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WorldatWork: The first edition of this

book was published in 2002. What are

some of the significant ways in which

executive compensation has changed

since then?

Author Steven Balsam: The major

change is in the use of stock options. At

the time the first edition was published,

stock options had peaked in usage. Now,

due to market declines, accounting

rules forcing the expensing of options

and the backdating scandal, the mag-

nitude of option use has declined

dramatically. Despite this, options are 

still a major part of the compensation

package, and the largest form of equity

compensation for most firms/execu-

tives. Even more interesting, now 

that the accounting incentive to issue

fixed options has been removed, we are

starting to see companies experiment

with different types of options.

WorldatWork: Executive compensa-

tion really seems to be in the media

spotlight right now. What should

readers keep in mind as they are

reading this book?

Balsam: Executive compensation is an

extremely complex field, an industry 

to itself. Articles in the popular press

are limited in length, so they can’t

always give you the necessary back-

ground. This book can provide, via

examples from practice and feedback

from academic research, some of the

background necessary to understand

what is going on in the industry and 

to evaluate whether pay is structured 

in an appropriate manner.

WorldatWork: Many critics contend

that executives are overpaid for what

they do. What is your feeling about the

way executives are paid today?

Balsam: There are always some 

people who are overpaid, and others 

who are bargains. It exists in corporate

America, but it also exists in sports 

and entertainment, and in academia.

The key is to have a proper system of

governance in place so that executives

are not setting their own pay, but that

pay is negotiated in an arm’s-length

transaction by directors who are

looking out for shareholder interests.
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WorldatWork: What are one or two of

the major takeaways you’d like readers

to have after finishing this book?

Balsam: I’d like them to have a basic

understanding of the complexity of

compensation packages, understand

the major components (i.e., salary,

bonus, stock options, restricted stock

and pensions), understand how the

components affect incentives and 

retention, and how they are used today

in corporate America. A final note—I

would like readers to understand that

external (political) influences have

shaped the executive compensation

package, but not always to the benefit

of shareholders. Examples include the

overuse of options in the 1990s and

perhaps the private equity boom we

are observing now.

WorldatWork: What would someone

outside of the compensation/executive

compensation arena get from this

book? Why is it important to HR 

generalists or professionals in other

areas of total rewards?

Balsam: That is an interesting question.

In the first edition of the book, I was

instructed to focus on executive comp-

ensation. But the truth is, many of the

incentives that apply to executives apply

to all employees. For example, a bonus

can motivate someone on the assembly

line as well as a chief executive officer.

The key is to base the bonus on some-

thing under his or her control. For that

reason, stock options may not help

motivate lower-level employees whose

actions individually have little effect on

share prices.
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Many of the incentives 
that apply to executives apply 
to all employees. For example, 
a bonus can motivate someone 

on the assembly line as well 
as a chief executive officer. 
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