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organisation consider the execu-
tive compensation vulgar, when it
is disproportionately higher than
their average compensation?

� Do the executives in the govern-
ment sector consider their com-
pensation vulgar, when compared
to the compensation of those in
the private sector?

Mechanism to determine execu-
tive compensation
The level of executive compensa-

tion should be such that it is able to
attract and retain the talent while, at
the same time, representing value for
shareholders. Setting the compensa-
tion level too low can get the executive
talent tempted by competitors, while
setting it too high can fail to deliver
value for the stockholders. Therefore,
in setting compensation levels, a firm
must seek to attract and retain execu-
tive talent while satisfying itself that
the management is delivering returns
appropriate for the level of investment
made in the company by shareholders.

Linking executive compensation
with company performance
There can be several metrics of

measuring executive performance,
when it is linked to the company per-
formance. Year-on-year growth in
revenues and profits, return on equi-
ty, meeting annual and quarterly
earnings forecasts etc. are some of the
commonly used financial measures
to gauge the performance of the exec-
utives. However, these measures fail
miserably in some cases, as in the oil
industry, where many a time large

profits are attributable to irrational
increase in oil prices.
Several pros and cons are associat-

ed with linking executive compensa-
tion to the company performance.
Performance targets could be linked
to executive pay motivate. Also, eval-
uation of executive performance
sends a clear message that the execu-
tive is accountable to the sharehold-
ers and the Board and introduces a
healthy balance of power.
On the other hand, linking of

executive compensation with compa-
ny performance encourages exces-
sive risk-taking, which is believed to
be one of the prominent reasons for
the recent financial crisis. In addition
to this, it is difficult to quantify the
correlation between the precise con-
tributions of an executive to the over-
all performance of a company. An
underperforming executive may
end-up receiving excessive compen-
sation and vice-versa.
Therefore, an appropriate com-

pensation programme must pay the
executives for performance and, at
the same time, mitigate/minimise
the excessive risk. The balanced view
of performance should also include
non-financial measures rather than a
mere overly focus on the ability of the
companies to achieve quarterly and
annual earnings forecasts.

Mechanism to Regulate/Moderate
Executive Compensation
In practise, executive compensation

can be moderated by one of the four
pertinent means, as shown in Figure 2.

Moderation by independent
directors.

In the present Indian context,
we come across several
instances, where the Chairman
of the Board (particularly pro-
moter-chairman) has the power
to decide his own compensation.
For instance, as per Stakeholders
Empowerment Services, Naveen
Jindal, whole-time director and
chairman of Jindal Steel & Power

and Satyam, hold true in board-
rooms even today or is it an excep-
tion?

� Being the crucial link between the
shareholders and the manage-
ment, does the board of directors
ensure that sanity prevails on
aspects such as risk-taking and
executive compensation?

� Are the auditors appointed andheld
accountable by the board of direc-
tors or are they beholden to the
management and the executives?

� Are all means/sources of execu-
tive compensation packages clear-
ly reported and segregated in
the financial statement?

Social issues
� Do the companies operate in
a vacuum, without any social
obligations?

� Can the behaviour of the
companies be indecent in the
social context in which they
operate?

� Do the employees of an
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Zone countries have lesser ratios,
when compared to India, as shown in
Figure 1.

Figure 1: Ratio of average com-
pensation of CEOs to that of entry-
level graduates

(Data Source: Aon Hewitt)
Also, a lot of disparity exists

amongst the compensation drawn by
Executive directors within the same
company. For instance, India’s high-
est-paid executive, Jindal Steel &
Power’s chairman and managing
director Naveen Jindal, was getting
around 25 times what the next high-

The subject of executive compen-
sation has stirred a lot of
debate, particularly since the
global financial meltdown.
While the economy was in the

doldrums and institutions were col-
lapsing, the CEOswere walking away
with crores of rupees in the
form of compensation.
Amidst poor economic

growth and difficult times,
public outcry for sanctions
and better oversight of execu-
tive compensation levels has
grown globally. In India, too, it
has been more than ever
before.
According to a recent study

done by Aon Hewitt, an HR consul-
tancy firm, the gap between compen-
sation of CEOs and that of entry-level
graduates is the widest in India
amongst all countries. The ratio of
average compensation of CEOs to
that of entry-level graduates stands
at 675:1. Interestingly, the USA,
Canada, the UK, China, and Euro

est-paid Jindal Steel director did in
the financial year 2011-12 according
to media reports.
Several means to regulate the

excessive compensation in India,
including provisions of the
Companies Act as well as those of

Clause 49 of the listing agree-
ment with stock exchanges, have
not worked to the desired level.
The importance for the need

to streamline the excessive exec-
utive compensation can be
gauged from the fact that it may
lead to numerous issues. The
following corporate governance
and social questions may arise
out of the excessive executive

compensation.

Corporate governance issues
� Is excessive executive compensa-
tion in the best interests of the
stockholders?

� Does lack of accountability, moni-
toring and control, as exemplified
by scandals like Enron,WorldCom,

Are Indian CEOs
Overpaid

An examination
of executive

compensation
approach with

special reference
to corporate

governance and
business ethics.

� by Varun Jindal

Figure 2: Approaches to Moderation/
Regulation of Executive Compensation



An example of business ethics in
executive compensation
Founded in 1980 in Austin, Texas,

Whole Foods Market is a Fortune 500
company and one of the largest nat-
ural and organic foods retailers. The
Company had revenue of USD 11.7
billion in fiscal year 2012 and cur-
rently has more than 340 stores in the
United States, Canada and the
United Kingdom. The company has a
self-imposed limit on executive
salary and bonuses. This limit is
presently 19 times the average salary
of all full-time employees.
Whenever the average salary of

utive compensation, it becomes
increasingly clear that executive com-
pensation has more to do with ethics
than regulations.
According to a popular book

Ethics and the Conduct of Business by
Boatright, ethics involves decision-
making at the following 3 levels:
� Level of the individual
� Level of the organisation
� Level of the business system
Problems that result from accept-

ed business practices or from features
of the economic system cannot be
effectively addressed by any single
individual or any single organisation.
These are difficult for one company
to change single-handedly, because
the company is constrained by com-
petition with possibly less ethical
competitors. A single employer may
not adopt a policy to restrict exces-
sive compensation because the prob-
lem is systemic and, consequently,
any substantial change must be on
the level of the system.

employees shoots up, the company
executives benefit. John Mackey,
founder and CEO of the company,
takes a token US $1 as salary and all
his stock-based compensation is
channelled to non-profit based foun-
dations, which engage in appreciable
work the world over.
Under John Mackey’s leadership,

the company governs itself to max-
imise the benefits of all stakeholders
including employees, suppliers, cus-
tomers and community. Non-execu-
tive members are awarded 90 per cent
of the stock options. Generous health
benefits are given to all the employees
of the company. A certain percentage
of company profits are diverted
towards non-profit based community
foundations. The roots of this note-
worthy culture of the company lie in
capitalism and corporate social
responsibility.
Salary cap, in the case of Whole

Foods Market, is a limit on total cash
compensation paid to any team mem-

tem. The Indian government has
implemented these regulations
through the Companies Act. Under
Section 309 of this Act, compensation
of an executive director cannot exceed
5 per cent of the net profits of the com-
pany. Also, under Section 198 of this
Act, pay and Directors’ compensation
as a whole cannot exceed 11 per cent
of the company’s net profits.
However, these regulations have

failed as CEOs/executive directors of
most of the large companies can safe-
ly play within this zone and take
home huge compensation packages
without violating these conditions.
Additionally, the following questions
arise out of the pay regulation by the
government:
� Should the government enact leg-
islations to regulate the compen-
sation in the private sector even
when there is no government
money at stake?

� Will such regulations push the
investments to other countries?

� Will executive talent head to other
nations with no such regulations?
Therefore, direct government regu-
lations on executive compensation
may be unwarranted for the com-
panieswhich do not seek bail-out or
subsidies from the Government.

Ltd, decides his own remuneration.
According to media reports, he
received 92 per cent of all the pay-
ments made to the entire Board and
his salary was around 25 times the
pay of the next highest-paid director.
This clearly leads to a conflict-of-
interest situation.
Therefore, instead of empowering

the chairman of the board to decide
his own compensation as well as that
of other directors, the executive com-
pensation decisions can be left to the
independent directors. This approach
can be effective subject to the follow-
ing conditions:
� Only independent directors should
be the members of the remunera-
tion committee and the committee
should be headed by one of them.
The committee members should
have wide acceptability with
respect to their credentials of
impartiality and independence.

� The remuneration committee
should have access to the external
compensation expertise of consul-
tants. However, the committee
should ensure that the consultants
are not linked to the management
or the board in any way.

� Annual report should have a state-
ment from the chairman of the
remuneration committee to facili-
tate direct communication with
shareholders on policies pertain-
ing to executive compensation.

Regulations by the government
The government can alsomoderate

the executive compensation so as to
protect shareholders and the econo-
my from a rash compensation sys-

Instead of directly interfering in the
affairs of the companies, reasonable
Government regulations can do the
following:

� Giving shareholder greater say
over executive compensation.

� Considering tax-benefits for com-
panies that voluntarily set sensi-
ble compensation limits.

Moderation by the shareholders
Shareholders may play a crucial

role in putting a check on the exces-
sive executive compensation. They
can register their discontent in the
annual general meetings (AGM) and
compel the board to review the com-
pensation. The USA has already
enacted the Shareholder Bill of Rights
Act and the Corporate and Financial
Institution Compensation Fairness
Act with a purpose of providing
shareholders a “Say on Pay" of exec-
utives. India can also enact some-
thing similar, to empower the share-
holders on this subject.
Regulation by SEBI. All the listed

companies in India are bound to com-
ply with the regulations of Securities
and Exchange Board of India (SEBI),
the regulator of the securities market
in India. Clause 49 of the listing
agreement with stock exchanges pro-
vides the code of corporate gover-
nance prescribed by SEBI for listed
Indian companies. Such clauses can
check the excessive executive com-
pensation through making it manda-
tory to have the remuneration com-
mittee composed of all independent
Directors, with one of them as its
head. Non-compliance with these
regulations should be dealt with
imposition of substantial penalties.

Role of business ethics in execu-
tive compensation
Because companies do not operate

in a vacuum, without any social
obligations, executive compensation
has the dimension of business ethics
also associated with it. From all the
mechanisms mentioned in this paper
to determine and moderate the exec-
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Whenever the average salary of
employees shoots up, the company

executives benefit. John Mackey,
founder and CEO of the company,
takes a token US $1 as salary and
all his stock-based compensation
is channelled to non-profit based

foundations, which engage in
appreciable work the world over.Pawan Kant Munjal

Kumar Mangalam Birla

Kalanithi Maran



ber in any calendar year. Employee
benefits, stock options and non-cash
contributions are not counted in deter-
mining and applying the salary cap.
However, it is worth noting that

Whole Foods increased its salary cap
thrice since the cap was created in the
year 1986. Originally set at eight
times the average wage, the cap was
raised to 10 times in the early 1990s,
14 times in 2000 and finally 19 times
the average wage in 2006.
The reason given for increase in

cap was to make the compensation of
company’s key executives more com-
petitive in the marketplace and help
ensure their retention. This indicates
that the issue of excessive compensa-
tion is systemic in nature and it is
very difficult for a single company to
adopt a policy to restrict executive
compensation.

Imposing cap
Executive compensation is about

ethics, involving decisions at the level
of the business system. Instead of any-
body regulating the executive com-
pensation levels, industry should self-
impose reasonable caps on executive
compensation using suitable metrics.
If every company replicates or

builds upon the compensation sys-
tem of Whole Foods Market, there
will probably be no better economic
system than the capitalistic system to
create wealth and improved living
conditions. The government will not
be required to intervene and corpo-
rate social responsibility (CSR) with
suitable tax incentives will be able
address the societal needs.
The media, academia and analysts

should play a greater role in a mean-
ingful discourse on compensation
ethics to inform the industry and to
bring greater attention. The balanced
view of performance should also
include non-financial measures. It
should not be a mere overly focus on
the ability of the companies to
achieve quarterly and annual earn-
ings forecasts. �
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their birth and death anniversaries
and that too to get noticed by the
media. Such leaders conveniently
forget the principles, patriotism and
sacrifices of those freedom fighters
after the ceremonies. At other times
they do not remember them at all
and take no significance of the free-
dom fighters’ contributions in their
own public life.

*****
I am incensed at those agents of

banks and insurance companies who
not only call at odd hours but keep
on pestering you to buy one saving
or insurance scheme or the other,
even when you tell them in clear
terms that you are not interested.

— Dr Ashwani K. Malhotra

As the battle between the Congress
and the BJP has reached a flash point
over secularism and communalism,
what India needs is a government
headed by a party with “steel in its
spine and not jelly” to deal with vari-
ous external and internal issues. In
the name of secularism, every party
has been looking at every issue from a
communal angle and playing com-
munal politics to polarise voters to
attain power.As politics of reason and
logic has given way to communalism,
every party communalising politics
on every issue has become the order
of the day. As a result, politics has
generated to such an extent that
pressing issues get sidetracked with
communalism taking centrestage. I
am therefore peeved at the frequent
debates and discussion on television
by intellectuals, educationists and
politicians about secular nationalism
and communal secularism and its
impact on our society and democracy
at large, when in reality, what is
preached is never practiced.

— R. Srinivasan

My pet peeve is about people
who constantly talk about how
things are bad, and what is wrong.
They keep on grumbling about
things which they see as being not
right. Admittedly there are many
things which are not right, but I fail
to understand how only the pointing
out of what is wrong helps in
improving matters. We should focus
on solution rather.

— Hemant Bambawale

I am greatly peeved at the scam-
sters. In many cases these scams
involve many crores of rupees.
These scams are indulged in by
those who are already financially
strong and so they are perpetrated
out of greed. These scams add to the
misery of the suffering millions.
There should be a wide awakening
against these scams and the ways to
present them. We should not fail to
remember that there are many in our
country who are deprived of even
the basic necessities of life.

— Kayiath Balakrishnan

In the past it was a myth that
clerks posted in offices of municipal
board, jalnigam, collectrate, medical
health, police department, electricity
department, tehsil, transport depart-
ment, were low paid, hence, they
take bribes. My pet peeve to this
thinking as these days they are the
moneyed men and get good salaries
to live a decent life. How the dream of
Anna Hazre will come true is a ques-
tion mark before all of us!

— Om Prakash Srivastava

I’m peeved at those leaders who
remember our freedom fighters who
laid down their lives for the freedom
of our country from the British and
other rulers only on the occasion of
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