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Abstract

Orientation: Concerns about exorbitant executive compensation are making headlines, because executives receive lucrative packages despite state-owned enterprises (SOEs) performing poorly. It appears as if chief executive officers (CEOs) are not being held accountable for the performance of the SOEs.

Research purpose: The purpose of the study was to determine whether the size and the industry of an SOE had an impact on CEO compensation packages.

Motivation for the study: A greater understanding of the relationship between CEO remuneration and the size and type of industry of SOEs would assist with the standardisation of CEO remuneration and linking CEO pay to SOE performance.

Research approach/design and method: A multiple regression analysis on a pooled dataset of 162 panel observations was conducted over a 9-year period. Financial data of 18 SOEs were extracted from the McGregor BFA database and the annual reports of SOEs.

Main findings: The findings show that the size of an SOE does not influence the total compensation of CEOs. However, larger SOEs pay larger bonuses due to these SOEs being in a stronger financial position to offer lucrative bonuses. CEO’s remuneration was aligned within certain industries.

Practical/managerial implications: The findings emphasise the need to link CEO compensation with SOE performance. Standardisation in setting CEO compensation and implementing performance contracts should be considered.

Contribution/value-add: The study confirms that CEO pay is not linked to performance and not justified when considering SOE size or industry.
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Introduction

Concerns about exorbitant executive compensation are not new, as noises were made back in 2008 about executives receiving lucrative packages despite state-owned enterprises (SOEs) performing poorly. The former Minister of Finance, Trevor Manuel, expressed the concern that excessive salaries were unjustified in the context of South Africa’s 23% unemployment rate (Theunissen, 2010). Despite financial constraints, and in some cases major losses, chief executive officers (CEOs) in these SOEs receive compensation packages that are up to 11 times more than the average salary of employees (BusinessTech, 2017). Bussin and Ngube (2017) further noted that the increasing income gap in South Africa between rich and poor, split alongside racial lines, has caused various questions to be raised about the apparently excessive top management compensation.

State-owned enterprises, which are independent companies that are partially or wholly owned by the government, play a significant role in the South African economy. The four largest local SOEs are Transnet, Denel, Telkom and Eskom (Wendy Owens & Associates, 2013). State-owned enterprises, unlike private companies, receive the greater part of their revenue from the National Treasury (tax revenue) and are primarily tasked to provide a service to the public (Bezuidenhout, Bussin, & Coetzee, 2018). It seems, however, as if the bulk of funding is used for compensation purposes, rather than investing in service delivery (Ngwenya & Khumalo, 2012).

Despite the attention executive compensation has received, it appears as if government has become morally paralysed and unwilling to take action to ensure equality for all. The pay gaps between CEOs and average employees among the nine prominent SOEs showed that the average employee earned R58 9964.00, and the average CEO was paid R5.53 million (BusinessTech, 2017).

Given the widening gap between rich and poor, the disappearance of the middle class and the increasing number of people living below the breadline, it has become necessary to review those practices that threaten good governance and undermine equality (Mhlanga, 2018). The main criticism pertains to the widening gap between executive compensation and that of other employees. The share of total income going to the top 10% income earners in South Africa is 60% – 65%. In Europe it is 30% – 35%; in the United States it is 45% – 50%; and in Brazil it is 50% – 55% (Smith, 2017).

There is a general consensus that executive compensation has become excessive, given that (1) executive pay is inequitable relative to other employees’ pay and (2) the amounts are unjustified, compared to the SOEs’ performance (Nichols & Subramaniam, 2001). Maloa and Bussin (2016) postulate that research should be able to indicate how executive compensation is arrived at, and show all the necessary elements and dimensions at work when determining executive compensation.

Despite SOEs being the principal drivers of the formal sector of the economy, providing the bulk of economic growth, the performance of SOEs frequently comes under public scrutiny (Kanyane & Sausi, 2015). State-owned enterprises are further central to advancing national objectives through providing economic and social infrastructure, and play a vital role in terms of the direct services they provide (Mokoena, 2017). The underperformance of SOEs drain state finances and this has implications on South Africa’s fiscus (eNCA 2016). Over the past few years, the return on assets of SOEs has been declining, yet their liabilities have been increasing (eNCA, 2016). Extrapolated over the long-term, it implies a potential bankruptcy of these SOEs (eNCA, 2016).

Several South African SOEs had to be rescued by government to keep them afloat. Corruption and mismanagement have also been blamed for the billions of rand in losses which these companies have recorded in recent years (Mutiso, 2016). During 2009, government paid R1.4 billion to the South African Broadcasting Corporation (SABC). The total amount of financial assistance to the SABC was R2.24 billion (bn) over 4 years, while other SOEs received R243.25bn during this period (Harris, 2009).

In 2015, the government spent nearly 10% of its total annual budget in servicing debts and paying to help struggling SOEs. For example, South African Airways (SAA) reported a loss of R2.5bn during 2015. Smit (2016) reports that SAA received a total of R29bn in bailout funds, loan guarantees and convertible loans since the 2004/2005 financial year. Broadband Infracro required R500m during 2015 to help sustain its operations, having incurred losses since 2010 – it has only survived to date because of bailouts received from government (Mutiso, 2016). The South African Post Office (SAPO) received a R650m bailout, despite reports of fraud by the Public Protector (SABC News, 2016).

It seems as if South Africa still lags behind in terms of implementing measures to curb exorbitant CEO compensation packages. Given the above challenges in local SOEs and unprecedented government policy interventions, the need for further research appears to be justified, especially as existing research has not managed to deliver a simplified understanding of the determinants of executive compensation in the South African context.

The first purpose of this research was to determine whether there is a relationship between CEO compensation and company size. This purpose is based on a PhD study by Bezuidenhout (2016) and to this end, two sub-questions were set:


	Sub-question 1: Is there a relationship between CEO fixed pay and the size of the SOE?

	Sub-question 2: Is there a relationship between CEO total compensation and the size of the SOE?



Duffhues and Kabir (2008) and Goh and Gupta (2010), among others, postulate that the type of industry within which a company operates significantly influences the CEO’s compensation. The second research objective was to determine whether the industry in which an SOE operates has an effect on CEO compensation. Here, the two sub-questions were:


	Sub-question 1: Is there a relationship between CEO fixed pay and the industry in which the SOE operates?

	Sub-question 2: Is there a relationship between CEO total compensation and the industry in which the SOE operates?



This article argues that the type of industry and company size in setting executive compensation within South African SOEs offers an explanation on how executive compensation is determined. It further provides insight on how challenges and constraints experienced in setting executive compensation could be overcome. The results should inform decisions about standard practices to control the perceived excessive pay of CEOs within South African SOEs.

Chief executive officer compensation

The CEO, who is appointed by the board of directors, is responsible for leading the company in achieving its corporate goals (Shaw, 2011). Mascarenhas (2009) elaborated on the responsibilities of CEOs and identified eight key responsibilities: developing growth avenues, raising productivity, competing for talent, managing diverse risks, tightening corporate governance, incorporating sustainability, creating innovation models and building new infrastructure. The role of the CEO is difficult, and requires the skills and competencies of well-educated and knowledgeable individuals. Such talent is scarce. For companies to attract and retain CEOs, these individuals have to be properly rewarded (Kim, Kogut, & Yang, 2013).

Compensation is a broad concept, but for the purposes of this study – and as defined by 21st Century Pay Solutions Group (2012) – CEO compensation encompasses:


	fixed pay – basic salary and employee benefits

	variable pay – short-term incentives (STIs) (annual cash bonuses)

	total compensation – fixed pay plus STIs.



Executive compensation packages usually consist of basic salary, benefits, STIs and long-term incentives (LTIs), and therefore a combination of fixed and variable pay (Bussin, 2012). The fixed portion includes salary and other benefits not linked to the performance, whereas the variable portion differs according to the results of various measures of company performance (21st Century Pay Solutions Group 2012).

According to Bebchuk, Fried and Walker (2002), one of the significant problems is the pervasive influence the CEO has on the pay-setting process. Under such conditions, pay-setting could easily turn into a wealth-skimming process (Ulrich, 2010). Ferrarini, Moloney and Vespro (2003) suggest that current pay-setting practices involve a number of structural defects that make it possible for self-serving executives to hide enormous wealth transfers from shareholders.

Chief executive officer compensation in South Africa

The wage gap continues to be a challenge in South Africa’s unequal society. In 2014, Mergence Investment Managers conducted an analysis of pay practices among the top 10 companies listed on the Johannesburg Stock Exchange (JSE) and found an upward trend over the past 5 years, with the gap between total compensation and average employee compensation increasing from just under 120 times in 2009 to over 140 times in 2013 (Lamprecht, 2014). The trend seems to have been driven by real increases in compensation packages, instead of mere variability in bonuses and share grants (Lamprecht, 2014). High levels of inequality are of global concern because it is detrimental to economic growth and fails to eradicate poverty (PriceWaterhouseCoopers, 2014).

A study by Theunissen (2010) revealed that the CEOs of all SOEs earned a mean salary 2.9 times higher than that of the state president. This difference is indicative of sizeable wage gaps which, according to Tijdens and Van Klaveren (2012), cannot be explained by visible or invisible workplace or employee characteristics.

The Mergence Investment Managers’ analysis of variable compensation packages in 2012 and 2013 furthermore showed that approximately 50% of CEOs received 100% or more of the value of their fixed pay as variable compensation (Bezuidenhout, 2016; Lamprecht, 2014).

Given this dire state of affairs, measures have been put in place to address concerns regarding CEO compensation. In this regard, the King IV report on Corporate Governance focuses on CEO compensation. Unfortunately, the report refers to fairness and responsibility but no clear guidelines are provided on exactly how CEO compensation needs to be determined. The report does, however, recognise that CEO compensation should be determined in the context of overall employee compensation in the organisation (Myburgh & De Costa, 2017).

In 2010, the Department of Public Enterprise (DPE) commissioned a compensation review with the purpose of determining the degree to which SOE compensation practices comply with DPE guidelines. Noteworthy findings revealed that SOEs do not follow the guidelines, and there is no standardisation in the way compensation is determined, nor were employment contracts, detailing the tasks and responsibilities of CEOs, compiled (Crafford, 2012). Despite non-compliance with DPE guidelines, no further actions were taken by the DPE to review the guidelines with regards to SOE compensation practices.

A key problem with the current SOE compensation framework is the non-existence of a centralised authority to oversee such compensation, resulting in SOE boards and CEOs determining their own pay structures (Massie, Collier, & Crotty, 2014).

The link between chief executive officer compensation and company size

The allocation theory of control (Rosen, 1992) states:


In a market equilibrium, the most talented executives occupy top positions in the largest firms, where the marginal productivity of their actions is greatly magnified over the many people below them to whom they are linked’. (p. 182)



This implies that there should be a direct relationship between CEO compensation and the size of the company when the market is balanced. In much of the literature (Canarella & Gasparyan, 2008; Finkelstein & Hambrick, 1988; McKnight, 1996), the relationship between a company’s size and the CEO’s salary is linked to job complexity (Agarwal 1981; McKnight, Tomkins, Weir, & Hobson, 2000). As executives’ jobs become more complex, they receive higher levels of compensation (Rankin, 2006). As an organisation grows and becomes more complex to manage, the level of knowledge and understanding required of the CEO becomes more challenging (McKnight et al. 2000). A company’s size therefore reflects the demand for a high-quality CEO which, in turn, relates to the CEOs level of compensation (Deysel, 2013; Rankin, 2006).

Various studies have outlined a positive correlation between executive compensation and company size (Lippert & Moore, 1994; Menozzi, Erbetta, Fraquelli, & Vannoni, 2011; Morton & Blair, 2013; Van Blerck, 2012; Zhou, 2010). A reasonable notion is that one would expect a larger company to be in a stronger financial position to offer lucrative compensation packages (Jeppson, Smith & Stone, 2009; Morton & Blair, 2013). Oberholzer and Theunissen (2012) and Janssen-Plas (2009) postulate that larger companies require executives to assume a higher level of responsibility and perform tasks that are more complex – thus justifying higher pay.

Chalmers, Koh and Stapledon (2006), Ciscel (1974) and Finkelstein and Hambrick (1988) reveal that company size is considered the strongest determinant of CEO compensation, when measured in terms of total assets. Agarwal (1981), however, argues that even though prior research found a statistical relationship between company size and executive compensation, it is unclear what aspect of company size relates to the level of executive compensation. Shah, Javed and Abbas (2009) found weaker relationships between company size, measured by sales and executive compensation, than was suggested by previous researchers, and argue that organisational size is not the primary determinant of CEO compensation. In their study of the South African banking sector, Deysel and Kruger (2015) found no correlation between CEO compensation and company size. Ngwenya and Khumalo (2012) in their study on South African SOEs found a positive relationship between CEO base salaries and the size of the SOE as measured by total revenue and number of assets. According to Lin, Kuo and Wang (2013), company size is the most important determinant of CEO compensation. It thus seems as if there are mixed results about the relationship between company size and CEO pay.

The rule of thumb is that a CEO’s pay increases by 3% for every 10% increase in company size (Van Blerck, 2012). In addition, company size is likely to affect the expertise required of the CEO, hence explaining higher compensation of CEOs in large companies (Rankin, 2006).

The link between chief executive officer compensation and the industry in which the company operates

Dai (2014, p. 212) postulates that the industry factor has two main effects on executive compensation. Firstly, different industries with differences in profit models, profit level and risk lead to different executive compensation. Generally, the stronger the industry competition, the higher the level of executive compensation. Secondly, intense competition will improve the liquidity of the executives. Because of this, enterprises would compete in the labour market for talented executives (Dai, 2014). A similar situation applies to South African SOEs. Given the profit level and risk, the CEO of SA Post Office earns, on average, R536 000.00 as compared to R8.9m earned by the CEO of Eskom (BusinessTech, 2017)

Research results linking CEO compensation to company performance differ across industry sectors. The results of related studies, particularly in South Africa, vary and are inconclusive, as many did not consider whether the company performance measures chosen bore any relation to executive compensation in different industries (Blair, 2014). The contingency theory suggests that executives’ compensation is affected by how the organisation would like to compare itself with similar organisations in that industry. Maloa (2016) posits that this includes, among others, a consideration of current industry competition for the SOE, and the nature of the industry and its prospects.

Dai (2014) found that the industry has a significant influence on executive compensation within Chinese listed firms. Maloa and Bussin (2016) supported this viewpoint and found that in the context of South African SOEs, the type of industry contributes significantly and positively to executive compensation.

Methodology and research design

The research made use of a positivistic philosophy and a deductive approach. The research methodology was, in essence, descriptive, exploratory and archival in nature, while the time horizon was longitudinal. The methodology was quantitative, as that allowed the researchers to identify relationships among two or more variables and, based on the results, to confirm or challenge existing theories or practices. The quantitative research approach made use of descriptive and inferential statistics.

Data collection

Given that the researcher collected information from public companies’ annual reports, which had been subjected to financial audit, the data were regarded as accurate and credible.

Population and sampling

The population of the study comprised 21 schedule 2 SOEs operating in South Africa. An SOE was included only if the annual reports were available on either the McGregor BFA database or the company website, and it had a 9-year financial history which revealed the CEO’s compensation. Eighteen SOEs were subsequently included in this study.

Dependent variables

This study used two components of CEO compensation: fixed pay, and total compensation (fixed pay, STIs and employee benefits – the sum of the other types of cash payments, employers’ contributions to medical aid, group life and pension or provident funds). As a rule, severance packages were not included; only the compensation paid out during the active career of the CEO.

Independent variables

This study focused on company size and industry as independent variables. To determine the size of the SOEs, this study used the DPE’s organisation size grid (categorised according to revenue or assets) (see Table 1). Based on this grid, SOEs were categorised as small (1), medium (2), large (3) or very large (4).
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The target population for the study was schedule 2 SOEs. Using the definition of the Public Finance Management Act, all SOEs that were not schedule 2 public entities were eliminated, and a population was then defined. A total of 21 SOEs were identified as schedule 2 SOEs, and were therefore included in the study. Because of the small target population, which is uncharacteristic of quantitative samples, the researchers did not make use of any sampling methodology. A schedule 2 SOE was included in the study only if two criteria were met. First of all, the annual reports of the SOE had to be available on either the company website or on the McGregor BFA database. Secondly, only SOEs were considered where a 9-year financial history was available. This had to include the CEOs compensation. After implementing the selection criteria for inclusion, 18 of the 21 SOEs were included in the study. The 18 SOEs studied resided under different industries, which included transportation or freight logistics, defence, energy, forestry, telecommunications, development funding and aviation and aerospace.

Data analysis

This study used the Statistical Package for the Social Science programme (SPSS version 22) for the descriptive analysis of the data. EViews (version 8), a software package for econometric analysis, forecasting and statistics, was used to run multiple regression models on the pooled dataset comprising a cross-section of 18 SOEs over a 9-year period. In an article, Polakow (2015) questions the use of standard statistical techniques in financial analysis that ignore autocorrelation and stationarity. Using EViews (econometric modelling) addressed these concerns.

Multiple regressions were used to study the separate and collective contributions of organisation size and industry towards variances in CEO compensation components. According to Albright, Winston, Zappe and Broadie (2009), multiple regressions represent an improvement on simple regressions, because they allow any number of explanatory variables to be included in the analysis. In all the regressions, preliminary analyses were conducted to determine whether any of the assumptions had been violated. Further, to ensure that stationarity and serial correlation concerns were addressed, an auto-regressive term (AR1) was included in the regression. An iterative process was followed to determine the optimum regression model.

Ethical considerations

Secondary data, such as CEOs remuneration and the organisations’ financial performance, was collected from the annual reports of SOEs. Appropriate statistical techniques were used and information was not manipulated. Unisa provided ethical clearance for the study.

Results and findings

Descriptive statistics

Table 2 provides a summary of the various tests performed on CEO compensation components, with 162 observations between 2006 and 2014.
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According to the data in Table 2, CEOs earned on average R2.8m in fixed pay and a further R1.1m in STIs. Total compensation amounted to R4.6m per year (R388 597.00 per month). The highest total compensation was R19 108 837.00, but this amount was identified as an outlier and probably included a severance payout.

Chief executive officer compensation components

The CEO compensation components – fixed pay and total compensation – were the dependent variables for all 18 SOEs under study.

Fixed pay

The median of fixed pay had increased steadily from R1.67m to R3m from 2006 to 2014: an average year-on-year increase of 8% and a total increase of 82%. Table 3 summarises fixed pay for the period under study.



[image: SAJHRM-17-1120-T3.jpg]

As can be expected, fixed pay continued to grow, regardless of weakening market conditions during 2008/2009 and 2011. Fixed salaries are often determined according to market surveys; therefore, the proportion of fixed pay is, in most cases, not expected to decline during periods of poor financial performance (Kuboya, 2014). As in the case of any other ordinary employee’s salary, it is rare for fixed pay to decline during an economic downturn (Shaw, 2011).

The increase in the median of fixed pay for the 2006/2007 financial year was highest, at 23%, with the lowest increase for the 2009/2010 financial year at 3%. This may have been because of the fallout of the global economic slowdown. A decrease in fixed pay was experienced in the following financial years: -0.85% in 2007/2008, −4% in both 2012/2013 and the 2013/2014 financial years.

Figure 1 illustrates the mean and median for fixed pay tabulated in Table 3. While inflation was not taken into consideration, it is evident from the graph that the increase in the mean and median fluctuated throughout the period under analysis.
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Clearly, CEOs’ fixed pay did not experience the runaway growth claimed in the media. There was a slight increase in the median of fixed pay during 2007, with the highest noted in 2012, which suggests that the August 2011 stock market fall did not have an effect on CEOs’ fixed pay.

Total compensation

Table 4 summarises total compensation for the period under study.
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Total compensation, as reflected in the median value, increased from R2 325 750.00 to R4 490 227.27 over the 9-year period – an average year-on-year increase of 9% and a total increase of 93%. The increase in total compensation during the 2006/2007 financial year was the highest at 35%. A decline of 13% in total compensation was found for the 2009/2010 financial year, and in 2012/2013, at 12%. A possible explanation for the 2009/2010 decline could be the fallout from the economic recession, while that of 2013 might be because of the great number of CEOs who were acting during that period. The median of total compensation increased to its highest level in 2014 (see Figure 2).
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Clearly, total compensation fluctuated during the period under study. At face value, the trend above appears to mirror that of certain components of company performance.

Company size

Company size was included as a dummy variable in the regression analysis, with medium company size used as a reference category, because none of the enterprises fell into the classification of small company. The researchers applied the following categorisation: large company (3) and very large company (4).

Relationship between chief executive officer compensation and state-owned enterprise size

The first objective of this study was to determine whether there is a relationship between CEO compensation components and company size.

Relationship between fixed pay and state-owned enterprise size

The regression model included 119 unbalanced panel observations and 17 cross-sectional units over a period of 9 years. The regression model was run with an optimum model, where it was determined which (1) company performance measures (turnover, net profit and irregular, fruitless and wasteful expenditure) and (2) CEO demographic variables had an effect on fixed pay (Bezuidenhout, 2016). Table 5 provides the results of the optimum model of the pooled multiple regression analysis.
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The results in Table 5 (p < 0.00) indicate that company size did not explain the variance in fixed pay. It can therefore be inferred that company size would not play a role in the setting of CEOs’ fixed pay.

Relationship between total compensation and state-owned enterprise size

A regression analysis was performed with the optimum model where it was determined which company performance measures had an effect on total compensation (operating profit, net profit, liquidity ratio, return on capital employed and irregular, fruitless and wasteful expenditure). Table 6 provides the results of the pooled multiple regression analysis.
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The last regression model, Model 2, was regarded as the optimum model, as the F-statistic increased to 38.06. The optimum model indicated that 65% (adjusted R2 = 0.65) of the variance in total compensation, over and above the components of company performance, was explained by company size. It is thus possible to infer that company size affects CEOs’ total compensation (although not significantly) in very large SOEs. The results suggest that the total compensation of CEOs is determined, irrespective of how large the company is. However, when it comes to the payment of bonuses, larger companies pay larger bonuses. Those payments are, however, not linked to company performance, which explains why CEOs continue to receive bonuses despite SOEs having to be rescued by government.

Industry

The second objective of this study was to determine whether there is a relationship between CEO compensation components and SOE industry. Industry was included as a dummy variable in the regression analysis.

Relationship between fixed pay and industry

The regression model included 144 unbalanced panel observations and 18 cross-sectional data over a period of 9 years. A regression analysis was performed with the optimum model, where it was determined which company performance measures had an effect on fixed pay (turnover, net profit and total irregular expenditure) (Bezuidenhout, 2016). Refer to Table 7 for the results of the pooled multiple regression analysis.
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The last regression model, Model 3, was regarded as the optimum model, as the F-statistic increased to 52.28. The results in Table 7 (p < 0.00) indicate that company industry explains the variance in fixed pay. It is possible to infer that company industry affects CEO fixed pay in SOEs in the energy sector.

Relationship between total compensation and industry

The regression model included 144 unbalanced panel observations and 18 cross-sectional data variables over a period of 9 years. A regression analysis was performed with the optimum model where it was determined which company performance measures had an effect on total compensation (operating profit, net profit, total irregular expenditure, liquidity ratio and return on capital employed). Table 8 provides the results of the pooled multiple regression analysis.



[image: SAJHRM-17-1120-T8.jpg]

The last regression model, Model 3, was regarded as the optimum model, as the F-statistic increased to 37.09. Model 3 indicates that 65% (adjusted R2 = 0.64) of the variance in total compensation, over and above the components of company performance, was explained by company industry. It can therefore be inferred that company industry affects CEO total compensation in SOEs in the forestry sector.

Table 9 provides a summary of the findings as regards the relationship between compensation components, company size and industry.
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Discussion

This study aimed to determine whether there was a relationship between the CEO compensation components and an SOE’s size and the industry in which it operates. This is in line with Rosen’s allocation theory of control which states that:


in a market equilibrium, the most talented executives occupy top positions in the largest firms, where the marginal productivity of their actions is greatly magnified over the many people below them to whom they are linked. (Rosen, 1992:182)



This reasoning provides a theoretical basis for a positive relationship between CEO compensation and company size (Zhou, 2010). Deysel (2013) posits that company size is an important variable, which is often mentioned by compensation committees as a reason for above-average CEO compensation packages.

Jeppson et al. (2009) support the findings of this study, confirming that the compensation of CEOs of larger companies is higher. A possible reason is that larger companies have more operations, subsidiaries and layers of management for the CEO to manage (Lippert & Moore, 1994). Furthermore, larger companies require a higher level of responsibility of CEOs; their tasks are more complex, and greater value is therefore placed on CEOs making the right decisions (Janssen-Plas, 2009).

Findings from this study show that industry affects both fixed pay and total compensation with regard to the energy and the forestry sector. The findings from this study seem to align with those of Duffhues and Kabir (2008), Goh and Gupta (2010) and Maloa and Bussin (2016).

Practical and managerial implications

The findings of this study offer new insights into the importance of company size and industry for the design, development and management of executive compensation practices, especially in the South African SOE environment. It further provides insight into research and practice in establishing CEO compensation in South African SOEs.

Even though CEOs want to be paid more for their skills, experience and performance, SOEs’ resources are limited and they face budgetary constraints. This forces compensation managers to address a basic economical fact, namely that of scarcity. In the war for talent and limited skills in the market, companies compete for competent CEOs. The reward committees of SOEs thus have to consider the following issues when setting executive pay levels:


	The size of the organisation has an influence, depending on how the SOE compares in size to similar organisations.

	The challenges presented by the industry within which the SOE operates.



It is acknowledged that South African SOEs have limited benchmarking opportunities when setting executive pay levels (Maloa, 2015a). This should, however, not excuse human resource practitioners from exercising due diligence when managing executive pay levels.

Recommendations

In managing the compensation of CEOs in a fair and responsible manner, it is recommended that relevant stakeholders consider the following:


	The development of an overarching framework for remunerating the CEOs of schedule 2 SOEs, in line with recommendations by the Presidential Review Committee on SOEs.

	Inconsistencies and a lack of checks and balances exist in the implementation of transformation involving executive compensation. Compensation specialists should enforce compliance with the Employment Equity Act (EEA), 55 of 1998, which requires employers to take measures to progressively reduce a disproportionate income differential and to institute an equal-pay-for-equal-work philosophy (Maloa, 2015b).

	That SOE remuneration committees continue to manage total compensation for SOE executives to ensure that company size is not used as the main reason for high total compensation.



Conclusion

This study aimed to contribute to a better understanding of CEO compensation. Much of the public debate on CEO compensation has highlighted the steady erosion of income equality, and the growing wage gap that has accelerated in recent years. Of great concern were not only the exorbitant compensation packages of CEOs, but also the poor performance of South African SOEs. There is an urgent need to hold CEOs accountable for SOE performance. High unemployment, the downgrading of South Africa to junk status, social unrest, service delivery strikes and (perhaps most importantly) the vast majority struggling to make ends meet are all indicators of a need for proper governance and ethical leadership in SOEs.

This research has contributed to a better understanding of measuring and setting CEO compensation against indicators that are significant to a particular industry as well as company size. However, the willingness and ability of SOEs to implement and apply the findings remains to be seen.

Acknowledgements

This article is based on the doctoral thesis ‘The relationship between CEO remuneration and company performance in South African state owned entities’, published in 2016 by Unisa, Pretoria.

Competing interests

The authors declare that they have no financial or personal relationships that may have inappropriately influenced them in writing this article.

Authors’ contributions

M.C. wrote the article and was the co-supervisor for the study. M.L.B. provided assistance with the presentation of the results. This research is based on the PhD study of M.L.B.

Funding information

This research received no specific grant from any funding agency in the public, commercial, or not-for-profit sectors.

Data availability statement

Data sharing is not applicable to this article as no new data were created or analysed in this study.

Disclaimer

The views expressed in this article are the views of the authors and do not represent the position of the University of South Africa.

References

21st Century Pay Solutions Group. (2012). Strategic management and operational effectiveness work streams of state owned entities: Development of compensation practices and policies in SOEs to enable harmonisation amongst SOEs in South Africa. Retrieved from http://www.thepresidency.gov.za/electronicreport/downloads/volume_4/strategic_management_operational_effectiveness/PRC_Project_Document_February_2012.pdf

Agarwal, N. C. (1981). Determinants of executive compensation. Industrial Relations: A Journal of Economy and Society, 20(1), 36–45. https://doi.org/10.1111/j.1468-232X.1981.tb00180.x

Albright, S. C., Winston, W. L., Zappe, C. J., & Broadie, M. N. (2009). Data analysis and decision making with Microsoft Excel. Belmont: Thomson South-Western.

Bebchuk, L. A., Fried, J. M., & Walker, D. I. (2002). Managerial power and rent extraction in the design of executive compensation. NBER Working paper series. Retrieved from http://www.nber/org/papers/w9068

Bezuidenhout, M. L. (2016). The relationship between CEO remuneration and company performance in South African state-owned entities. Doctoral thesis. Pretoria: University of South Africa.

Bezuidenhout, M. L., Bussin, M. H. R., & Coetzee, M. (2018). The chief executive officer pay-for performance relationship within South African state-owned entities. South African Journal of Human Resource Management, 16(0), a983. https://doi.org/10.4102/sajhrm.v16i0.983

Blair, C. (2014). Financial indicators of company performance in different industries that affect CEO pay in South Africa. MBA dissertation. University of Cumbria.

BusinessTech. (2017). CEO vs employee salaries at Eskom, SAA and other state companies. Retrieved from https://businesstech.co.za/news/wealth/194164/ceo-vs-employee-salaries-at-eskom-saa-and-other-state-companies/

Bussin, M. (2012). The compensation handbook for Africa (2nd ed.). Randburg: Knowres Publishing.

Bussin, M. H. R., & Ngcube, M. (2017). Chief Executive Office and Chief Financial Officer compensation relationship to company performance in state-owned entities. South African Journal of Economic and Management Sciences, 20(1), a1644. Retrieved from https://sajems.org/index.php/sajems/article/view/1644/954

Canarella, G., & Gasparyan, A. (2008). New insights into executive compensation and firm performance: Evidence from a panel of “new economy” firms, 1996–2002. Managerial Finance, 34(8), 537–554. https://doi.org/10.1108/03074350810874064

Chalmers, K., Koh, P. S., & Stapledon, G. (2006). The determinants of CEO compensation. Rent extraction or labor demand? British Accounting Review, 38(3), 259–275. https://doi.org/10.1016/j.bar.2006.01.003

Ciscel, D. H. (1974). Determinants of executive compensation. Southern Economic Journal, 40, 613–617. https://doi.org/10.2307/1056379

Crafford, D. (2012). SOE compensation and wage gap analysis. Position paper prepared for the Presidential SOE Review Committee. Retrieved from http://www.thepresidency.gov.za/electronicreport/downloads/volume_3/strategic_management_operationala_effectiveness/Remuneration_policies_of_SOEs_taking_into_account_wage.doc

Dai, Y. (2014). Research on influencing factors of executive compensation in China’s Monopoly Industries. Open Journal of Business Management, 2(3), 210–218. https://doi.org/10.4236/ojbm.2014.23026

Department of Public Enterprises (DPE). (2007). State-owned enterprises compensation guidelines, Part B: Executive Directors. Departmental report. Retrieved from http://www.dpe.gov.za/res/SEOB.pdf

Deysel, B., & Kruger, J. (2015). The relationship between South African CEO compensation and company performance in the banking industry. Retrieved from http://www.unisa.ac.za/contents/faculties/service_dept/docs/Sabview_19_1_chap7.pdf

Deysel, B. C. (2013). The relationship between South African CEO compensation and company performance in the banking industry. Unpublished dissertation, University of South Africa, Pretoria.

Duffhues, P., & Kabir, R. (2008). Is the pay-performance relationship always positive? Evidence from the Netherlands. Journal of Multinational Financial Management, 18, 45–60. Retrieved from http://www:Elsevier.com/locate/econbase

eNCA. (2016). SOEs under scrutiny after State of Capture Report. Retrieved from https://www.enca.com/south-africa/soes-under-scrutiny-after-state-of-capture-report.

Ferrarini, G., Moloney, N., & Vespro, C. (2003). Executive compensation in the EU: Comparative law and practice. Retrieved from http://www.ssrn.com

Finkelstein, S., & Hambrick, D. C. (1988). Chief executive compensation: A synthesis and reconciliation. Strategic Management Journal, 9(6), 543–558. https://doi.org/10.1002/smj.4250090603

Goh, L., & Gupta, A. (2010). Executive compensation, compensation consultants, and shopping for opinion: Evidence from the United Kingdom. Journal of Accounting, Auditing and Finance, 25(4), 607–643. https://doi.org/10.1177/0148558X1002500407

Harris, T. (2009). Parastatal privatisation would save SA billions – Tim Harris. Politicsweb. Retrieved from http://www.politicsweb.co.za/news-and-analysis/parastatal-privatisation-would-save-sa-billions--t

Janssen-Plas, J. (2009). The Netherlands and its relation to firm performance. Unpublished Master’s thesis. Rotterdam: Erasmus University. Retrieved from https://thesis.eur.nl/pub/5048/M256-Janssen-Plas_283278.pdf

Jeppson, C. T., Smith, W. W., & Stone, R. S. (2009). CEO compensation and firm performance: Is there any relationship? Journal of Business & Economics Research, 7(11), 81–93.

Kanyane, M., & Sausi, K. (2015). Reviewing state-owned entities’ governance landscape in South Africa. African Journal of Business Ethics, 9(1), 28–41. Retrieved from http://www.google.co.za/url?sa=t&rct=j&q=&esrc=s&source=web&cd=18&ved=2ahUKEwiIyaC6na7eAhVfOMAKHYKLAoY4ChAWMAd6BAgDEAI&url=http%3A%2F%2Fajobe.journals.ac.za%2Fpub%2Farticle%2Fdownload%2F81%2F102&usg=AOvVaw3Y-C7lyvKVl5PCYI8Lz65I

Kim, J., Kogut, B., & Yang, J. (2013). Executive compensation, fat cats and best athletes. Retrieved from http://ssrn.com/abstract=1948531

Kuboya, D. (2014). A critical analysis of executive compensation and company performance for South African listed companies. Unpublished Master’s dissertation. Stellenbosch: University of Stellenbosch.

Lamprecht, I. (2014, May 29). Is CEO pay excessive? Moneyweb. Retrieved from http://www.mergence.co.za/media/11166/moneyweb_is%20ceo%20pay%20excessive_29%20may%2014.pdf

Lin, D., Kuo, H., & Wang, H. (2013). Chief executive compensation: An empirical study of fat-cat CEOs. International Journal of Business and Finance Research, 7(2), 27–42.

Lippert, R. L., & Moore, W. T. (1994). Compensation contracts of Chief Executive Officers: Determinants of pay-performance sensitivity. Journal of Financial Research, 17(3), 321–332. https://doi.org/10.1111/j.1475-6803.1994.tb00195.x

Maloa, F. (2015a). Type of industry as a pay benchmarking trend, challenges and constraint in executive remuneration. Corporate Ownership & Control, 12(3), 155–163. http://doi.org/10.22495/cocv12i3c1p4

Maloa, F. (2015b). Transformation as an element of executive compensation in South African state-owned entities. Problems and Perspectives in Management, 13(4), 43–51. Retrieved from https://businessperspectives.org/journals_free/ppm/2015/PPM_2015_04_Maloa.pdf

Maloa, F. (2016). Executive compensation: Industry and job family effects. International Journal of Public Administration, 40(3), 284–294. https://doi.org/10.1080/01900692.2015.1107739

Maloa, F., & Bussin, M. (2016). Determinants of executive compensation in South African state-owned enterprises. South African Journal of Labour Relations, 40(1), 18–24.

Mascarenhas, B. (2009). The emerging CEO agenda. Journal of International Management, 15(3), 245–250. https://doi.org/10.1080/01900692.2015.1107739

Massie, K., Collier, D., & Crotty, A. (2014). Executive salaries in South Africa: Who should have a say on pay? Auckland Park: Jacana.

McKnight, P. J., (1996). An explanation of top executive pay: A UK study. British Journal of Industrial Relations, 34(4), 557–566. https://doi.org/10.1111/j.1467-8543.1996.tb00490.x

McKnight, P. J., Tomkins, C., Weir, C., & Hobson, D. (2000). CEO age and top executive pay: A UK empirical study. Journal of Management and Governance, 4(3), 173–187. https://doi.org/10.1023/A:1026755428942

Menozzi, A., Erbetta, F., Fraquelli, G., & Vannoni, D. (2011). The determinants of board compensation in SOEs: An application to Italian local public entities. Working paper no. 231. Retrieved from http://www.carloalberto.org/assets/working-papers/no.231.pdf

Mhlanga, T. (2018). More billionaires but wealth gap between rich and poor widens. Mail & Guardian. Retrieved from https://mg.co.za/article/2018-01-23-more-billionaires-but-wealth-gap-between-rich-and-poor-widdens.

Mokoena, S. (2017). State-owned enterprises come under spotlight during budget vote debate. Retrieved from https://www.parliament.gov.za/news/state-owned-enterprises-come-under-spotlight-during-budget-vote-debate

Morton, B., & Blair, C. (2013). What determines executive & non-executive pay? HR Future. Retrieved from http://www.sara.co.za/sara/file%20storage/Documents/articles/2013%20December%20-%20What%20Determines%20Executive%20and%20Non-Executive%20Pay%20-%20Chris%20Blair%20and%20Bryden%20Morton.pdf

Mutiso, L. (2016, March 02). Nine South African state-owned companies that could be privatized. AFKInsider. Retrieved from http://afkinsider.com/120490/state-owned-companies-in-south-africa-that-should-be-privatized/#sthash.5wl7hmy0.dpuf

Myburgh, F., & De Costa, A. (2017). The key differences between King III and King IV. Retrieved from http://www.polity.org.za/article/the-key-differences-between-king-iii-and-king-iv-2017-01-11

Ngwenya, S., & Khumalo, M. (2012). CEO compensation and performance of state-owned enterprises in South Africa. Corporate Ownership and Control, 10(1A), 97–109. https://doi.org/10.22495/cocv10i1art9

Nichols, D., & Subramaniam, C. (2001). Executive compensation: Excessive or equitable? Journal of Business Ethics, 29(4), 339–351. https://doi.org/10.1023/A:1010764828523

Oberholzer, M., & Theunissen, M. (2012). Benchmarking of Johannesburg Stock Exchange CEO compensation. International Business & Economics Research Journal (IBER), 11(9), 1061–1076. https://doi.org/10.19030/iber.v11i9.7189

Polakow, D. A. (2015). If a portfolio manager who cannot count finds as a four-leaf clover, is he still lucky? Investment Analysts Journal, 39(72), 53–71. https://doi.org/10.1080/10293523.2010.11082523

PriceWaterhouseCoopers. (2014). Executive directors’ compensation: Practices and trends report. Retrieved from http://www.pwc.co.za/en/publications/executive-directors-report.jhtml

Rankin, M. (2006). Determinants of executive compensation: Australian evidence. Unpublished doctoral thesis. Australia: RMIT University.

Rosen, S. (1992). Contracts and the market for executives. In L. Werin & H. Wijkander (Eds.), Contract economics (pp. 182–183). Malden, MA: Blackwell.

SABC News. (2016, March 02). Ramaphosa calls for phasing out of non-viable state-owned enterprises. Retrieved from http://www.sabc.co.za/news/a/895968004be2e5f89fbb9f96fb2bb898/Ramaphosa-calls-for-phasing-out-of-non-viable-state-owned-enterprises

Shah, S. Z. A., Javed, T., & Abbas, M. (2009). Determinants of CEO compensation: Empirical evidence from Pakistani listed companies. International Research Journal of Finance and Economics, 32, 148–159.

Shaw, P. (2011). CEO pay-performance sensitivity in South African financial services company. MBA research report. Pretoria: University of Pretoria.

Smit, C. (2016, February). Budget 2016: More revenue a must or SA heads to junk. Retrieved from http://www.fin24.com/Budget/budget-2016-more-revenue-a-must-or-sa-heads-to-junk-20160219

Smith, M. C. (2017). How inequality is wrecking SA’s economy, and what we can do about it. Retrieved from https://www.businesslive.co.za/bd/opinion/2017-10-16-alarming-statistics--how--sas-economy-suffers-from-inequality/

Theunissen, P. 2010. Remuneration and benefits review of State Owned Enterprises. Presentation by Solidarity on invitation of the Department of Public Enterprises. Retrieved from www.navorsing.co.za/wp-content/upload

Tijdens, K. G., & Van Klaveren, M. (2012). Frozen in time: Gender pay gap unchanged for 10 years. Brussels: ITUC Report. Retrieved form https://www.ituc-csi.org/IMG/pdf/pay_gap_en_final.pdf

Ulrich, N. (2010). Disclosure of executive compensation as a corporate governance control measure in South African listed companies. Unpublished doctoral thesis. Pretoria: University of South Africa.

Van Blerck, T. G. (2012). The relationship between executive compensation at financial institutions and economic value added. Unpublished Master’s thesis. Pretoria: University of Pretoria.

Wendy Owens & Associates. (2013). The role and significance of state owned enterprises, public entities and other public bodies in the promotion of urban growth and development in South Africa. Prepared for the IUDF panel of experts. Retrieved from http://www.cogta.gov.za/cgta_2016/wp-content/uploads/2016/05/IUDF-STATE-OWNED-ENTEPRISES.pdf

Zhou, X. (2010). CEO pay, firms size and corporate performance: Evidence from Canada. Canadian Journal of Economics, 33(1), 213–251. https://doi.org/10.1111/0008-4085.00013

OPS/symbol.jpg
 — .\

\ U





OPS/SAJHRM-17-1120-T6.jpg
TABLE 6: Regression analysis — total compensation and company size.

Models 1 2
Constant 2307917.00 (1.26) 3781641.00 (5.50)
Large company 1649044.00 (0.85) -

Very large company 2796956.00 (1.48) 1263352.00 (1.81)
F-Statistic (p-value) 33.32(0.00) 38.06 (0.00)

DW stat 273 274

R 068 067

Adjusted R? 0.6471 06478

DW stat, Durbin Watson Statistic.

Note: (1) Coefficients reported with r-statistics in parenthesis and (2) unstandardised beta
coefficients are presented. Dependent variable: Total compensation.
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TABLE 7: Regression analysis

ixed pay and company industry.

Models 1 2 3

Constant 2786737.00(5.27) 2821658.00 (12.69) 2909617.00 (13.80)
Aviation and 12056630 (0.19) - :

aerospace

Development 54069.37 (0.09) - -

funding

Energy ~957402.40 (~1.44) —996300.00 (~1.55) ~1112492.00 (~2.26)
Forestry ~145147.50 (-0.20) - -

Telecommunications
F-Statistic (p-value)
DW stat

R

Adjusted R?

509854.40 (0.78)  447263.70 (1.02)

28.60 (0.00) 43.77(0.00) 52.28 (0.00)
250 250 248

068 068 065
0.63468 064217 0.64197

DW stat, Durbin Watson Statistic.

Note: (1) Coefficients reported with t-statistics in parenthesis and (2) unstandardised beta
coefficients are presented. Dependent variable: Fixed pay.
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TABLE 8: Regression analysis — total compensation and company industry.

Models 1 2 3
Constant 4795968.00 (3.17)  4903129.00 (7.40) 4762020.00 (7.45)
Aviation and 10123350 (0.06) - -

aerospace

Development ~500115.80 (-0.28) - -

funding

Energy ~921734.20 (-0.50) 93354650 (-1.07) -

Forestry ~1234459.00 (~0.60) —~1292823.00 (-0.80) —1130791.00 (~0.69)
Telecommunications 811901.90 (~0.28) - -

F-Statistic (p-value) 23.19 (0.00) 32.38(0.00) 37.09 (0.00)

DW stat 270 273 274

R 0662 0.660 0.659

Adjusted R? 063380 0.64036 0.64184

DW stat, Durbin Watson Statistic.

Note: (1) Coefficients reported with r-statistics in parenthesis and (2) unstandardised beta
coefficients are presented. Dependent variable: Total compensation.
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TABLE 9: Relationship between Chief Executive Officer compensation components,
company size and industry.

Question Compensation

Fixed pay Total compensation
Is there a relationship between  No Yes — very large SOE
CEOs’ compensation and the Not statistically
size of a South African SOE? significant

Is there a relationship between  Yes, within the energy  Yes, within the forestry
CEOs’ compensation and the _ industry industry
industry of a South African SOE?

CEO, chief executive officer; SOE, state-owned enterprise.
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FIGURE 1: Fixed pay (2006-2014).
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: Chief executive officer compensation components for dataset
(2006-2014

Variable Fixed pay (R'000) Total compensation (R'000)
Mean 2863266.34 4663172.36

Median 2582000.00 3989017.50

sD 1348299.09 2863294.56

Skewness 0.84 157

Kurtosis 064 3.83

Minimum 468000.00 636000.00

Maximum 7751643.00 19108837.00

CEO, chief executive officer; SD, standard deviation.
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TABLE 3: Fixed pay (R" 000) (2006-2014).

Year Mean sD Median Percentage change
2006 199425019  1052027.05 167900000  23% increase

2007 237237839 1242189.05  2062141.50

2008 2509763.41 132579361  2044607.00 :

2009 2668468.03 120341004  2470000.00 3% increase

2010 276978770 103483247  2550500.00

2011 316098556  1394699.82 280850000 -

2012 3586606.11  1243883.04 331996400  decrease

2013 3184005.83  1459638.89  3182000.00

2014 3523151.89 148753639 3063420.50

SD, standard deviation.
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TABLE 4: Total compensation (R* 000) (2006-2014).

Year Mean sD Median Percentage change
2006 3332067.96  2265677.94 2325750.00  35% increase

2007 3807600.78  2136055.98 3132787.50

2008 423773159 2744345.78 3970035.00 :

2009 4802590.06  2716499.95 4525037.50  13% decline

2010 453152529 2300189.77 3959000.00

2011 4868698.06  2666919.72 4111500.00 -

2012 574364219  3174628.91 4641500.00  12% decline

2013 457750956 263492446  4072000.00

2014 5241013.27  2695857.11 4490227.27 -

SD, standard deviation.
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TABLE 5: Regression analysis — fixed pay and company size.

Variable Beta coefficient  Std.error  f-statistic  p-value
Constant 3042350.00 2945625.00  1.03 030
Large company 1413989.00 2452275.00 058 057
Very large company __ 1368887.00 2434449.00 056 058

Weighted statistics: R-squared = 0.79; Adjusted R-squared = 0.775; F-statistic = 34.91; Prob
(F-statistic) = 0.00; DW stat = 2.64.

Std., standard: DW, Durbin Watson Statistic.
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TABLE 1: State-owned enterprise categorisation — assets and revenue.

SOE size Assets Revenue SOE category
A >R16.3bn >R2.54bn Very large SOE
B R1.55bn—R16.3bn  R2432m-—R2.54bn  Large SOE

c R1435m-RL55bn  R22.8m-R243.2m Medium SOE
D Up to R143.5m Up to R22.8m small SOE

SOE, state-owned enterprises; R, South African rand; m, million; bn, billion.

Source: Department of Public Enterprises (DPE). (2007). State-owned enterprises
compensation guidelines, Part B: Executive Directors. Departmental report. Retrieved from
http://www.dpe.gov.za/res/SEOB.pdf, p. 6.





