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Traditionally there has been at the level of CEO and direct reports a strong 
correlation between base pay, annual revenues and market capitalisation 
and an even closer relationship to total reward (that is fixed pay plus 
annual bonus plus the value of long term incentives), and growth in market 
capitalisation and a company’s level of profitability. 

In the current market shareholders cannot find 
buyers for their shares at 2006/7 prices.  
Property owners cannot secure the market price 
which they may have paid in the 2006 or 2007 
financial years in the current market.  Buyers are 
generally not available at those prices.  Other 
asset sales reflect prevailing, ie repriced, value.  
 
Management and executives seeking to change 
roles also need to accept that when the 
supply/demand equation shifts, the bidding for 
human capital reflects the changed 
circumstance.   
 
One of the most significant stress points will be 
the ratio of reward between CEO and direct 
reports and the latter’s direct reports where we 
anticipate a narrowing of the gap which emerged 
over the past decade.   
 
In the triennium ahead both pay levels and pay 
ratios are likely to be rebalanced.  In due course 
reward levels will increase reflecting an upward 
trend line, albeit that base pay in the executive 
class will be repriced. 
 
We do anticipate there will be market repricing of 
CEO base pay. This will arise progressively 
reflecting: 

• corporate failure; 
• continued M&A activity; 
• CEO and senior executive retirements;
• executive supply exceeding demand  

(this will be variable by sector and 
geography). 

 
The new executive market could also be offset 
by a shift in skill sets in demand;  for example, 
executives with the capacity to manage 
distressed businesses in a tight market and 
those with demonstrated leadership skills.   
 
The market could well change to one of low risk 
organic growth strategies being embraced as an 
alternative to growth by debt or pursuit of scale 
irrespective of risk.  There will clearly be different 
supply and demand factors in the CEO and 
senior executive market which will clearly reflect 
that one size will not fit all enterprises.   
 
The pressure on Boards will be to define the 
skills required of new CEOs and executive 
teams and to tailor reward to reflect variable time 
horizons having regard to shareholder 
expectation and specific sector and market 
prospects. 
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In the current environment many leading companies 
have frozen executive salaries, some have also 
revealed that in order to avoid terminations and keep  
their talented team of professionals and executives 
intact, they have called upon staff to take a pay cut. 
 
Listed securities and many material assets have been 
substantially repriced in the past twelve months.  
Property on a global footing has been repriced.   
 
Owners of both traded and non-traded assets have 
been required to adjust values to the current 
economic environment.  Reflecting on prior values as 
a foundation for negotiation or as an aspiration of 
future value has been to no avail in relation to exiting 
these assets. 
 
Human capital is also under the watchful eye of 
shareholders and like property assets in particular will 
be affected by the supply and demand equation. 
 
Traditionally there has been at the level of CEO and 
direct reports a reasonably strong correlation between 
base pay, annual revenues and market capitalisation 
and an even closer relationship of total reward (that is 
fixed pay plus annual bonus plus the value of long 
term incentives) between growth in market 
capitalisation and a company’s level of profitability. 
 
To assume these factors are not at work in the current 
environment would not be prudent.  Rebasing these 
correlations with current market data does, however, 
reveal that fixed remuneration has a higher value per 
dollar of market capitalisation than was the case 
twelve months ago.  That is, CEO salaries in 
particular have not been rebased to reflect changes in 
the market. 
 
Reconsidering Base Pay 
Incumbent executives would anticipate that there 
would be no significant decline in their fixed annual 
remuneration, albeit that the enterprises they are 
managing are less valuable and that profits in a 
number of cases have eroded in contrast to a prior 
period of sustained growth which sponsored 
increased reward levels.   
 
New hires may well be in a different situation from 
incumbent executives.  That is Boards and Chief 
Executives, while not taking advantage of the current 
circumstance, may believe it is prudent to consider 
repricing fixed remuneration for a number of executive 
roles, including replacement CEOs, reflecting current 
market capitalisation, anticipated levels of profit 
growth or adjustment, challenges in relation to 
revenue growth and a declining value of assets. 
 

R e p r i c i n g  H u m a n  C a p i ta l ?
b y  J o h n  E g a n

.  

Copyright © Egan Associates.  

This work is copyright.  Apart from any 

use permitted under the Copyright Act 

1968, no part may be reproduced by any 

process without prior written permission 

from Egan Associates.

 

Speak to us if you need advice on 
 

•  REMUNERATION PLANNING 

•  BOARD ADVISORY SERVICES 

•  CEO REWARD STRATEGY 

•  INCENTIVE PLAN DESIGN 

•  RETENTION PLAN DESIGN 

•  EQUITY INCENTIVES 

• IPOs 
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In many organisations long term incentives may have proven 
problematic, though Boards are seeking ways to create better 
alignment with shareholders and better alignment with performance 
sustainability.   

A Time for Action 
Boards must act! Chief Executives in marshalling the energies 
and motivation of their staff need to find creative solutions 
aligned to shareholder interest which will both focus the 
attention of management on key drivers of value and 
encourage that extra effort.   
 
For those companies that prosper in relative terms 
management will expect to be rewarded and it is proper that 
they should be rewarded. 
 
The critical issues of focus in reward terms will include: 
 

• recalibrating the key elements of annual incentive 
plans, including the relative weighting of financial, 
strategic and operational objectives, with increased 
focus on line of sight; 
 

• rethinking the relative proportion of equity based 
long term incentives and annual incentives; 
 

• reviewing the performance hurdles for long term 
incentives, again with a focus on line of sight and 
factors which will contribute to sustainable 
enterprise value in alignment with shareholders’ 
interest. 
 

In many organisations long term incentives may have proven 
problematic, though Boards are seeking ways to create better 
alignment with shareholders and better alignment with 
performance sustainability.   
 
These circumstances, in our judgement, will lead to 
reconsidering the relative weighting of long term and short 
term incentive program values with an increased requirement 
for benefits under short term incentive plans to be delivered in 
the form of restricted shares or rights, those restrictions either 
being subject to a sustainability or value creation factor or the 
effluxion of time or both. 
 
Given the Government’s recent initiatives with respect to 
termination payments and the current market conditions, we 
believe that foreshadowed pressure on uplifting base pay is 
premature.  Boards and management need to focus on 
restoring shareholder value and developing reward programs 
which respond to both absolute and relative out-performance.  
The journey ahead will be challenging, though highly effective 
management should continue to be well rewarded. 
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The International Market 
The Australian setting in terms of executive pay excesses is 
significantly less profound than the US or many parts of 
Europe.  While 9 out of 10 of Australia’s top 50 company 
CEOs receive base remuneration of $1,000,000 or above, this 
ratio rapidly declines with 60% of the next 50 companies 
being so placed, less than 20% of the second 100 companies 
and around 5% of the second ranked 200 companies.   
 
Of the executive population in the top 50 companies, 
excluding the CEO there are less than 70 executives on base 
remuneration of more than $1,000,000, in the next 50 less 
than 10 and in the next 300 ranked companies (that is those 
ranked between 101 and 400) there are less than 10.  If one 
assumes that across these 400 companies there are 4,000 
executives stewarding businesses of varying scale the 
dimension of the challenge in relative terms is modest, albeit 
that press comment would reflect a somewhat more profound 
challenge.   
 
Notwithstanding this circumstance, shareholders and 
commentators alike will be seeking more transparent and 
comprehensive reporting on how executive earnings are 
determined through both annual bonus plan participation and 
longer term equity based performance tensioned incentive 
plan programs. 
 
In this free market environment Boards and Chief Executives 
and those advising them, both internally and externally, would 
be reflecting upon the market dynamics.  It is in this context 
that we believe there will be far less pressure on base salary 
reviews in the near term and an increasing focus on finding 
ways of motivating executive teams and management staff 
more generally to achieve optimum results in the context of 
prevailing challenges which vary by sector, by geography and 
an organisation’s competitive positioning. 
 
These challenges faced in a strategic sense most profoundly 
by directors are also occurring at a time when, while 
management’s salaries are not being reduced, their earnings 
are clearly likely to be substantially lower than those they may 
have realised and/or enjoyed in the prior triennium.  That is, 
benefits arising under long term equity based incentives would 
have declined given the 50% decline in the value of listed 
securities and there will be significant pressure on annual 
incentives in the current reporting season, with many 
companies being challenged in realising profit levels reported 
in respect of the 2008 financial year. 
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