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Green Paper question 1: Do shareholders need stronger powers to improve their ability to hold 

companies to account on executive pay and performance? If so, which of the options mentioned in 

the Green Paper would you support? Are there other options that should be considered? 

As it currently stands, shareholders possess the powers they need to reduce executive pay. They can 

use their advisory vote to suggest remuneration packages are too generous, or their triennial binding 

vote to reject overly generous remuneration policies completely. Shareholders have largely failed to 

use these powers. Since the Companies Act 2006 shareholders have had an advisory vote on 

executive pay and very few of these have failed to pass. Despite the noise and media reaction to 

every close shareholder vote, they have done very little to restrain executive pay. With the 

overwhelming majority of these votes passing with large majorities, it is clear that these votes are 

insufficient to tackle rising executive pay. Amongst rapidly increasing executive pay and regular 

votes on remuneration policies there have been several years where no company lost a vote on its 

remuneration report.i  Even in the face of one of the worst financial crises our economy has ever 

seen, executive remuneration has continued to grow and is now far in excess of what it was when 

shareholders began voting on executive pay policy. This is especially clear from examining how 

shareholders voted on remuneration in large banks following the financial crisis. None of the large 

banks in the UK (with the exception of RBS which was majority owned by the British taxpayer at the 

time) have lost a vote on their remuneration policy, and instead have seen large majorities voting in 

support of increasing the amount banks could pay in bonuses.ii   

Shareholders have become increasingly disengaged with the fate of the organisations they invest in, 

and even the broader health of the British economy. Fifty-four percent of the value of the UK stock 

market is now owned by non-UK based investors, up from 31% in 1998.iii During this time CEO 

remuneration within the FTSE 100 has risen over 250%.iv Over the same period of time, median 

wages have risen by less than 50%.v As it currently stands, decisions on executive pay and on other 

policies creating the large pay gaps within companies are being taken by Wall Street firms and 

foreign sovereign wealth funds. Their decisions can have a dramatic effect on inequality in the UK 

but as they are not based in the UK they are unaffected by the many damaging effects of inequality.vi  

Instead of focusing on granting further powers to shareholders, efforts to restrain executive pay 

need to focus on empowering other stakeholders including employees and consumers. 

Green Paper question 3: "Do steps need to be taken to improve the effectiveness of remuneration 

committees, and their advisers, in particular to encourage them to engage more effectively with 

shareholder and employee views before developing pay policies? Do you support any of the 

options set out in the Green Paper? Are there any other options you want to suggest?" 
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We strongly support the option to require remuneration committees to consult the wider company 

workforce in advance of preparing their pay policies. As it currently stands, executive pay is too 

often seen in a completely different light to the pay of regular employees. Executives are often 

regarded as talent that must be rewarded whilst other employees are seen as labour costs which 

have to be minimised. Bringing the wider workforce into the pay setting process for executives can 

help to bridge this gap. 

Remuneration committees are seen as a detached, closed shop made up of other executives (who 

benefit from executive pay being continually ratcheted upwards), and other highly paid people from 

similar backgrounds. Research from the High Pay Centre found that 46% of those sitting on FTSE100 

remuneration committees are current or former lead executives and only 10% are not from a 

business or financial intermediation background.vii The homogeneity of remuneration committees 

leaves them open to the problem of groupthink and can easily lead to a common culture of over-

paying executives. Bringing more voices into the pay setting process can improve the quality of 

decisions and increase overall confidence in the process, especially as employees frequently disagree 

with remuneration policies. 

As it currently stands, employees often think that executives are overpaid. Polling from the 

Chartered Institute of Personnel and Development (CIPD) has found that nearly half of employees 

[44%] think their CEO’s pay is either too high or far too high, and employees were more likely to say 

that their CEO was not rewarded in line with the level of the organisation’s performance [38%] than 

to say that it was [32%].viii This matters because research suggests that employees’ productivity is 

affected by whether they believe their pay to be fair.ix The current state of affairs shows a general 

failure of the light touch approach of The Large and Medium-sized Companies and Groups (Accounts 

and Reports) (Amendment) Regulations 2013 requirement that companies include a statement of 

consideration of employee conditions in their remuneration reports. 

We would suggest going further than simply consulting the workforce on proposed pay policy, and 

instead look at mechanisms for making the remuneration committee at least partly accountable to 

the workforce as a whole. One mechanism for achieving this would be to have elected employee 

representatives sit on remuneration committees. This would naturally work well with having 

employee representatives on boards. It is regrettable that the Government has expressed 

trepidation about directly appointed employee representatives. If it does not want employees 

directly appointed it should consider other ways the remuneration committee could be directly 

accountable to the workforce as a whole. This could be done through binding employee votes on 

pay policy or an employee representative committee that has to approve pay policy.   

Green Paper question 4: "Should a new pay ratio reporting requirement be introduced? If so, what 

form of reporting would be most useful? How can misleading interpretations and inappropriate 

comparisons (for example, between companies in different sectors) be avoided? Would other 

measures be more effective? Please give reasons for your answer." 

The points made in this Green Paper in favour of pay ratio reporting are correct and important. 

There is wide interest in the publication of pay ratios amongst large shareholders. As the Green 

Paper mentions, the Investment Associationx has expressed interest in pay ratios as have the 

Pensions and Lifetime Savings Associationxi (PLSA) and Legal and General.xii The latter two both 

highlight that pay ratios would be a useful measure to understand the culture and structure of a 

company, and to ensure that the pay of executives is appropriate in the context of the pay and the 

performance of the whole organisation.  



 

 

Additionally, the publication can help inform the public about how the organisations they work for, 

or buy goods or services from, are structured. The public typically substantially underestimates the 

ratio between the pay of the highest paid employee of an organisation and the pay of its wider 

workforce, and when asked, people favour smaller ratios.xiii A more informed public could include 

pay gaps in everyday decisions of who they wish to work for and purchase from. This public pressure 

could act as a counterweight to forces which would otherwise continually increase top pay. 

We recommend that medium and large sized companies (as defined in the Companies Act) should 

be required to publish the ratio between total remuneration of their highest paid employee and the 

remuneration of their median employee. This would mirror the Government’s own requirements for 

public bodies to publish top to median pay ratios. This expansion into the private sector would bring 

the Government closer to implementing the recommendations of the Hutton Review of Fair Pay. xiv 

This is also the type of ratio that US companies will be obliged to make public under the Dodd-Frank 

Act from 2017, and the type recommended by the Global Reporting Initiative.xv Companies should 

also be encouraged to be more transparent about their pay structures and voluntarily publish other 

ratios such as that between the highest paid individual and the lowest paid individual, as well as 

ratios between CEOs and their next-best paid colleague. 

The concern highlighted in the Green Paper that pay ratios represent an extra reporting requirement 

should be ameliorated by the fact that this will in fact require minimal work by affected companies. 

Companies will soon be obliged by the Equality Act 2010 to report on their gender pay gap, including 

calculating quartiles, so they will have done much of work needed to compile a top to median pay 

ratio. They also already compile information on their highest paid individuals under existing 

requirements to publish top pay. It would also fit in with the proposed requirements of the Ethnicity 

Pay Gap Bill currently awaiting a second reading in the House of Lords. This means additional 

reporting could be done with minimal difficulty by these companies.xvi Publicly funded organisations 

like the Crown Estates already provide this information and could help with knowledge transfer to 

the private sector if necessary.xvii 

Recent interventions by shareholder groups and investorsxviii have suggested they are well aware of 

how to correctly use pay ratios and would not make erroneous comparisons between organisations. 

It seems unclear that other stakeholders would make erroneous comparisons either. Although it 

would be misleading to compare the pay structure of a technology company with a retailer, this isn’t 

representative of the choices that stakeholders make. When consumers are choosing which 

company they would rather purchase goods from, they compare different companies from within 

the same sector rather than making cross-sector comparisons. Consumers don’t choose whether 

they want to buy their weekly groceries from Tesco or ARM. It is unclear who would be making these 

inappropriate comparisons and what the effects of that would be. The important stakeholders who 

would be responding to pay ratio information would be using it correctly. The Government and 

business should trust shareholders and the public to use information properly rather than worry that 

it could be possibly manipulated by some unknown force for some unknown reason.  

Companies can help prevent misleading comparisons being made by including a justification 

statement alongside the publication of their pay ratios in their annual reports. This could include 

historical pay ratio information and how this compares with other businesses in their sector. We 

believe that Financial Reporting Council guidance should recommend the publication of this sort of 

justification statement. The Government can also help prevent misleading comparisons by creating a 

publicly accessible portal of pay ratios listed by sector alongside other pay information like current 

executive pay and the size of the organisation. This will both help keep the public informed and 



 

 

prevent inappropriate comparisons from being made. This was also part of the recommendations of 

the Hutton Review. xix 

Green Paper question 7: "How can the way in which the interests of employees, customers and 

wider stakeholders are taken into account at board level in large UK companies be strengthened? 

Are there any existing examples of good practice that you would like to draw to our attention? 

Which, if any, of the options (or combination of options) described in the Green Paper would you 

support? Please explain your reasons" 

Increasing the voice of stakeholders offers an excellent opportunity to improve the way companies 

are run. Bringing in employee voice can improve company performance. Employees have unique 

insights gained from their experience working within the organisation. Their knowledge from often 

lengthy service at the company, and of the shop floor, can help the board make better informed 

decisions to improve company performance.xx Too often, senior management and boards do not 

have a detailed enough understanding of how the organisation functions. Including the voice of 

employees can help improve the flow of communication to ensure that problems or potential 

improvements can be spotted at the earliest stage possible.xxi This is especially the case if greater 

employee voice in corporate governance is accompanied by improved consultation procedures for 

the workforce as a whole. 

To encourage good corporate governance it makes sense to diversify the perspective informing 

boards, as this can help discourage groupthink. This has been shown to be the case with gender 

diversity but can also be true of social background.xxii Board members often come from similar 

backgrounds as well as having similar mind-sets and skills (usually those needed for senior 

management of large organisations). These are not necessarily those required for providing good 

corporate oversight. Employees are more likely to come from different cultural and socio-economic 

backgrounds as well as having skill sets from different occupations to those of existing board 

members. This will increase the cognitive diversity in the process, improve decision making and stop 

groupthink from determining corporate decisions. 

The suggestions in the Green Paper to have stakeholder advisory panels and designating existing 

Non-Executive Directors (NEDs) to ensure the voice of stakeholders are heard would improve the 

current system, but do not go far enough. An advisory panel with employee representatives that fed 

into the board would increase employee voice and make sure that their concerns are heard by 

members of the board. Designating specific existing NEDs to ensure employee interests are being 

heard at board level would also have a similar effect. For this proposal to be effective, multiple NEDs 

should be assigned to represent employee concerns to ensure that they are effectively represented 

in board level decisions, rather than being seen as a niche interest. However, these forms of 

representation would not be as effective at improving corporate governance as actually appointing 

employee representatives to boards. 

Stakeholder voice needs to be represented at board level in a way that is accountable to those 

stakeholders rather than solely being accountable to shareholders. The Green Paper highlights that 

greater stakeholder voice is needed in order to constrain businesses that have poor corporate 

governance. However, most of the proposals listed here do not provide additional means of holding 

a board to account and improving the quality of governance. If existing NEDs are already failing to 

hold company management to account it is unclear how much better they will do this if NEDs are 

nominally meant to consult with stakeholders either directly or through an advisory panel. Unless 

the NEDs are held accountable on the basis of how well they represent stakeholders then it is 

unclear what will change. This is why we favour a requirement for multiple employee 



 

 

representatives who can be held accountable by employees. We believe that a third of the board 

should either be elected by a general vote of employees or appointed by a committee of employee 

representatives. These employee representatives should be full board members and not only 

observers or advisors. This would ensure a strong employee voice rather than a single token 

representative who may struggle to be heard. 

Many people who run large UK businesses have spoken positively about the idea of having employee 

representatives on their boards. A Financial Times City Network poll found that “a clear majority” of 

those who responded spoke out in favour of employee representatives on boards. Those who had 

experience of working on a board with employee representatives said they worked “exceptionally 

well” and that staff representatives had been “thoughtful”, “constructive” and “balanced”.xxiii 

Employee representatives can play an important function in ensuring good corporate governance, 

partly by monitoring executives more strictly than less attached shareholders.xxiv Given this, it is 

unsurprising that employee representation at board level is associated with lower executive 

remuneration.xxv To ensure effective oversight of executive behaviour and to further ensure that 

executive remuneration is set in the context of employee pay, employee representatives should sit 

on remuneration committees. 

Increased employee input into board decisions is welcome. However, corporate governance would 

see greater improvement from having some part of the board being directly accountable to 

employees. 

Green Paper question 8: "Which type of company do you think should be the focus for any steps 

to strengthen the stakeholder voice? Should there be an employee number or other size 

threshold?" 

In small organisations there tend to be smaller pay gaps and there is less of an opportunity for 

management and governance structures to become divorced from the day to day reality lived by 

their employees. We suggest that in line with the Companies Act definition of medium sized 

companies, these efforts should focus on companies with 250 or more employees. 
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