,000
Companies in the higher sales brackets pay an
average of $25,000, whereas the smaller com-
panies average $13,000. The distribution of
earnings within these two groupings shows that
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over 80% of the presidents of companies with
sales under $1,000,000 receive $20,000 or less.
In the biggest companies (sales $1,000,000 to
$6,000,000) 20% of the officers earned $40,000
or more, as against less than 2% in the smaller
companies.

The salaries paid reflect a decided tendency
to move across a wide range within each sales
grouping. These sharp differences are also
found within homogeneous industry groups at
each sales level. The highest paid president in
manufacturing companies may earn six times as
much as his lowest paid counterpart. In corpora-
tions engaged in wholesale and retail trade the
range between highest and lowest paying com-
panies is not quite so extreme, with a typical
spread of roughly four to one.

These broad compensation ranges of course
produce a considerable degree of overlapping of
individual earnings across sales levels. They
typify the unbridled nature of executive compen-
sation in small corporations and reflect the
highly individualistic character of pay flxing in
such companies. These wide differences also
indicate the independence of salaries in relation
to any single factor. Executive pay is not di-
rectly dependent upon the size of the company;
nor does increased sales volume necessarily in-'
sure a higher salary to the president, for all that
it is a significant factor in so many cases.

In an effort to measure just how close the
relationship of sales to compensation is, a co-
efficient of correlation was computed on the basis
of data covering the 380 manufacturing and
trading concerns. Results of these computations
indicate that a positive but low degree of correla-
tion exists between sales and chief-executive
compensation in small corporations. Between
18% and 23% of the variation in the compen-
sation paid can be explained primarily on the
basis of differences in company sales. Con-
versely, these consistent correlations indicate
that about 75% to 80% of the variations in
executive compensation must be explained at
least in part by additional factors.

Industry Influences

Small corporations are differentiated by in-
dustrial characteristics as well as by size The
nature of the industry establishes a functional
climate which controls the purpose and nature
ot the business, and the resulting differences
are reflected in executive compensation patterns.
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To consider the eflFect of industry upon pay
differences, let us look more closely at the data,
as grouped into the three primary classifications
of manufacturing, wholesale and retail trade,
and service and miscellaneous, in the exhibits
already presented. Note that manufacturing
companies are comparatively well represented,
comprising 63% of the sample, and are dis-
tributed proportionately among all size classi-
fications; that trading companies represent 24%
of the sample and are also well distributed
among size classifications; but that service and
miscellaneous companies present a heteroge-
neous group representing only 13 % of the total
sample and with only a small number of com-
panies having sales of over $1,000,000.

According to EXHIBIT HI, manufacturing
companies are the highest paying industrial
group at all levels of sales, with service and
miscellaneous companies uniformly ranking
second, and trading companies last. In fact, the
manufacturing executives earn almost twice the
amount of trading executives in companies
of similar size. Considering each industry as
a whole, manufacturi. pays an average of
$22,400 as compared v j ^ \ $15,200 in service
and miscellaneous, and $ j:.-'..,9oo in trading com-
panies. These industry patterns are also dis-
tinguishable in the division into two major sales
groups used for EXHIBIT V.

Another way to look at this picture is by
means of the distribution of compensation within
the industry groups, rather than through aver-
ages; such is the basis of EXHIBIT VI. The wide
advantage enjoyed by manufacturing executives

shows up again. At the upper compensation
levels every tenth manufacturing company pays
$40,000 or more. Wholesale and retail trading
companies rarely pay over $35,000. As a result
of the minor representation of service and
miscellaneous companies in the higher sales
brackets (over $1,000,000), very few executives
in these companies earn over $25,000; on the
other hand, in the manufacturing companies of
comparable size, less than 2% of the presidents
received under $10,000 a year and 30% of the
executives earned over $35,000 a year.

Different Industries
Since two-thirds of the cases related to manu-

facturing companies, an analysis was made of
the average compensation of chief executives
according to individual industry classifications;
EXHIBIT VII summarizes these averages. The
highest paying industries are primary materials,
machinery (except electrical), fabricated mate-
rial products, and chemical and allied products.
The lowest paying industries are instruments
and related products, stone, clay, and glass
products, textile mill products, and electrical
machinery. (The sample was not sufficiently
broad to include a representation of all the
major industries in the manufacturing field, and
the data tend to be concentrated in metal-work-
ing industries.)

Review of the salary ranges within each of the
industrial classifications in the manufacturing
group does not reveal any significant differences
with regard to the lowest paid executive in each
of the industries. On the other hand, the high-

ExHiBiT VI. DISTRIBUTION OF SALARIES OF CHIEF CORPORATE EXECUTIVES WITHIN INDUSTRY GROUPS

Range of
compensation

$5,ooo-$io,ooo

10,001- 15,000
15,001- 20,000
20,001- 25.000
25,001- 30,000
30,001- 35,000
35,001- 40,000
40,001- 45,000
45,001- 50,000
50,001- 55,000
55,001— 60,000
60,001- 65,000
65,001- 70,000
70,001- 75,000
over 75,000

Total number

Manufacturing
f^umber
of firms

37
7 2
53
4 2
2 0
1 0
16

7
6
3
2
I

3
2

2 7 4

Per cent
of total

13.5%
26.3
19.3

15.3
7-3
3-7
5.8
2 .6
2 . 2
I . I
0 .7
0 . 4

I . I
0 .7

100.0%

Number
of firms

2 5
34
13
13
I I

6
I

1

I

I

—

1 0 6

Trade
Per cent
of total

23.6%
32.1
12.3
12.3
10.4

5-7
0.9

0 . 9

0 .9

0 . 9

100.0%

Service and
miscellaneous

Number
of firms

17
13
13

6
4

—

53

Per cent
of total

32.1%
24.5
24.5
II.3
7.6

—

100.0%
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EXHIBIT VII. AVERAGE COMPENSATION OF CHIEF EXECUTIVES IN MANUFACTURING COMPANIES RANKED

BY INDUSTRY

(Annual sales volume $60,ooo-$6,000,000)

Industry

Primary metal industries
Machinery, except electrical
Fabricated metal products
Chemical & allied products
Furniture & fixtures
Food & kindred products
Apparel & related products
Electrical machinery
Textile mill products
Stone, clay & glass products
Instruments & related products

Number of com-panies

3 9
43
5 1
2 1

1 2

16

13
2 3

9
1 0

5

Salary range

$6,5oo-$75,ooo
9,000- 50,000
7,800- 75,000
7,500- 77,000

11,000- 75,000
5,200- 55,000
8,000- 50,000
7,000— 34,000

10,000- 25,000
7,200- 30,000
5,200- 21,100

Average compensation

$27,230

23,770
22,220
21,420
21,275
20,980
20,700

19,335
19,000
16,080
14,400

paying industries have markedly higher ceilings.
While in the four lowest paying industries (repre-
senting 47 companies) the highest salary paid
to any president was $34,000, in the four high-
est paying industries (representing 154 com-
panies) the highest paid president received
$77,000 a year; indeed, a number of companies
paid their chief executive over $70,000.

A more definitive picture of compensation of
chief executives in manufacturing companies is
shown in EXHIBIT VIII. The average compensa-
tion of chief executives is given by industrial
classification within three sales categories. This

the pay of the top man. Other factors, however,
are significant and on occasion may be control-
ling. These factors include a number of both
economic and personal considerations.

Economic Considerations

Economic considerations relate to profits,
ownership, duties and responsibilities of posi-
tion, geographical influences, and taxation. Let
us consider these in order.

Profits. Profits c *a company are frequently
considered a test of -iie effectiveness of its man-

VIII, AVERAGE COMPENSATION OF CHIEF EXECUTIVES IN MANUFACTURING COMPANIES BY SIZE
AND INDUSTRY GROUP

Industry

Primary metal industries
Machinery, except electrical
Fabricated metal products
Chemicals & allied products
Furniture & fixtures
Food & kindred products
Apparel & related products
Electrical machinery
Stone, clay & glass products
Instruments & related products
Textile mill products

Median compensation

Annual sales
$6o,ooo-?4oo,ooo

$11,220
19,200
14,700
9,980

11,300
8,600

10,170
9,100

13,750

18,330

$12,000

Annual sales
$400,000-$1,000,000

$27,580
21,030
19,280
17,830
14,400
15,700
15,060
14,680
12,000
11,660

—

$16,000

Annual sales
$1,000,000- $6,000,000

$34,120
.28,200
31,040
36,480
32,140
24,670
27,640
25,060
20,450
21,100
20,680

$25,000

table indicates the combined influence of sales
and industry on the average salary of the chief
corporate officer in small corporations.

Indirect Factors
Clearly, the size of the company as demon-

strated by its annual sales and the nature of its
business as demonstrated by its industrial char-
acteristics are primary factors in determining

agement. Offhand it would seem that the more
profitable companies would pay their top execu-
tive a higher salary than would their less profit-
able competitors of approximately the same
size. Unfortunately, the data used in this study
do not include a consistent showing of profit
information to permit a statistical analysis of
the relationship of profits to chief-executive
compensation in smaU corporations. Companies
showing high profits are financially able to pay
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the chief executive more money, and continued
high company earnings would also tend to
create a willingness to pay more, but that is
simply a logical inference, nothing more.

There are some logical arguments on the other
side of the question, too. Although a small cor-
poration may he enjoying high profits, the finan-
cial policies of the company may preclude the
payment of a higher salary. This would he par-
ticularly true in new, marginal, and expanding
companies:

C New companies frequently seek to establish
relatively low salaries during the early years of tbe
company's development and make subsequent ad-
justments in later years.

C Marginal companies, which have widely fluctu-
ating profits from year to year, would not be in a
financial position to guarantee continuing high
levels of pay for tbe top executive.

€ Growth companies are motivated to reinvest
tbe bigbest possible ratio of capital in tbe expan-
sion of plant and facilities and tend to discourage
tbe distribution of profits in tbe form of compensa-
tion eitber as bonus or salary.

These financial considerations gainsay the in-
fluence of profits on executive compensation.

It is not unusual for executives in small com-
panies to gamble with their own compensation
in relation to the success or failure of the com-
pany. This policy is generally limited to closed
corporations owned hy a few working executives
who enjoy a status quite similar to that of part-
ners, and is most prevalent in companies which
suffer from a severe lack of capital. It is also
found in small companies where profits are
dependent upon individual effort and where
bonuses are directly proportionate to individual
achievement. Naturally, in these situations
total compensation would hear a close relation-
ship to profits. However, such compensation
arrangements are not typical.

Arch Patton has concluded that within an
industry the profit picture of the company is the
most important factor in executive compensa-
tion.^ But the smallest companies in his sample
had average sales of about $18,000,000 an-
nually, three times greater than the largest com-
panies considered here. It would he difficult
to extend this generalization to companies which

»Arch Patton, op. cit., p. 57; see also "Are Executives
Paid Enough?" Fortune, January 1953, P- io6-

'Dartnell Corporation, op. cit. Section I, "New De-
velopments in Executive Pay Plans."

nbid.; this analysis is based only upon the 92 com-

are so much smaller than the group analyzed
in the Patton study.

The Dartnell survey of executive compensa-
tion indicates that net profits after taxes are
decidedly not the controlling influence:

"Our investigation of profits and compensation
in 31 companies reveals an interesting fact. Aver-
age net profits of tbe reporting corporations after
taxes in 1949 were down from 1946, and in 1950
tbey were up again. Yet during tbis period average
compensation of tbe tbree bigbest paid executives
in eacb of tbese companies INCREASED despite
tbe profit DECREASE. For example, tbe average
compensation of 31 company presidents was
$29,557, in 1946; in 1949, it was $33,013, and
a year later it was $36,239." *

Such a rate of increase of executive salaries
during a four-year interval is hardly unusual.
Moreover, since the Dartnell study measured
profits after taxes, it is possible that a reduction
of company earnings was primarily the result
of taxation rather than a criterion of company
success. Hence, despite this showing of inde-
pendent and sometimes inverse relationships
between profits and executive pay, profits should
not he discounted as a real factor.

The limited sample of individual cases in the
present study simply fails to prove a direct cor-
relation hetween profits and the salary of execu-
tives in small companies. Though the profit
factor may not he controlling when considered
alone, it is still an undouhted factor of some
weight.

Profit-Sharing Bonuses. Although profits do
not govern compensation of presidents in small
companies, profit-sharing bonuses have a real
impact on total compensation. Small corpora-
tions which paid bonuses to their presidents in
1951 increased average compensation 35%
ahove the average paid hy similar companies
which did not allow bonuses.^

This conclusion is consistent with the findings
of the National Industrial Conference Board in
its study of profit-sharing plans in 132 com-
panies."' That study revealed that 95% of the
companies paying bonuses reported their basic
salaries to be as high as or higher than those
for comparable positions in the community.

panies in the Dartnell data which report bonus and salary
separately.

"F. Beatrice Brower, Profit Sharing for Executives,
Studies in Personnel Policy No. 90 (New York, National
Industrial Conference Board, 1948)-



Thus, the bonus payments were an added part
of compensation. Since the payment of bonuses
in those companies did not affect the salary
levels, the increase in total compensation was
directly proportionate to the bonus payment.

In the case of the small corporations analyzed
here, companies allowing bonuses paid their
presidents an average of $27,000 a year in 1951,
Similar companies which did not make bonus
payments to their presidents paid an average of
$20,000. The comparison was made between
companies within homogeneous sales groupings
and within the same major industry. The 35%
margin enjoyed by presidents receiving bonuses
remained consistent throughout. There was no
discernible difference in the volume of sales or
industry characteristics of the companies. There-
fore, it must be concluded that the difference
in compensation level is primarily attributable
to the influence of bonus payments.

There was no evidence, of course, that com-
panies which paid bonuses had higher profits
than companies which did not pay bonuses. The
conclusion merely relates to a difference in
compensation arrangements, and indicates that
presidents who can participate in a share of the
profits will earn considerably more than those
who are denied participation in the profits.

Ownership. When the chief executive of a
small corporation owns a controlling interest in
the company, there is a decided temptation, if
not an actual tendency, for compensation to be
influenced accordingly. After all, the corporate
president is the majority stockholder. He is in
effect the boss and is relatively free to fix his
own pay. [Section 23 (a) of the Internal
Revenue Code allows compensation deductions
as necessary expenses "for personal services
actually rendered."] This may result in higher-
than-average earnings for the president where
factors of prestige, taxation, or rate of invest-
ment are involved.

It is true, also, that what shows up as the
chief executive's compensation in the data may
not fully reflect his "take." If he controls the
company through ownership of stock, he may
decide to draw compensation as (a) dividends,
(b) gifts, or (c) the purchase price of rights of
property acquired from him by the company.
In other words, such transactions may be dis-
torted into what are really compensation pay-
ments in order to secure personal tax deductions
not otherwise available,^
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At the other extreme, ownership may result
in abnormally low salaries. This is particularly
true in cases where the titles of officers' positions
fail to reflect the duties and responsibilities of
the owners, and in cases where die owners are
absentee or are devoting a very minor portion
of time to the company. These salaries would
not show a true economic relationship to salaries
paid for similar positions in other companies.

Duties Performed. Since small corporations
do not usually subscribe to formal salary plans
or to principles of job evaluation, the salaries of
executives are not directly based upon their
duties and responsibilities.

Factors of volume of sales, nature of products
or service (industry), and profits of course
determine the general character of the duties
and responsibilities of the president of the com-
pany, but his position tends to vary from
company to company considerably more than
would be consistent with those influences. This
variation is related to influences of history and
development, company organization, individual
personality, executive structure, and financial
stability.

In some companies the president has full,
company-wide, directive authority and responsi-
bility for all operations. In others the president's
position involves nominal control with operating
responsibility delegated. Further, in some small
companies the president may hold the equivalent
of two or more jobs, or at the least occupy a
"mixed" position in which he is performing two
distinct and different technical functions. For
example, many presidents provide over-all man-
agement and leadership, as well as serving as
the equivalent of vice president in charge of
sales or vice president in charge of production.

Such variations naturally have an effect on
the compensation level. Hence, in making com-
parisons of executive pay between competitor
companies it is always necessary to compare the
presidents' jobs as well as to compare the com-
panies themselves to arrive at valid judgments.

Geographical Influences. The sample of 433
companies, while dispersed geographically, does
not have adequate concentrations in the various
primary regions of the United States to justify
any statistical comparisons of average compensa-
tion levels on this basis. It may nonetheless be

'Brady O. Bryson, Tax Aspects of Executive's Com-
pensation Practices (New York, Law Institute, 1951), p. 9.
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significant that individual comparisons between
particular regions do not reflect any marked dif-
ferences. It is beheved from the evidence as-
sembled, and from the review of executive levels
in small companies generally, that geographical
influences tend to be outweighed by the factors
of annual sales, industry, and (to some extent)
rate of profits.

Taxation. Taxation has both a direct and an
indirect effect on executive compensation. Chief
executives in small corporations find their earn-
ings considerably reduced by the impact of in-
come taxes, particularly those executives earning
over $10,000 a year. As a consequence, both
small and large corporations have resorted to
the use of forms of compensation other than
salary or cash bonuses to offset the inroads of
taxation — particularly pension plans, deferred
profit-sharing plans, stock options, and more
liberal expense accounts.

At the same time — on the indirect side —
small corporations may seek to increase com-
pensation to the top executive as a means of
securing greater corporate deductions not other-
wise available to the company. These arrange-
ments are usually planned so as to be advanta-
geous to the individual both as a stockholder and
as an employee. Thus, if the individual's in-
come tax bracket is below the corporate tax
bracket, the employee's salary would be deducti-
ble as a business expense and taxable to the in-
dividual at a lower rate.

The Bureau of Internal Revenue reviews ex-
ecutive compensation to determine whether the
payment in whole or in part is really on account
of some consideration other than services ren-
dered. In the case of small corporations with a
limited number of officers, the amount of com-
pensation paid to the particular employees in
previous years provides the most significant test.
Thus, insofar as tax considerations control com-
pensation levels, they will inevitably tend to
distort the end result.

Personal Factors
There are at least three personal factors which

may influence compensation of executives in
small corporations. In the absence of objective
data to identify the relationship of such factors
to existing levels they will be mentioned briefly:

(1) A factor quite prevalent in small family-
owned corporations is nepotism. This is particularly
demonstrated in the instance of father-son pat-

terns where the superannuated or retired father
establishes his son as president of the company.
Such nepotism can work both ways. It may act to
set the salary at an artificial level, higher than the
worth of the job and the individual. Or in some
cases the reverse may be true, the young son
serving as president at a nominal salary "until he
learns the business."

(2) Certainly the personal characteristics of the
president in small corporations have a bearing on
his compensation above and beyond the extent to
which they are reflected in the nature of the duties
performed (one of the economic factors discussed
above). In many cases this is almost entirely a
manifestation of the unusual or dynamic personal-
it}' of the type of man who "built" and made the
company. For instance, he may have been the
original owner or one of the major partners, and
his personal influence and his past contribution
may be recognized by the company in continuing
him at an unusually high level of pay as compared
with that of presidents of other companies in the
industry — a situation that could prevail whether
or not the president maintained a controlling stock
interest in the company.

(3) Then there is the question of ability to com-
mand a particular salary. The catch-as-catch-can
nature of executive pay, the wide variances, and
the absence of "prevailing" standards create a
maximum degree of individual bargaining in pay
fixing. Thus the individual officer is a vital force
in influencing the end result. Although the pay
level is circumscribed to some extent by the size
and complexity of the company, the mde ranges
within industries and size groupings is evidence
of the effect of the chief executive's influence on
his own pay.

Conclusion

Recognizing the limitations of this sample,
it still provides an interesting insight into the
existing patterns and earning levels of presidents
of small corporations, as well as the most appar-
ent causative factors. The most significant find-
ings are:

(1) The salaries of presidents of small corpora-
tions having sales under $6,000,000 annually
average $20,000 a year.

(2) Salaries show a tendency to go up with sales
of the company. The chief corporate officers in
the companies with sales of $1,000,000 to
$6,000,000 average twice the amount earned by
presidents in companies with sales of under
SI,000,000.

(3) Manufacturing companies pay the highest
average compensation to their presidents. Service



and miscellaneous companies rank second, and
trading companies rank last. Fewer manufacturing
presidents earn less than $10,000, and many more
earn over $40,000.

(4) Salaries reflect a decided tendency to move
across a wide range, so that the most generous
companies (within size and industry groupings)
may pay six times as much as low-paying com-
petitors.

(5) Executive pay shows marked differences
among the various manufacturing categories. Aver-
age pay varied almost 100% within size (annual
sales) groupings between the highest and lowest
paying manufacturing industry.

(6) On the hasis of indirect evidence, profits
must he recognized as a significant factor, even
though not generally a controlling one by them-
selves.

(7) Companies allovvdng cash bonuses pay their
presidents as much as 35% more than like com-
panies which do not have profit-sharing bonuses.

(8) Other considerations which have some sig-
nificance, and may on occasion be controlling, in-
clude: ownership, job duties, taxation, and per-
sonal factors.
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(9) Geographical influences tend to be out-

weighed by other factors of sales, industry, and (to
some extent) profits.

Compensation practices of small corporations
are deserving of further study in more extensive
and intensive terms. It would be to the mutual
advantage of companies participating in such
research to learn more about the price tag of
executive talent in similar companies. The hit-
and-miss nature of executive pay and the vdde
differences disclosed seem to indicate that pay
levels are too fluid in strictly economic terms.

Such studies should include data on sales, in-
dustry, profits, and ownership. Pay figures
should include salary, bonus, pension contribu-
tions of employer, and other auxiliary forms of
compensation. Positions covered should include
all ofiBcers, as well as functional heads of
major categories including marketing, produc-
tion, finance and legal, and engineering or re-
search. A broader survey of this character would
shed much more light in the twilight zones of
executive pay in small corporations to the end
advantage of all concerned.

u see, to Mr. Bullard, business was a game — a very serious game,
but stiU a game — the way war is a game to a soldier. He was never

much concerned about money for its own sake. I remember his saying once
that doUars were just a way of keeping score. I don't think he was too much
concerned about personal power, either — just power for power's sake. I
know thats the easy way to explain the drive that any great man has —
ttie lust for power — hut I don't think that was true of Avery Bullard.
Ihe thing that kept him going was his terrific pride in himself — the
driving urge to do things that no other man on earth could do. He saved
the company when everyone else had given up. He built a big corporation
m an industry where everyone said that only smaU companies could suc-
ceed. He was only happy when he was doing the impossible — and he did
that only to satisfy his own pride. He never asked for applause and appre-
ciation - or even for understanding. He was a lonely man but I don't
think his loneliness ever bothered him very much. He was the man at
the top of the tower — figuratively as well as literally. That's what he
wanted. That s what it took to satisfy his pride. That was his strength—
but of course that was his weakness, too.'

From Cameron Hawley's novel. Executive Suite
Boston, Houghton Mifllin Company, 1952, p. 332.






