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Patterns of Executive Compensation

By Andrew R, Towl

FEW needs are more acute than the need
for executives: men who have demon-
strated ability to adapt organizations to

continued change, men who can keep individ-
ual centers of initiative operating, men who also
can help give new meaning to life for individ-
uals in our industrial society. Is it not of vital
concern to all of us that the most able men
from all walks o£ life be attracted to these posi-
tions of responsibility?

The traditional approach to attracting a
scarce element in our economy is the ofEer of
a higher price. Corporations must, of course,
consider "the going rate," "what similar execu-
tives get in other companies," "keeping in line,"
and other external "market" references. But
that approach has many limitations. Specifically,
corporations cannot safely ignore the fact that
the gr(?at majority of citizens in our democracy
do not understand what executives do, and as
voters are likely to echo the sentiment that
"no man is worth $25,000 a year." Especially
in a tirae of crisis like the present, when individ-
uals are called on for personal sacrifice, it would
be unbecoming for corporate executives to capi-
talize on their scarcity for the sake of secur-
ing compensation which on purely economic
grounds might well be justified.

The present purpose, however, is not to dis-

cuss whether executives are paid too much or
too little. Indeed, my point at the moment is
that the public and also corporations have given
too much attention to the level of executive
compensation, particularly in company-to-com-
pany comparisons, and too little attention to
the pattern of payments within a company.

Significance of Patterns

When the payments to individual executives
are listed from the highest to the lowest, one
can see a pattern in each company. (The dif-
ference in compensation policy between the
International Business Machines Corporation,
with a sharp drop in compensation from the
top position down, and J. C. Penney & Com-
pany, where the whole group of major execti-
tives share the same t;op salary, is well known.)
The pattern is there whether or not it was
explicitly in mind during the making of deci
sions on compensation. And it is significant,
because it expresses still more funciamental
decisions on executi\e functions and organiza-
tion.

Thus, though external references cannot be
completely disregarded in determining execu-
tive compensation, particularly as a factor in
attracting new executive talent to a company,
the continued satisfaction and development of
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executives often depends more on their relation-
ships with other executives in the same organi-
zation, which the company pattern of compen-
sation in turn reflects. We all know of many
instances where relatively low-paid men (rela-
tively, that is, to other companies) have re-
mained and performed effectively because,
consciously or unconsciously, they felt properly
"placed" in relation to the rest of the manage-
ment organization; while in other companies
men of no greater ability have become dissatis-
fied with their higher paid positions for the
opposite reason.

impression conveyed by the press emerges when
one goes back to the original source data for
the complete list of executive payments avail-
able to the public. See EXHIBIT I, which con-
trasts the executive payments for three com-
panies as published in the Nezv York Times and
as shown in the full FTC schedules fiom which
the figures were taken by the press. Then and
now the big payments make news, though the
current generation of top executives has never
known such million-dollar figures. I cite this
instance from so far back since, even at the time
when the spotlight focused on now historic

EXHIBIT I. EXAMPLE OF EXECUTIVE ,

REPORTED TO THE SENATE BY THE FEDERAL TRADE COMMISSION

FIRESTONE TIRE AND RUBBER COMPANY

President $100,000
Vice President 75,000

Treasurer $ 52,400
Secretary go,ooo
Assistant Secretary 29,667
Vice President 27,000
Director 22,500
Assistant Treasurer 18,000
Comptroller 16,250
Assistant Treasurer 15,600

COMMERCIAL SOLVENTS COSPOBATION
REPORTED IN THE NEW YORK TIMES
Chairman and President $ 85,700

NOT REPORTED IN THE NEW YORK TIMES
Executive Vice President .| 28,000
Vice President 20,000
Vice President I9,(HH)
Vice President 18,500
Vice President 17̂ 500
Treasurer 9,000
Secretary 7-250
Assistant Secretary 5,800
Assistant Secretary & Treasurer 5,500
Vice Chainnan o£ the Board . . 4.083

J. I. CASE COMPANY

President $ 75,000

Vice President ,. . .
Vice President . . . .
Secretary
Chief Executive . .
Vice President . . . .
Treasiirer
Vice President
Assistant Secretary
Assistant Secretary

35,000
25,000
22,500
20,500
17,500
12,412

11,000
5.200
3400

NOTE: Though figures were not made public until 1934, they apply to the year 1929.

Befiind the Headlines. Data on executive
compensation were made available to the public
for the first time in 1934, in a report of the
Federal Trade Commission to the Senate. On
the morning of February 27, 1934, the Neiu
York Times carried the front page banner
headlines:

PAY AND BONUSES OF BUSINESS HEADS
LISTED FOR SENATE
Bethlehem Steel Gave Grace $12,000 Salary, but
3 Years' Bonus Was $3,470,789
HILL GOT $3,000,000 EXTRA
Salary of American Tobacco Gompany President
Was $787,500 in 6 Years
900 GOMPANIES GOVERED
Salaries and Extra Remuneration Declined Sharply
in Years 1932 and 1933

But even in the comprehensive Nezv York
Times only the headline figures were ever pub-
lished. A quite different picture from the

^ See, for example, the material listed in Reference List
No. 2: Executive Compensation (Boston, Baker Library,
Graduate School of Business Administration, Harvard Uni-

top-executive payments, the complete lists typ-
ically revealed most executives at relatively
modest levels.

Wide Spreads. The main line of research
since 1934, when the data thus became available
for the first time, rather than being pointed to
the relatively simple patterns within companies,
seems to have concentrated on the possibility of
correlations among the figures from company to
company.^

For instance, the latest article by Arch
Patton, "Current Practices in Fxecutive Com-
pensation," 2 charts a "fitted curve based on
profit group averages" relating presidents' com-
pensation in thousands and average company
profits in millions. The chart surely shows this
relationship in a broad sort of way, but in deter-
mining compensation policy in individual cor-
porations, one must beware of general statistics.

versity, 1947).
" HARVARD BUSINESS REVIEW, Vol. XXIX, No. 1 (January

•951). P-56-
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For in companies averaging about $3,000,000
annual profits, the president's compensation
ranged roughly from $25,000 to $87,500; and for
companies averaging about $6,000,000 annual
profits, the president's compensation ranged
roughly from $37,500 to $112,500.

Of course there is correlation between profits
and compensation; obviously the profitability
of a company sets a ceiling on what it feels it
can pay. The fact remains — and tbis is more
significant — that between companies there are
extremely wide ranges within which officers at
all levels are paid. The range is narrowed for
specific industries; it is still a wide range.

Note, for instance, what a chief executive
recently learned when he sought the experience
of 10 companies in paying the head of a key
staff department. For the same titled function
the range of compensation among the 10 com-
panies ran from $5,000 to $25,000 a year. Note,
also, the range of compensation paid exectitives
for ] 5 different functions, shown in FXHIBIT II.
The list has been adapted by permission from
a study by John C. Baker, "Payments to Senior
Corjjoration Fxecutives." ^ There were only
30 companies included in this study, obviously
not enough for statistical generalization. But
the figures can be used to illustrate how data
that are almost meaninglessly wide in range
do have consistency when one shifts the focus
from comparison between companies to the ex-
amination of internal patterns of relationship.

The existence of wide spreads in payments
for executive positions does n6t mean that
"an) thing goes." On the contrary, this phenom-
enon simply is evidence that influences other
than "the market" are active in administration
of executive compensation. Such other influ-
ences might well be expected in view of a
different chain of research that also has been
progressing since 1934 —usually not dealing
directly with executive compensation data but
setting forth observations on the nature of

" Ttie Quarterly Journal of Economics, Vol. LIX, No. 2
(February 19.̂ 5), pp. 170-184.

'See for example: Elton Mayo, Ttie Human Problems of
an Industrial Civilization (New York, The Macmillan Com-
pany, 1933; reprinted by Division of Research, Harvard Busi-
ness School, Boston, 1946); T. North Whitehead, Leaderstiip
in a Free Society (Cambridge, Harvard University Press,
1936); Chester I. Barnard, The Functions of ttie Executive
(Cambridge, Harvard University Press, 1938); John C. Baker,
Executive Salaries and Bonus Ptans (New York, McGraw-Hill
Book Company, Inc., 1938); F. J. Roethlisberger and William
[. Dickson, Management and ttie Workcer (Cambridge, Har-
vard University Press, 1939); John C. Baker, Directors and
'I heir Functions (Boston, Division of Research, Harvard Busi-

organization, communication, teamwork, and
executive functions, without which any thinking
about executive compensation policy is bound
to miss the mark. In brief, these investigations
all report from firsthand observation of actual
situations that a business operates as a human
organization in which economics is only one of
many influences.*

EXHIBIT II. PAYMENTS TO SENIOR
EXECUTIVES

Executive

President
Chairman ol the Board
Executive Vice President or

General Manager
Purchasing Director
Production Vice President ' ,
Sales Vice President
General Counsel
Research Director
Advertising Director
Treasurer
Public Relations Director
Traffic Manager
C'omptroller
Secretary
Production Staff Department Manager

CORPORATION

Salary Range

$25,000 ~
18,000 -

45,000 -
10,000 -
35,000 -

9,000 -
1 8 , 0 0 0 -
8,000 -

1 0 , 0 0 0 -
10,000 -
11,000 -
5 , 0 0 0 -
9,000 -
7,000 -

21,000 -

$195,000
130,000

IOO,(K)O
85,000
75,000
72,000
70,000
50,000
.̂  7,000
44,000
40,000

37-OOO
31,000
31,000
27,000

SOURCE: Data adapted with author's permission from ma-
terial reported by John C. Baker, "Payments to Senior Cor-
poration Executives," Ttie ihiarterly Journal of Economics,
Vol. LIX, No. 2 (Februaiy 1945). •

Executive Relationships. Looking at the data
for each of the 30 companies from which
EXHIBIT II was prepared, one can readily see
patterns of compensation with much closer
tolerances than "the market" range would sug-
gest. For instance, the spread of $42,000 among
companies for Directors of Research persists
without apparently upsetting the executives in
those positions. By contrast, a $2,000 differen-
tial between Director of Research and Director
of Public Relations in the same organization
was the basis of heated controversy in one of
the companies, which had just decided to create
the latter position. .

ness School, 1945); Elton Mayo, The Social Problems of an
Industrial Civitization (Boston, Division of Research, Har-
vard Business School, 1917); Melvin T. Copeland and An-
drew R. Towl, Ttie Bonid of Directors and Business Manage-
ment (Boston, Division of Research, Harvard Business Sehool,
1947); Benjamin M. Seltkman, Human Relations and Labor
Relations (New York, McGraw-Hill Book Company, Inc.,
'917)> Myles L. Mace, Ttie Cjrowtti and Development of
Executives (Boston, Division of Research, Harvard Business
School, 1950); T. F. Bradshaw, Developing Men for Control-
lerskip (Boston, Division of Research, Harvard Business
School, 1950); Edmund P. Learned, David N. Ulrich, Donald
R. Booz, Executive Action (Boston, Division of Research,
Harvard Business School, 1951).
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Let us admit that by getting larger samples
with more companies of the "same size" and
"same industry," we might find more resem-
blance between the practice of corporate execu-
tive compensation and a theoretical market for
executive services. Even so, the pattern ap-
proach also would be helpful, since it inter-
prets compensation in the light of basic execu-
tive relationships.

Analysis of the compensation patterns in the
30 companies suggests that it is useful to think
in terms of five such relationships. In a
sense compensation patterns assign quantitative
measurements to these relationships:

1. The relation between the chief executive and
his immediate associates

2. The relations among his immediate associates
3. The relation between the chief executive's

immediate associates and the next grouping
of executives

4. Relations within the next grouping of execu-
tives

^ 5. Relations among high-ranking specialists and
any of the executive groupings.

"Management," in other words, is not a
simple entity but is in itself a complex series
of relationships. The pattern of executive pay-
ments within a company reflects the unique
relationships within that company; the pattern
of compensation also influences these relation-
ships. Decisions on executive compensation, I
believe, can be made more wisely when con-
sidered in this context. Do the facts of executive
payments, for instance, match the chief execu-
tive's boast of his closely knit team? Frequently
the contrast between fact and fancy throws
significant light on problems of executive de-
velopment and succession as well as illuminat-
ing problems of compensation.

When one has grown accustomed to payment
diflerentials in one organization, he may find
it thought-provoking to see how widely these
differentials vary from company to company.
For illustration, analysis of a sample of 100
companies taken at random from the New York
Stock Exchange list shows that, in 1947, 26 of
these companies paid the chief executive the
same as or less than 10% more than they paid
the No. 2 executive. At the other extreme, 20
companies paid the chief executive at least
twice as much as the next man. (General
reference to comparable data for 1948 and 1949
confirms the major point from the 1947 data).

Such evidence indicates that one cannot safely
assume that all other companies pay the chief
executive the same as the second highest man,
nor can one assume he should get twice as much.
Nor can one assume — safely — a pat formula
o£ ratios from the chief executive on down. For
the variations seen in this one relationship
recur among the other executive relationships.

Typical Contrasting Patterns

Every company has its own unique pattern of
executive compensation. In no two companies
are the patterns precisely alike. For that reason
we have selected, by way of illustration, con-
trasting patterns from three companies.

These patterns are not unusual or extreme.
With minor variations they have come up re-
peatedly in my study of executive compensa-
tion. Besides analyzing the 30 companies in
Dr. Baker's sample, I have observed comparable
data for additional companies. Also, insofar as
the data could be broken down from SEC re-
ports (the difficulty being to secure data for
the full executive organization), I have carried
on the analysis for the random sample of 100
companies on the New York Stock Exchange
list mentioned above. Smaller samples have
been selected for specific purposes at several
other times in different years.

Of course analysis of more extensive samples
might eventually produce something in the
nature of a comprehensive classification of pat-
terns, with indications of comparative strengths
and weaknesses, which is clearly more than can
be claimed for the present discussion. However,
the three patterns described here do show
typical contrasts and therefore provide useful
considerations for administration of executive
compensation policy.

Our purpose in presenting EXHIBIT III and
its analysis is not to propose a classification of
patterns but to encourage the management of a
company to examine its own pattern and its
influence upon executive relationships.

Factors Affecting Patterns
The pattern of executive compensation in

each company is the result of the concept of
management teamwork operating within that
company. Before going on to consider the sig-
nificance of this factor, however, it seems well
to pause and recapitulate the available evidence
regarding influences which ordinarily get major
credit for shaping the compensation policy.



EXHIBIT III. Ii.LUsrRATivE SAMPLE PATTERNS OF RELATIONSHIPS IN EXECUTIVE COMPE.NSA I ION

PATTERN A

1. The chief executive is paid more than anyone else —
40% more than the second executive.

2. The next three executives in turn each receive 40%
more than the next.

3. The lowest of these four top executives is set ofl from
the level of operating division and department heads by at
least 40%.

4. & 5. The "middle management" group all receive about
equal amounts and are differentiated by steps of only r^% or
so. The chief executive gets about 5 times as much as the
general level of this group.

The salary structure in this pattern is about as follows,
using $100,000 as the chief executive's compensation for pur-
poses of illustration:

President ^100,000
Executive Vice President 70,000
Vice President in Charge of Operations 50,000
Vice President in Charge of Sales 35.000

PATTERN B

1. The chief executive is paid at least twice as much as
any other executive and, as in pattern A, about five times
as much as the general level of division and department
heads.

2. The other three or four top executives are paid about
on a par.

3. They get 2}4 times as much as the next lower group of
executives.

4. This next group may be subdivided by the importance
of their departments, but by and large the range for the whole
list of ten or more executives is not much more than 25%.

5. One or two specialists may stand between the second
and third group of executives and not be considered part of
the pyramid of promotion although they are recognized as
being responsible for key policy decisions.

The compensation structure in this pattern, using $100,000
for the chief executive, is about as follows:

l*residcnt $100,000
Vice President in Charge of Sales 52,000
Vice President in Charge of Manufacturing 50,000
Vice President in Charge of Purchasing 50,000
Treasurer and Comptroller 48/500

' PATTERN C

1. fe 2. The chief executive is at the top of a scale that runs
up by about equal steps of it^% or so for the six or seven
senior executives.

3. The senior executives are set off from the rest of the
management group by only slightly larger differentials.

4. The remaining division and department heads are dif-
ferentiated by steps of 10% or so. The chief executive gets
about 35^ times as much as the general level of this whole
group

5. Staff specialists may stand almost anywhere along the
scale.

The executive salary structure in this pattern, if we assume
the chief executive gets $100,000, would be:

President — Chief Executive $100,000
Executive Vice President 87,000
Vice President and Ceneral Counsel 75,000
C:hairman of the Board 66,000
l^ice President in Charge of Operations 58,000
Vice President in Charge of Sales 50,000

Then there follows a series of executives with compensa-
tion ranging from $46,000 to $25,000 each of whom gets
about 10% more than the next lower paid executive, such as:

Rolios bcfween Eieculives a
between eiecuhve Groups Eiecutiyes Ronked by CompansaKon from * [ t o * l 4

1.4/1

5/1

Z.5/1

Ten or more division and department heads are grouped
at $23,000 to $25,000, including Vice President, Comptroller,
Secretary, Treasurer, thiee line or division managers, a fac-
tory manager, and two staff department heads.

15/1 {

This group of fout senior officers under the chief executive
in turn get 2 or 2 ^ times as much as the next level of man-
agement—what many executives in the top grouy) refer
to as "middle management." Executives in this group bear
such titles as: Plant Superintendent, Mercbandise Manager,
Division Sales Manager, Office Manager, Executive Assistant,
Engineering Department Manager. Compensation runs
around $20,000 to $25,000 with sometimes a larger drop for
managers of less important divisions or staff services.

Director of Research, Vice President — Manager Division A,
Vice President — Manager Division B, Sales Manager — Divi-
sion A, Traffic Manager, Merchandise Manager, Comptroller,
and Secretary.

This pattern differs from patterns A and B largely in the
high ranking of two or three specialists plus the presence of
an additional general executive like the chairman of the
board or chairman of the finance committee. The patterns
also differ in the percentage of variation between executives
in the top group and the range within the level of the re-
maining department heads.

NOTE: The forms used for the "executive pyramids" are plotted on a semilogarithmic scale such that slopes are directly
comparable between executive relationships on any pattern and between patterns.
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Further data will undoubtedly refine the fol-
lowing observations:

1. Industry — Corporations in the same industry
reveal diflerent patterns. For instance, roughly
comparable companies in the food-processing in-
dustry revealed patterns similar to A, B, and C.
The evidence available also indicates that instances
of similar patterns are found in companies from
such diverse industries as metalworking, electron-
ics, food processing, and finance. Complex indus-
tries may widen the base by increasing the number
of executives at any one level, for instance, by
requiring more high-paid staff specialists. The
general level of executive compensation also may
be higher in some industries than in others. For
instance, the works manager in a multiproduct
steel company might set the level at $35,000,
whereas the division manager of a food product
company might set the level at $15,000. The indi-
cations are that patterns of executive compensation
reflect concepts of management whicli cut across
industry influences.

2. 5iz(? — Similar patterns were found in cor-
porations of different size. Size may widen the
base, for instance, by requiring more geographical
district sales managers or production managers for
more plants. Size may also raise the whole level
of executive compensation, even thotigh the pat-
tern of relationships may be quite similar in com-
panies of different size. Similar patterns were
found in companies from near a billion dollars of
assets on down to ones under $10 million in assets.
Similar patterns may be found with the chief execu-
tive getting $175,000 and again with the chief
executive getting .|go,ooo. The size of the company
also may affect the number of executives in any
compensation group within the pattern while
maintaining the same general pattern of relation-
ship as in a smaller company. For example, one
company giving us data had the A pattern with
four division managers at about the $40,000 level.
There was a step-up of 40% between this level and
the first of the general executives at .$56,000, who
was the production vice president. Another com-
pany with only one plant manager at the $26,000
level likewise had a step-up difference of about
40^ to the next highest paid general executive
who was a vice president at $35,000.

g. Hoard membership — SiTa'i\^.T pattertis were
found in corporations having boards made up
largely of their own executives as directors and
also in corporations where such directors were in
the minority. But the board is responsible for the
pattern developed by executive payments and its
consequences.

'See: Challis A. Hall, Jr., Efjects of Taxation on Execu-
tive Compensation and Retirement Plans (Boston, Division
of Research, Harvard Business School, 1951); and Thomas H.

4. Income taxes — Wl three of the illustrated
patterns were fotind in the same year under the
same tax law. 'Faxes do have the effect of widening
the differentials the corporation must pay to give
the executive a net differetitial of any consequence
and over the years may alter the amplitude of
differences. (This article does not deal with the
effects of taxation upon executive incentives, de-
ferred payments, or pension plans,^)

5. Bonus and pension plans — These are signifi-
cant ways of varying the payments but do not make
basic differences among patterns. The range of
discretion given in the administration of the full
kit of cash salary, bonuses in cash, stock options,
and varieties of deferred payments presents another
full subject for discussion. Their use does involve
the problem of differences among executives which
we are now examining,

6. Profits ~ The immediate cost to the corpora-
tion, purely in terms of arithmetic, would be least
for pattern A, more for pattern B, and most for
pattern C. In actual situations, however, the cost
for executive compensation depends on the level
at which the pattern is set. The level in turn is a
balance between wages pushing up from below and
the pressure of public opinion against high salaries.
In striking this balance, the profits of a compatiy
are a critical factor. Profits operate to set the level
of the pattern rather than to determine the pattern
itself.

Concepts of Management
The available evidence, I believe, supports

the point that a major influence on executive
compensation is the concept of management
teamwork. In other words, each company has
a heritage of ideas about how to run the
business, including the "proper" relationship
among executives. These ideas take form in
the executive structure, which in turn perpetu-
ates the ideas. As the business grows and indi-
vidual executives mature, differences in the
rates of growth put stress upon the ideas of
the proper management team. ^

Response to Changes. A few initial observa-
tions about how these patterns of relationship
respond to changes in the business, and in
individual executives, point to the need for
much more investigation in specific companies.
One can readily get together the simple statis-
tics for one's own company pattern of compen-
sation. And it is worth while to know much

Sanders, Effects of Taxation on Executives (Boston, Division
of Research, Harvard Business School, 1951).
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more about the operating characteristics of the
executive structure in order to deal more effec-
tively also with the related problems of growth,
succession in management, and means of in-
creasing effective communication within the
business.

Not:e, for instance, the effect of a long series
of promotions from within an established com-
pany. The top management in this company
think;; in terms of setting its foremen "a reason-
able notch ahead of its skilled workers." The
superintendent in turn is paid enough more
than the foremen "to live higher up the hill
from the mill." Along with the superintendent
in salary level are the "middle-management
group." The top-management group, althotjgh
two and one half times the middle-management
scale, "live in the same town" and "we don't
try to make it New York City." The middle-
management group includes some promising
younger men, "but we don't want to spoil them
by intTeases of 250% when they replace a senior
man about to retire." In terms of executive
relationships, this particular company falls very
closely along the lines of pattern B. Note, how-
ever, that this does not imply similar problems
of succession for all companies with similar
patteins.

Another company of similar size which failed
to de^'elop executives from within had to attract
a chi(;f executive from outside to come in and
"clean up the mess." The new man got more
to begin with than the chief executive of the
first company just described. He also got stock
options and assurance of substantial increases
should his administration lead to recovery of
the business. The new executive did lead the
company to success. In building the new organ-
ization, however, he had to bring in some more
key men. To do so he had to offer substantial
inducements. The differentials among execu-
tives in this company, therefore, tended to scale
down from the top rather than up from the
ranks. Even though the reorganized company's
executive pattern had many of the characteris-
tics of pattern A, the total executive cost was
more than for the pattern B executive payments
in the first company, because the pattern was
set at the higher level dictated by the necessity
of bringing in a new chief executive after the
company had lost its position.

LeiJt stockholders criticize the new manage-
ment for its high level of compensation, it
would be well to introduce the tragic story of

a new chief executive who was not allowed to
build the kind of cornpensation structure neces-
sary to attract effective executive material. At
the risk of oversimplification, we may say that
the situation was one where the directors held
too rigidly to scaling executives up from the
level of foremen and skilled workmen. It is no
bargain to try to fill a $125,000 president's job
with a $6o,ooo-a-year man and then fail to
secure four or five strong lieutenants beeatise
they could get a salary equal to the president's
elsewhere. Dollars, of course, are no assurance
of ability; and in this situation the stockholders
were already losing substantially each year
through inadequate executive organization. In
this particular case there seemed to persist a
large number of executives relatively well paid
for "middle-management" jobs, but with no
top general management group working with
the chief executive in welding these numerous
division managers and department heads into
a strong corporate team.

From these instances we argue neither for
higher nor for lower executive salaries; we are
simply observing evidence that there is diversity
in executive functions and that executive com-
pensation must allow for the unique relation-
ships within each company. Merely paying men
executive salaries does not make them effective
executives. Economy, however, comes from
continuous attention to executive development
and the creation of a pattern of executive com-
pensation which reffects and strengthens the
actual pattern of active executive teamwork.

Differentials. Another way of indicating how
these influences are modified is to compare
companies which each pay the chief executive
approximately the same amount. In this way
several of the preceding observations become
more apparent even though the data available
from the SEC do not permit a full picture of
each pattern. See EXHIBIT IV, covering 10
selected companies, all of them well known,
for the year 1945.

In general, the larger the corporation, the
more significant minor differences become be-
cause there is a narrower range within which
to provide differences. Public reactions to high
executive payments, rightly or wrongly, limit
what can appropriately be paid the chief execu-
tive. At the same time, size and complexity
increase the number of responsible executive
positions to which able men must be attracted.
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Note how, at the one extreme. Standard Oil
Company (N.J.), one of the world's largest
corporations, had 145 executives receiving more
than |2o,ooo; and, at the other extreme, the
much smaller Lambert Company, also paying
its chief executive approximately the same as
did Jersey Standard, had only 8 executives re-
ceiving $20,000 or more. The former company
obviously had to make differentials among its
145 executives within much closer limits than
the latter company which was considering only
8 men within the same range.

Note, also, how close together in compensa-
tion the top men at Jersey are bunched, with 2
men at about $100,000, the top 3 having less
than 15^ difference, and more than 20 men

Without questioning the merits of such an
approach, one can only note that it may en-
courage a tendency to throw out of line the
differences in any particular company that re-
ffect the actual standing of plant managers, sales
division managers, and other middle-manage-
ment executives who carry the load of opera-
tions without the strength of membership in
any professional group.

Specialists. Many companies now have two
or three "specialists" with compensation falling
in the range between "top management" and
"middle management." Their titles may range
from Chief Geologist to Patent Attorney, from
Economist to Director of Product Development.

EXHIBIT IV. EXECUTIVE COMPENSATION DIFFERENTIALS (EXCLUDING PENSION CONTRIBUTIONS^ FOR T E N SELECTED

COMPANIES PAYING CHIEF EXECUTIVES APPROXIMATELY THE SAME AMOUNT— 1945

' (In thousands of dollars)

Classification oj Three Highest Paid Executives Number

Companies — in order oj
Number oj Men Paid over $20,000

Standard Oil Company (New Jersey)
Sears, Roebuck k Company
Chrysler Corporation
Radio Corporation of America
Standard Brands, Incorporated
Jones fc Laughlin Steel Corporation
B. F. Goodrich Company
American Viscose Corporation
Commonwealth Edison Company
Lambert Company

$100
to

$115

1,2

to
$99

2.3
2.3

to
$85

2-3

$65
to

?74

$56
to

$64
to to to

$4"
to to

$30

2.3

2.3

$5"
to

$99
20

6
10

4
1

a
2
2
2

$20 Total
to over

$49 ?20

123

117

32

36
30

'9
'7

•45
124

43
41
32
29
22
20
14

SOURCE: Company proxy statements.

grouped over $50,000; while at Lambert no
other executive received within 50% of the
chief executive's compensation. Does not this
indicate a distinctly different concept of the
role of individuals in the executive team?

Stresses Between Pattern and Practice
Evidence leads me to suspect that most ques-

tions about executive compensation start with
some quirk in the payment plan which gives
one or a very few executives less than they think
their positions merit in relation to fellow execu-
tives. This is all the more likely to happen since
the growth of "professional" associations of pur-
chasing agents, engineers, industrial economists,
research chemists, and so forth, which some-
times endeavor to provide members and their
employers with comparative data on compensa-
tion and conditions of work for members of
their profession.

Chief executives explain, "Decisions in these
specialized fields can make or break our busi-
ness; Ipay these men whatever is necessary to
get them; it's a matter of individual negotia-
tion" or, "This man doesn't have much of a
department, but the decisions in this area offset
any number of decisions a division manager
or department head might make." The same
title in another business may cover more rou-
tine decisions for which an organization is
built up; then the executive becomes more of
a department manager than an active specialist.
Again, functions often become important to a
company more rapidly than it has time to
develop a specialist within its own ranks, and
he is brought in at a high management level.

In one company growing rapidly from devel-
opment of ingenious mechanical services, the
secretary, a former patent attorney, led a move
to have the whole executive-compensation struc-
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ture reviewed and a new bonus plan arranged.
During extensive discussions it became appar-
ent that most of the executives were reasonably
well iiatisfied, though probably few of them —
being human — wanted to protest a movement
which would lead to larger payments for all of
them. The patent attorney, however, had left
his private practice when the first fiood of
"inventions" made a spot in the company an
attractive "bet" for an ambitious young lawyer.
Now the sales engineers had acquired prestige
greater than his, and the attorney was somewhat
regretful of the strides his former law partners
were making. The small group with whom the
chief executive consulted in making compensa-
tion changes went ahead with a plan to refine
the economic logic for salary payments and
bonuis distribution. The pattern of compensa-
tion which emerged was roughly similar to
pattern C; and, incidentally, it was more refined
than needed to satisfy most of the executives
and still left the sorest spot unhealed, namely,
the case of the secretary with a very personal
problem that no compensation plan could be
expected to cure fully.

Decentralization and Expansion. Another
instance of stress between the pattern of execu-
tive compensation and the actual executive
working relationships came about through de-
centralization of activities without adequate
consideration of the impact of compensation
plans. To begin with, relationships were of an
order similar to pattern A, with headquarters
men in top positions. Then the president of
the company, a successful manufacturing enter-
prise in the Middle West which he himself had
founded, set up subsidiaries in eight cities in
surrounding agricultural states. Managers of
these subsidiaries were made responsible for
sales and operations and received a bonus as a
percentage of their profit. The new plan cre-
ated a serious problem in a few years as the
bonus receipts of the subsidiary managers grew.
The technical executives claimed that their
innovations had been the source of the profits
and that the subsidiary managers were reaping
a windfall not of their own creation. The stress
was increased by the ehief executive's emphasis
in conversation upon "individual incentives"
when talking with subsidiary managers, and his
emphasis on "cooperation" when asking techni-
cal men to aid the subsidiaries.

Similar questions grow out of expanding sales

organizations where regional sales managers
may build up compensation through commis-
sions which "get out o£ line" with the top
production and financial executives at the home
office. The production executives may claim,
with much merit in specific instances, that their
efficiency allows the price differential which
gives the sales organization its windfall. Logical
arguments that the additional sales come at no
excessive sales expense do not stem the irritation
at "excessive" differences in net compensation.

In such cases headquarters executives con-
sider themselves to be, let us say, Nos. 2, 3, and
4 in a pattern like t:he A illustration. But the
bonus payments lift division or subsidiary man-
agers to these positions in terms of compensa-
tion. The resolution is not easy and obvious,
because raising the headquarters executive pay-
ments may harness the company with a pattern
of executive payments which cannot be sup-
ported after competition skims off the cream of
expansion. These situations do seem to indicate
that mixtures of compensation methods (i.e.,
cash, bonus, deferred payments, pensions, etc.)
need to be projected to see how alternative con-
ditions might infiuence long-range executive
relationships.

Other Reference Points. A frequent strain
upon a management's concept of relationships
is the competition of other reference points for
individuals. I am not now minimizing the im-
portance of the company's compensation pat-
tern, but noting how easy it is to let it be
warped. Here are some of the possibilities:

(1) At present independent subcontractors are
being encouraged by procurement officers of
some large corporations. On the basis of past ex-
perience, many of these subcontractors may be
expected to make money far beyond the remunera-
tion received by the corporate executive who
fostered them. Naturally, this may make the pro-
curement officer in question wonder about his
salary.

(2) In the postwar period "independent" dealers
coached by corporate sales executives have fre-
quently capitalized on the sellers' market to net
far more annually than the sales executives of the
large corporation. The effect on such sales execu-
tives is obvious.

(3) Sometimes, toci, a sales executive contrasts
unhappily his responsibility and remuneration
with the payments he approves, say, for television
talent.
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(4) And, as we already mentioned, professional
associations of office managers, controllers, person-
nel, engineering, and research officers may develop
standards of compensation which often lead the
individual executive to "ask for more."

The potential pressure to meet specific de-
mands regardless of the reaction upon the pat-
tern of compensation as a whole is always strong.
Under these conditions it seems all the more
necessary to consider compensation policy in
terms of the concept of management teamwork
which is to be developed.

Stepping Stones and Stopping Points. One
of the most perplexing stresses in the executive
structure results from the need to accommodate
the attitudes of executives who have arrived
and those of executives who are on the way up.
Again the compensation pattern is both an
evidence of management concept and an influ-
ence upon it. For instance, a company may
capitalize upon the training experience of its
junior executives and attract more men than
are needed at higher levels. Keen competition
among executives is encouraged on an "up or
out" basis. "The turnover keeps new blood
coming in," is a frequent expression.

At some level, however, men are considered
to have arrived. What happens, then, when the
company moves to a new level of expansion?
These men are no longer able to go "np";
established position prevents their going "out."
New staff specialists must be attracted; new
executives must be given experience. New
complex problems put a premitim on coopera-
tion among junior executives. In effect a new
concept of management emerges with a new
pattern of compensation. Positions as depart-
ment heads or division managers, formerly con-
sidered stepping stones, become respected career
posts. Short tours of duty in these positions by
younger men on the way up now create new
frictions.

There is no point in trying to review all the
problems of Executive Growth and Develop-
ment and Executive Action which others have
studied in recent research.^ It is significant to
note, however, that executive compensation is
not a thing apart to be settled "in the market";
executive compensation policy is an integral
part of management.

*Sec Myles L. Mace, op. dt. and Edmund P. Learned,
David N. tJlrich, and Donald R. Boo/, op. eit.

In this connection, it would be of great serv-
ice to know under what conditions the com-
pany-to-company spread among the same execu-
tive positions actually becomes effective in
moving a man from one company to another.
More needs to be known of this kind of situa-
tion: where the vice president in charge of
purchasing served for ten years with an open
offer to go to another company at 5 0 ^ more
compensation. Apparently, once a man com-
mits himself to an organization at its general
salary scale, financially attractive alternatives
may be inoperative. It is as though a man stays
in an organization as long as he feels he is
rightly placed among his associates — almost
regardless of alternatives elsewhere.

The pattern of executive compensation pres-
ent leads to examination of the opportunities
for executive growth in responsibility, stature,
and prestige. Its analysis may prevent compet-
ing for executives "on the way up" with other
companies on a basis which cannot be sustained
by the company's growth prospects. Under-
standing the compensation pattern may even
clarify basic executive relationships to the point
where an individual would not be promoted
beyond his capacity.

Directors' Re.sponsibility. Alertness to stresses
between a man's actual position in the organi-
zation and his financial position has a bearing
on the possible field of choice for successors in
management. Directors thereby cannot avoid
responsibility for the pattern of executive com-
pensation.

The tendency is now growing for a commit-
tee of directors to review executive payments.
Where stock is listed and executives are direc-
tors, the data become public knowledge. In
other instances, many of the directors may not
know how much even the top ten executives
receive. Secrecy of executive compensation fig-
ures then becomes a factor of complex impor-
tance. How well does the group which sets the
executive payments actually know the working
relationships among executives?

For instance, one large metal fabricating
company had so many vice presidents that the
title failed to do justice to the prestige of certain
key executives. In this case, a director sensed a
strained tone in a conference between some
board members and a group of key executives.
He had a feeling that several of the men were
holding back and not expressing their real atti-
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tudes,. He began an independent investigation
and :n due course got the interest of other di-
rectors and the chief executive. Changes in
compensation were made, and new titles were
worked out which more adequately indicated
the functions of the key men. In this instance
the board contributed effectively to the build-
ing of a smoothly operating executive team.

All directors and executives talk about the
importance of management teamwork, but their
concepts of a management team differ widely.
Compensation is one indication of a man's
standing in the management team. The board
of directors cannot escape the determination of
compensation policy. Furthermore, directors
cannot ignore the impact of compensation pol-
icy on the problem of attracting and retaining
executive material.

Management Succession. The relationship of
the pattern of executive compensation to man-
agement succession has already been referred to.
It is <:)ne of the areas for further inquiry as more
patterns of compensation become available.

In one instance, a company which had char-
acteristics similar to pattern B found that when
the chief executive died suddenly, the promo-
tion of any one of the three top executives sur-
viving would have created such a marked finan-
cial contrast among them that eventually a new
man was brought in from outside the company.
The compensation pattern was only one of many
factors, but a significant one.

In another company with an A type of pat-
tern, on the other hand, the need for successors
had been foreseen and planned for. The board
of directors, with several strong nonexecutive
members, had pressed for development of un-
derstudies. For example, one department head
had been singled out and had been paid the
fourth highest salary in the company — a differ-
ential of 40% more than other department
heads. Thus, when two members of the top
three retired within two years, the way was set
to make selection from within the lower levels,
and apparently with altogether satisfactory re-
sults,

In many of the companies having a wide vari-
ation between the chief executive and the next
highest paid executive, the chief executive has
been the founder or builder of the business or
has been brought in to succeed the founder of
the business. Not long ago I ran across three
such instances where the founders of the busi-

nesses were nearing retirement age, and the
No. 2 men quite clearly were not the likely can-
didates even though they received $135,000,
S68,ooo, and $60,000. Since the date of this in-
formation, one of the companies has brought in
the No. 1 man from outside.

In many other instances for which we have
evidence the pattern seems to have been set
during the long seivice of men who built the
business. Query 1: Does it follow that successors
to these men merit the same differentials from
their fellow executives? Query 2: If efforts were
made to establish a different pattern for a new
generation of exec:utives, what consequences
might follow? These also are questions on
which further research is needed. In other
words, it is important to know more about the
persistence of patterns of executive compensa-
tion and executive relationship.

Persistence and Change. Is there any lasting
significance in patterns, for example, where the
top executives receive nearly the same amounts?
In many of these top groups there is a board
chairman who earlier had been active in the
management. Soine consist of corporations,
like the Standard Oil Company (N.J.), which
temporarily put a top limit on executive com-
pensation "for the duration" of the last war.

Is this variation in the pattern merely a pass-
ing stage during transition from one chief ex-
ecutive's administration to another's? A few
instances suggest such an interpretation. Some
of these corporations have more recently in-
creased the chief executive to a substantial dif-
ferential above the rest of the top-management
group.

Or does this pattern of small differentials rep-
resent a management "partnership" as the ap-
propriate concept for professional management?
Several, although not all, instances of such pat-
terns occurred where the board was made up
entirely of the corporation's own executives.
One instance in a rather closely held company
was challenged by the Bureau of Internal Reve-
nue. Here the executives also were the chief
stockholders; apparently the presumption was
that equal compensation looked like division of
profits among "partners."

The evidence available suggests that such a
pattern of equal compensation probably tends
toward some differentiation in the course of
time. One company had a new chief executive
just before the war. His compensation was at
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that time about 25% more than his predecessor,
who had been elected in a new capacity as chair-
man of the board at his former salary. After the
war the compensation of the board chairman
remained about the same, but the new chief
executive was given increases, making his com-
pensation more than loofo greater than the two
next highest paid executives, who remained at
about the same level as the board chairman.

We also find instances which indicate that
where an executive retires under "normal" cir-
cumstances, the previous pattern of relationship
among the succeeding executives is shortly re-
sumed. True, some changes may have appeared
in the ranking of particular positions as to com-
pensation; that is, the comptroller may be raised
to fourth place and the advertising man to fifth
place. But I am inclined to believe the system
of executive relationships tends generally to-
ward stability.

In any event, the degree of correspondence
between the actual executive relationships and
the pattern of compensation always has to be
taken into account. We need much more data
over a period of years and more careful study of
trends before venturing far toward conclusions
about the persistence and change of patterns.

Conclusion
The task of determining executive com-

pensation policy continues to raise perplexing
questions, but research suggests useful ways of
approaching the problem. Since 1934 compen-
sation data for many companies have been pub-
licly available through the Federal Trade Com-
mission and the SEC. Many efforts have been
made to use these data as a short cut to decisions
on executive payments. The approach has been
largely one of statistically refining the market
range for executive positions. During the same
period, however, another research approach has
produced increasingly useful concepts about
business enterprises as human organizations. It

has been our purpose here to discuss one way in
which executive compensation policy might be
considered from this latter point of view. (Most
of the material for this article has come from
executive relationships and compensation in
business firms, but I am inclined to believe that
many implications apply also to the payment of
executives in labor unions, government agen-
cies, and other organizations.)

Every company has its own pattern of execu-
tive compensation — the result of decisions on
payments to executives from the highest to the
lowest. It reveals relationships among the chief
executive, his immediate associates, division
managers, and staff specialists. Three such pat-
terns of relationships have been presented for
contrast.

Examination of available evidence indicates
that the major infiuence determining a com-
pany's pattern of executive compensation is the
prevailing concept of management teamwork,
rather than industry, size, or board membership.
The pattern is a result of this concept of man-
agement; it also becomes a powerful infiuence
on management teamwork.

Along with concern for meeting "a fair mar-
ket rate" for executives, management might
well consider two questions: What kind of pat-
tern are we making by our payments to execu-
tives? How is this pattern influencing our
executive relationships?

Much more needs to be known before one
can speak with assurance about the meaning of
any particular pattern or its operating charac-
teristics. Enough is known to indicate that the
pattern of compensation does have significant
infiuence upon: adaptability of an executive
organization to major shifts in business, com-
munication among top executives and with
middle management, the growth of individual
executives, the process of executive succession
and recruiting, and the social acceptance or
public relations of the corporation.






