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The seven deadly sins of excessive pay

The UK and Irish Christian communities have put their weight behind efforts to rein in executive pay, drawing up seven recommendations to guide investors and help them challenge senior corporate management. 

The recommendations were drawn up in a 30,000-word report, "The Ethics of Executive Remuneration: A Guide for Christian Investors", written by a pair of theologians. The report, attached to this article, was published by the Church Investors Group, which represents mainstream UK and Irish Christian organisations that include the Church of England, the Catholic Church, the Methodists and the Baptists. 

The group's members manage £12bn (€13.3bn) between them, an amount of capital that is comparable with one of the UK's 10 largest pension schemes.

The authors set out one quantitative and six qualitative recommendations.

The quantitative recommendation concerns the differential between the highest- and lowest-paid employees of a company. Pointing out that at advertising company WPP the total salary package of the chief executive is 550 times the average employee, and that the comparable ratio at the average FTSE100 company is 100, it sets out a new measure that it says investors should consider: the ratio between the pay of the top executive and that of the average pay of the lowest 10%. 

The report said: "In the opinion of the authors, it would be difficult to justify a ratio in excess of 75 times. Over time, the ratio should be set on a downward trajectory."

The six qualitative recommendations are:

1 - "Investors should be most concerned about pay for the poor."

2 - "Investors need to hold executives to account over performance – with an emphasis on sustained performance."

3 - "Investors should discourage companies from seeking to compete with one another through levels of executive remuneration, recognising the disadvantages of motivating senior executives primarily through concern for their personal wealth."

4 - "Investors should dissuade companies from offering pay packages which encourage high-risk behaviour."

5 - "Investors should encourage companies to adopt simple and transparent packages of executive remuneration in order to facilitate accountability."

6 - "Where companies operate executive remuneration policies at strong variance with these recommendations and investor engagement with a company does not lead to any change of policy, disinvestment should be considered."

The report cited a wide variety of passages from the Old and New Testaments of the Bible, and considers actual Christian practice. It concluded that there was no objection to wealth per se, nor to some people being paid more than others. However, it also found that pay levels should be just.

It said: "Biblical visions of justice suggest a just remuneration policy should be impartial, render what is due to each, proportionate to contribution and based on normative judgements of God’s justice.

"Market arguments for unrestricted pay policies are weak even in their own terms, as the markets in question are not sufficiently free to set reliable prices. They must also be resisted in relation to concerns for justice: executives should not be rewarded at levels that are grossly disproportionate to the average pay of company employees.

"The issue of pay differentials is more important than the levels of pay outright. Any salary in excess of £5m is apt to take the breath away, but it is even more disturbing to discover, e.g., that the pay differential at Tesco is 526:1, compared with the much more modest differential at BA of 15:1. It does appear that some companies have a fairer pay salary than others, i.e., a structure which shows greater respect both for human beings’ fundamental equality of status and the distinctive contribution made by every type of worker."
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