
Do Europe’s top CEO’s deserve the 
money they earn? 

KONSTANTINOS GKEROS 

According to the International Monetary Fund (IMF), crisis-related losses incurred by 

European banks between 2007 and 2010 are close to 1 trillion Euros or 8% of the EU 

GDP.  

By focusing on the top 30 banks of European Union for the period 2005-2014, this 

article checks how the remuneration policies of EU on the bank sector have evolved 

through time. Hand-written data, collected via the annual reports of the banks, reveal 

that:  

⇒ Transparency on compensation disclosure is accomplished only through legally 

enforceable instruments by the EU on the Member States 

⇒ The CEO compensation, after the shock of the financial crisis of 2008, is on the 

rise again 

⇒ The CEO pay – firm performance relation shows statistically insignificant results 

in the present and of minor importance in the future 

The evolution of the remuneration policies of EU 

In 2000, seven banking directives were replaced by the Consolidated Banking 

Directive. This directive was recast in 2006 with Capital Requirements Directive 

(CRD) package I, which consisted of two Directives, in an attempt of “minimum 

harmonization” among the Member States. 



The Directive 2006/48/EC of 14 June 2006 set several remuneration policies and 

practices that the credit institutions should follow. Some of them are the following: 

(a) information on link between pay and performance 

(b) the most important design characteristics of the remuneration system, including 

information on the criteria used for performance measurement 

(c) information on the performance criteria on which the entitlement to shares, options 

or variable components of remuneration is based 

(d) the main parameters and rationale for any variable component scheme and any 

other non-cash benefits; 

(e) aggregate quantitative information on remuneration 

(i) the amounts of remuneration for the financial year, split into fixed and 

variable remuneration, and the number of beneficiaries 

(ii) the amounts and forms of variable remuneration, split into cash, shares, 

share-linked instruments and other types 

(f) the remuneration policy is consistent with and promotes sound and effective risk 

management and does not encourage risk-taking that exceeds the level of tolerated 

risk of the credit institution; 

(g) the assessment of the performance is set in a multi-year framework in order to 

ensure that the assessment process is based on longer-term performance and that the 

actual payment of performance-based components of remuneration is spread over a 

period which takes account of the underlying business cycle of the credit institution 

and its business risks; 

(h) fixed and variable components of total remuneration are appropriately balanced 

and the fixed component represents a sufficiently high proportion of the total 

remuneration to allow the operation of a fully flexible policy, on variable 

remuneration components, including the possibility to pay no variable remuneration 

component. 

Although all the above aimed to improve the clarity and transparency of the EU 

legislation, the major flaw of EU was that they were imposed to the Member States 



through non-legally enforceable measures (Directives and Recommendations). For 

example, the point (h) which describes the appropriately balanced fixed to variable 

compensation components ratio, does not impose a particular ratio. Member States are 

provided with a certain amount of “freedom” and every bank adopts the latter 

according to “their size, internal organisation and the nature, scope and complexity of 

their activities”. 

The CRD II package did not focus on the remuneration provisions and just linked the 

proposed remuneration policies with the Commission Recommendation of 30 April 

2009, an even weaker legal act than the Directive.  

One year later, the CRD III package was adopted (24 November 2010). Directive 

2010/76/EU was to be implemented in two phases. The first one affected the 

remuneration provisions. However, except for some extra proposed principles, this 

Directive and the Recommendation of 2009 are almost identical.   

Finally, 2013 was the year that the EU decided not only to introduce a Directive but 

also a Regulation, a legal act that becomes immediately enforceable as law in all 

Member States simultaneously.  

The impact of the CRD IV and CRR can be realized in the following tables: 

Table 1a. Remuneration data of Banco Popular Español (Spain) for the period 2005-2014 
 

!  



Table 1b. Remuneration data of Lloyds Banking Group (UK) for the period 2005-2014 

!  

Picking at random 2 out of the 30 banks of the sample depicts the real situation in 

terms of compensation disclosure before and after the Regulation of 2013. The 

amount of detail, especially for Lloyds Banking Group, is exceptionally higher after 

the enforcement of CRR.  

Trends in executive compensation   

The compensation data collected include the highest ranked executive (e.g. CEO) and 

the top 3 executives (in terms of pay) of each bank. The pattern in each graph is the 

same; CEOs and the top 3 executives follow the same trends in time. Therefore, the 

graphs of only CEOs are shown.  

Total remuneration 

!  

The CEOs of the top 30 banks of EU were awarded with over 4,000,000 Euros in 

average in 2007. The financial crisis of 2008 critically reduced their pay. The 
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following years are described as generally stable. But, the graph shows that 2014 can 

be the beginning for a new wave of abnormally high CEO remuneration. 

Annual base salary and other forms of remuneration 

 

!  

!  

Annual base salary and other forms of remuneration share a common characteristics 

and this is why they are presented together. 

According to CRR: 

⇒ Institutions shall set the appropriate ratios between the fixed and the variable 

component of the total remuneration. The variable component shall not exceed 

100 % of the fixed component of the total remuneration for each individual and 

⇒ Variable remuneration is not paid through vehicles or methods that facilitate the 

non-compliance with CDR IV or CRR 
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Because of the limit set on the variable remuneration, the top banks of EU found new 

ways to keep the pay of their CEOs on high levels. In both graphs, 2014 is 

accompanied by a surge in both salary and other forms of remuneration. In order to 

not violate the terms of CRR, banks increase the fixed compensation which allows 

them to award accordingly higher amounts in variable form. As an alternative, in case 

the salary cannot be raised further, other forms of remuneration can play the same 

role. Looking at Table 1b, in 2014 a new category of remuneration is presented, 

labelled as “Fixed Share Award”. The reason why this new type of pay is introduced 

is the same as discussed above for the annual base salary. 

Cash-based and equity-linked variable remuneration 

!  

!  

Cash-based and equity-linked variable remuneration are also linked with the imposed 

1:2 fixed to variable pay ratio. The financial crisis of 2008 was a sign for the 
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European banks that their orientation should be shifted from short-term (cash-based) 

to long-term (equity-linked). The graphs paint the same picture. Bonuses for the top 

CEOs reach their all time low in 2014. On the contrary, equity pay after 2012 is on a 

steady and quite impressive rise.  

Study results 

The regression analysis between CEO compensation (all 5 components) and firm 

performance (measured by annual stock returns) reveals something that seriously 

weakens the actions of EU for a harmonized and safe financial sector. 

When the pay-performance relation is tested in the present, the outcome is statistically 

insignificant in both directions. Checking the latter tie one year ahead, total 

compensation and equity-linked variable remuneration become statistically significant 

and are positively correlated but only at the 10% significance level. This translates 

that neither the future pay-performance relation is strong enough to provide 

everlasting positive outcomes.  

A possible interpretation behind those outcomes is that EU needs to push for more 

legislation in order to secure the financial sector and promote a true long-term focus 

in the remuneration policies accompanied by stricter levels of transparency and 

compensation disclosure.           


