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Abstract 
 
The recent financial crisis has sparked a serious re-examination of the structure of incentive 
pay.  This has focussed on the financial sector but it is widely expected to extend to all areas 
of the economy.  The key message embedded in policy statements on this topic (FSA, 2009; 
G-20/FSB, 2009; Walker Review, 2009) is that there should be a shift away from short term 
incentive schemes in favour of longer term vesting.  Academic contributors to the debate 
have suggested that vesting should either occur  only two or more years after retirement 
(Bhagat and Romano, 2009), or should involve an additional waiting period of some 10-years 
following normal vesting before the cashing out of long term reward is permitted (Bebchuk 
and Fried, 2009). 
  
This paper illustrates the impact of such approaches in the context of those FTSE350 CEOs 
whose careers terminated between 1992 and 2007.  Using details on actual company 
performance, the impact on the incentive effect or pay-performance relationship of such 
career-vesting arrangements is shown to be positive.  Some important implications of the 
application of such an approach emerge.  The correlation between the length of a CEO career 
and the success of that career combined with the relatively unbounded upside to good 
performance and the limited downside following poor performance produces a skewed 
distribution of outcomes with very high payouts in some cases.  While the generally brief 
length of many CEO careers means that the impact of such arrangements is often quite 
modest, for longer serving CEOs the arrangement places growing significance on the later 
years of firm performance.  From a policy perspective, the results suggest that the 
remuneration committee would be required to take care in communicating such rewards to 
shareholders, and might be required to adjust the overall remuneration package in the light of 
tax and risk bearing consequences that would follow from the adoption of such a career-based 
approach. 
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