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Ask any compensation committee member how their last CEO pay decision actually got made, and you’ll usually get one of two answers. Either a long, confident walk through peer groups, tally sheets, and pay-for-performance modeling — or an uncomfortable pause, followed by something like “the consultant recommended it and it seemed reasonable.” Both answers can describe the exact same committee, in the exact same year, depending on which pay element you ask about.

That gap is the real subject of this book.

Executive compensation isn’t broken because directors are careless or executives are greedy, though both stories get told a lot. It’s broken because the process by which pay gets set is quietly rigged toward a single outcome: numbers that go up. Peer groups get selected to include companies that pay more. Consultants get hired by the same executives whose pay they’re evaluating. Boards meet a handful of times a year on a topic that rewards deep, continuous attention. And every one of these pressures pushes in the same direction, so a committee doesn’t need anyone to act in bad faith for pay to drift upward, year after year, disconnected from the thing it’s supposed to reward.

This book is written for the people sitting in that room — compensation committee members, the HR and finance executives who prepare their materials, general counsel advising them, and consultants who want to serve committees better than the incentive structure of their own industry usually rewards. It assumes you already know, broadly, what a compensation committee is supposed to do. It does not assume you know how to do it well when the data is ambiguous, the CEO is charming and persuasive, and the shareholder advisory firm’s scoring methodology doesn’t quite match the strategy your board actually believes in.

Here’s what you won’t find in these pages: a comprehensive citation of every SEC rule, IRS code section, and stock exchange listing standard that touches executive pay. Other books do that job, and they do it well, but they also go stale within a couple of years and read like they were written for lawyers rather than for the humans who have to sit across a table from a chief executive and say, calmly, “we’re not approving that.” What you will find is a way of thinking about executive pay design that holds up regardless of which specific disclosure rule is current this year — the durable judgment calls, the structural traps, and the negotiating dynamics that repeat themselves at nearly every company, in nearly every cycle.

A note on scope: nonprofit and private-company compensation committees will recognize a lot of what’s here, since the core tensions — information asymmetry, benchmarking distortion, the difficulty of measuring long-term value — show up everywhere pay gets decided by a committee that meets a few times a year. But the sharpest edges of this book are cut for public-company committees, where say-on-pay votes, proxy advisory firms, and securities disclosure create a distinct set of pressures worth naming precisely.

One more thing, and it’s the thing that actually matters most. A compensation committee’s job isn’t to minimize executive pay, and it isn’t to maximize it either. It’s to build a pay structure that a reasonable, skeptical shareholder could look at five years from now and conclude actually did what it was supposed to do — attract the right person, keep them focused on the right things, and pay them roughly in proportion to the value they created. That standard sounds obvious. Almost no committee actually designs to it. This book is about closing that gap, one decision at a time.

How the chapters are organized reflects that gap directly. The first four chapters build the diagnostic foundation — why pay drifts upward even with well-intentioned directors, what each element of a pay package actually does, how a committee’s own composition and process shape its capacity for independent judgment, and how peer benchmarking, done carelessly, becomes the single largest driver of unwarranted pay inflation. The middle chapters move into design itself — base salary, annual incentives, long-term equity, and the employment agreement terms that govern how a relationship ends. The closing chapters turn outward, toward the shareholder conversation that judges all of this work, the crisis moments that test it under real pressure, and the ongoing operating rhythm that determines whether good design survives contact with an ordinary, busy board calendar. Read straight through, or return to whichever chapter matches the decision in front of you this quarter — the book is built to work either way.
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There’s a version of the executive pay story that’s comfortable to tell and mostly wrong: greedy executives extract outsized pay from weak, captured boards. It’s comfortable because it has villains. It’s wrong because most compensation committee members are experienced, well-intentioned directors who genuinely believe they’re exercising independent judgment — and in the narrow sense of any single meeting, they usually are. The problem sits one level up, in the structure of the process itself, not in the character of the people running it.

Start with information. The management team preparing the board’s compensation materials knows the business intimately — the pipeline, the competitive threats, the real reasons a quarter missed or beat. The committee, by contrast, typically meets four to six times a year, for a few hours each time, on an agenda that also has to cover succession planning, say-on-pay strategy, benefits design, and whatever crisis happened to surface since the last meeting. Directors are asked to exercise judgment over a topic where the other side of the table has spent the last three months living inside the numbers, and the committee is seeing a distilled, curated version for the first time. That asymmetry doesn’t require bad faith to produce bad outcomes. It just requires normal human trust in people who seem competent and likeable, which most CEOs are.

Then there’s the consultant question, and this is where a lot of committees get uncomfortable if they’re honest with themselves. Compensation consultants are supposed to serve the committee, and formally, they do — engagement letters, independence assessments, and disclosure requirements all exist to keep that relationship clean. But consider the economics from the consultant’s side. A consulting firm that consistently recommends pay below what a CEO expects doesn’t get invited back, and word travels between executives who serve on each other’s boards. A firm that recommends pay increases that make the CEO feel valued rarely faces that problem. Nobody has to say this out loud in any meeting. It’s simply baked into which advice tends to feel “reasonable” to everyone in the room, year after year.

Peer group selection compounds this. Ask a management team to propose a list of comparable companies for benchmarking pay, and — again, without any conscious manipulation — you’ll tend to get a list skewed toward companies that are larger, more complex, or simply pay more, because those comparisons make the current executive’s pay look more defensible, not less. A committee that doesn’t independently interrogate the peer group is, in effect, letting management choose its own report card. Do this every year, at every company doing the same thing, and you get what compensation researchers have long called the ratchet effect: median pay in a peer group rises because every company wants to pay at or above the median, which mechanically pushes the median itself higher the following year. Nobody in any individual company decided to inflate pay across the market. It happened as an emergent property of everyone using the same benchmarking logic simultaneously.

Add to this the psychological pull of anchoring. Once a CEO’s total compensation reaches a certain number, that number becomes the reference point for every future negotiation — not the value the executive is creating today, but the number they made last year. Reducing pay from that anchor feels punitive even when it would be perfectly defensible on the merits, because loss aversion works on directors just as it works on everyone else. A pay cut reads as a signal of no confidence, so committees avoid it even in years when performance genuinely declined, and instead protect the executive through discretionary adjustments, one-time awards, or redefined performance metrics that happen to produce a similar number through a different route.

None of this means committees are helpless. It means the first job of a compensation committee isn’t spreadsheet literacy — it’s recognizing which of these structural pressures is operating in the room at any given moment, and building processes specifically designed to counteract each one. A committee that understands the peer group problem will insist on selecting its own comparators, independent of management’s suggested list, and will stress-test that list every single year rather than rolling it forward on autopilot. A committee that understands consultant incentives will occasionally retain a second opinion, rotate advisors periodically, and ask pointed questions about how the consultant is compensated and by whom. A committee that understands anchoring will deliberately build in mechanisms
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