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DOES BORROWING BEHAVIOUR
INFLUENCE FINANCIAL WELLBEING?

With the Covid-19 pandemic both highlighting and exacerbating existing inequalities, it is more important
than ever that companies are held to account over their pay practices.

From 2020, UK companies are required to list the ‘pay ratios’ between their CEO and the 75th (upper
quartile), median and 25th percentile (lower quartile) points of the pay distribution of their UK employees (on
a full time equivalent basis). This report analyses the pay ratio disclosures made by 107 FTSE 350
companies between 1 January and 31 April 2020. 

The report identifies some initial insights from the disclosures. It also discusses how different stakeholders
might use pay ratio data as part of a broader debate about pay differences and employment practices more
generally. 

High Pay Centre | Rethinking reward:  Analysis of 2020 pay ratio disclosures (interim report)

EXECUTIVE SUMMARY
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Summary of findings

We found that the median CEO/median employee pay ratio across the FTSE 350 is 55: 1 and the median
CEO/lower quartile employee ratio is 78: 1. These ratios are significantly higher for the FTSE 100, where
the median CEO/median ratio is 74: 1 and the median CEO/lower quartile ratio is 109: 1.The findings
detailed will change as more companies publish their disclosures over time. The High Pay Centre intends to
produce a subsequent and final report when a complete set of pay ratios has been published for the FTSE
350.

Industry trends

We analysed pay ratios and pay thresholds across industries and across sectors within industries. This
analysis reveals certain trends and may be helpful for stakeholders when looking at how an individual
company compares to the rest of an industry or sector. However, it is important to recognise that the data
provides initial insights about pay practices across different industries and sectors, to be supplemented by
further research and engagement, rather than definitive conclusions.
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To date, the healthcare industry has the highest average CEO/median ratio at 129: 1. This is due to
high CEO pay within the industry, influenced by factors such as high market capitalisation and share
price rises over recent years.
The utilities industry has the lowest average CEO/median ratio at 27: 1. This is influenced by factors
such as the legacy of public ownership and the associated high levels of trade union membership. 
Ostensibly similar companies within the same industry can have very different pay ratios due to different
employment models. For example,  Shell’s pay ratios are lower than BP’s. BP operates its petrol
stations directly, meaning that low-paid retail workers are included in the pay ratio calculation. Shell
franchises its petrol stations, meaning that the equivalent workers are excluded from the pay ratio.
The industrial averages hide substantial differences between sectors. For example, the banking sector,
with large numbers of customer-facing branch staff, has an average CEO/ lower quartile ratio of 146: 1,
whilst the financial services sector, consisting of predominantly specialist or analytical roles, has a much
lower average CEO/lower quartile ratio of 50: 1.

Key findings:

High Pay Centre | Rethinking reward:  Analysis of 2020 pay ratio disclosures (interim report)

Figure 1: Pay ratios and lower quartile pay thresholds by industry
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We caution against assuming that those companies with low ratios are necessarily examples of ‘better
practice’ than those with high ratios, given the complexities of the disclosures. Nonetheless, the fact that
any one individual makes 100, 200 or even 500 times their colleagues within the same organisation will be
concerning to anyone worried by issues of inequality in the UK today. 

The above figures also reiterate the importance of company size in influencing pay gaps: most of those with
the lowest ratios are FTSE 250 companies, while those with higher ratios are mainly from the FTSE 100
index.

Highest pay ratios
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The companies with the highest CEO/median and CEO/lower quartile ratios are as follows:

Figure 2: 10 highest CEO/median employee ratios

Figure 3: 10 highest CEO/lower quartile employee ratios
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It is important to emphasise that 25% of employees at the companies shown in figure 6 are earning less
than the lower quartile threshold, meaning that the disclosures do not show what the lowest paid employees
are earning. Similarly, low-paid outsourced workers are also not included in the sample. Given this, the ten
lowest thresholds for lower quartile earners are strikingly low. They suggest that low pay is potentially
widespread at these companies, and should be a source of concern to their stakeholders.

Median pay at the lower quartile threshold of £29,500 is not what would commonly be considered low
(although it is not high either). However, exclusion of outsourced workers from the pay ratios may mean
that they do not reflect pay differences across the company’s entire workforce as commonly understood. In
order to gain a rough idea of the true gaps between top and bottom, we have estimated a CEO/low paid
worker ratio using either an annualised equivalent of the statutory minimum wage (£16,324) or of the real
living wage (£17,410) if the company is accredited by the living Wage Foundation as a living wage
employer.

Using this methodology, the median CEO/living or minimum wage ratio ratio is 133: 1. For FTSE 100
companies only, the ratio is 253: 1.

Upper quartile/lower quartile ratios

Pay for low earners
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The full report is available at: 
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The companies with the lowest CEO/median and CEO/lower quartile ratios are as follows:

Figure 4: 10 lowest lower quartile thresholds
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CEO pay awards, if distributed across the wider workforce, would not necessarily make a substantial
difference to the earnings of low and middle earners on a per employee basis. However, redistributing from
top earners more broadly could result in much bigger gains for those in the middle and at the bottom. The
pay ratios between the top quartile and bottom quartile thresholds illustrate this point.

http://www.standardlifefoundation.org.uk/ourwork/publications
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These ratios are small compared to those between CEOs and the median. Nonetheless, hypothetical
exercises reveal the general potential for minor redistributions from upper to lower quartile earners to
achieve meaningful pay increases for the latter. For example, awarding a £1,000 pay rise for the lower
quartile earners at the 30 companies in our sample where the lower quartile pay threshold is below £25,000
would require on average a maximum 2.6% pay cut for the upper quartile earners at these companies.
Across all companies, reducing pay of employees at the upper quartile by 3% could fund a median payrise
of £2,000 for the lowest earning quartile of employees in the same companies. This would still leave the
median upper quartile earner with pay of over £60,000, enough to put them comfortably in the top 10%
across the UK as a whole.

However, whilst £65,000 is undoubtedly enough to lead a very comfortable lifestyle, it is perhaps not what
most people consider seriously rich. The pay ratio disclosures do not provide an insight into what
redistributions from those at the very top could achieve. UK-listed banks are a useful case study in this
respect, as they disclose more granular information about their highest paid staff. Analysis suggests that
redistributing pay from high-earning bankers comprising between 0.4% and 2% of total employees to the
lowest earning 50% of staff would be worth thousands of pounds a year to the low earners. Pay for the high
earners would remain in the hundreds of thousands of pounds post redistribution.

High Pay Centre | Rethinking reward:  Analysis of 2020 pay ratio disclosures (interim report)
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Figure 5: 10 highest upper quartile/lower quartile ratios
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Narrative reporting

Companies are also required to provide a 'narrative' to justify the size of the pay ratios. This is an important
requirement, given that the data on its own does not explain a company’s pay structure or the link to the
broader business model and strategy. However, the disclosures are rarely substantial, with many
companies using very similar wording. This may reflect the use of a standardised text to justify pay ratios by
consultants advising on remuneration reports, without proper reflection on or explanation of the pay
distribution at the companies in question.

http://www.standardlifefoundation.org.uk/ourwork/publications


High Pay Centre | Rethinking reward:  Analysis of 2020 pay ratio disclosures (interim report)

The full report is available at: 
www.standardlifefoundation.org.uk/ourwork/publications

Pay ratios of companies using government support during Covid-19

In response to the economic shutdown brought about by Covid-19, the UK government has offered various
forms of support to companies. These include the 'Coronavirus Job Retention Scheme', which covers 80%
of the wages of furloughed workers, and the Coronavirus Corporate Financing Facility (CCFF), offered via
the Bank of England, effectively providing short-term loans to assist with disruptions to cash flow. 

It is reasonable to expect that companies drawing on these schemes should commit to fair pay practices in
order to ensure that public money contributes to building a fairer society and is spent as effectively as
possible. We found that for the 39 companies in our sample that have announced they are using the
furlough scheme and/or are listed as using the CCFF, the median CEO/lower quartile ratio is 78: 1. 

Given the use of state support by these companies, their employment practices are a matter of public
interest. All companies have a duty to consider how they can pay workers more fairly, and this is especially
the case for those reliant on public funding.

Conclusions

Investors, employees and their representatives will be able to have better dialogue with companies

regarding employment models and their link to company strategy, using sectoral comparisons as part of

discussions about how and why their model differs from rival companies.

Disclosure of the lower quartile pay thresholds in particular can be used to support arguments for fairer

pay practices and to raise pay for the lowest earners – for example, by citing the scope for redistribution

from higher earners.

Just as gender pay gap reporting has prompted a debate about issues such as working hours,

workplace culture and division of labour in the home, so pay ratios can encourage debate about what

top, middle and low earners make, and why. 

It is important to recognise that these disclosures have their limitations. No two business models are exactly

alike, meaning context is critical when comparing different pay ratios. The exclusion of indirectly employed

workers from the calculation means that some disclosures may not reflect the company’s workforce as

commonly understood. There is also a need for more granular information on top pay between the CEO

and the upper quartile.

Nonetheless, there is a lot of valuable information that can be gained from the disclosures, as well as

insights for stakeholders to act upon. These initial findings add to our understanding of how pay is

distributed within public companies. In particular:

The High Pay Centre will continue to monitor the pay ratio disclosures as they are published, and will

publish a full analysis looking at a complete set of annual reports for the FTSE 350, building on our initial

insights and identifying ways in which the disclosures could be improved.
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HIGH PAY CENTRE ANALYSIS OF

2020 PAY RATIO DISCLOSURES:

INTERIM REPORT

Introduction

This introductory section explains the background to the pay ratio disclosures and
the parameters for this report. It discusses how the pay ratio disclosures might be
used by different stakeholder groups.

The Companies (Miscellaneous Reporting) Regulations, introduced by Theresa May’s Conservative
government as part of a broader programme of corporate governance reform, require all UK-incorporated
companies with a premium stock market listing and over 250 employees to publish ‘pay ratios’, showing the
relationship of their CEO’s pay to other employees in the company. 

The regulations stipulate that companies must publish a table in their annual remuneration report showing
CEO pay relative to pay at the 75th, median and 25th percentile of the company’s UK employees. 

That is to say, if all the company’s UK employees were ranked from highest to lowest in terms of their total
pay (on a full time equivalent basis) how would the CEO’s pay compare to the thresholds for the upper
quartile (i.e. the 75th percentile, earning more than 75% of employees), the median (exactly in the middle of
the ranking) and the lower quartile (the 25th percentile, earning more than 25% of UK employees).

UK employees include everyone employed by the company under a contract for services, excluding those
who work wholly or mainly outside the UK. Subcontractors and other workers who are not employed under
a contract for services are also excluded. 

CEO pay must be calculated using the existing formula for the so-called ‘single figure’ of total remuneration,
encompassing salary and all forms of pay and benefit including pensions, bonuses and share awards. The
employee total remuneration figure, provided at the 75th, median and 25th percentile, includes salary,
taxable benefits, cash bonuses, share-based pay and pensions. It should be calculated ‘wherever possible’
by determining pay for all UK employees (on an FTE basis), ranking them on a low-to-high basis and
identifying the employees whose remuneration places them at the upper, median and lower percentile
points (option A).

Alternatively, companies may calculate the 25th, 50th and 75th percentile points based on their gender pay
reporting disclosures, which require them to identify the gender breakdown of employees in each pay
quartile, and thus to calculate the thresholds for each quartile (option B), or they may use other existing pay
data, provided it has been calculated no earlier than the previous financial year (option C). 

The disclosure requirements apply to pay awarded for financial years beginning from 1 January 2019.
Therefore, the first mandatory disclosures have begun to appear in annual reports published in early 2020
for financial years ending on or after 31 December 2019.

8



Summary of findings
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Businesses, particularly the remuneration committees that oversee pay-setting processes and the
directors or committees designated responsibility for stakeholder representation in companies'
corporate governance structures as mandated by the 2018 Corporate Governance Code. How a
company's absolute and relative pay levels compare to other similar businesses can support insights
and decisions regarding its wider strategy or business model.
Investors seeking to understand the employment practices and corporate cultures of the companies
they invest in, and how their spending on pay – a significant cost for any business – is distributed.
The workers themselves and the bodies that represent them, who can potentially benefit from
better information about how their pay levels compare to others within their own company or in other
similar organisations. 
Policymakers interested in the initial impact of the pay ratio disclosures, and their insights and
limitations. In the aftermath of Covid-19 and with many businesses reliant on government support,
details of the distribution of their pay costs may also be relevant to support packages.
Academic and commercial researchers interested in prevailing corporate pay practices, who can use
the data to examine how pay distribution relates to issues such as industry type, business performance
or societal impact.

This report analyses the pay ratio disclosures made by FTSE 350 companies from 1 January to 30 April
2020, in order to identify what insights the pay ratios might provide and how they might be used by
stakeholders.

In addition to comparing the ratios between the CEO and their employees, the analysis compiles data on
the lower quartile pay thresholds in order to gain insights into the earnings of the lowest-paid employees at
the UK’s biggest listed companies. We also examine the pay differences between the upper and lower
quartiles (on the basis of pay levels at the 75th and 25th percentiles).

Over the time period covered, a total of 107 FTSE 350 companies covered by the pay ratio reporting
requirements (47 from the FTSE 100 and 60 from the FTSE 250) published annual reports in which pay
ratios were disclosed. Though this represents a minority of the companies subject to the reporting
requirements, it does provide an initial snapshot of how firms are approaching pay ratio reporting, and gives
some insights into how pay ratios might inform debate about pay and employment practices, as well as
identifying areas where further detail will be required.

In particular, we hope that the research will be of some value to a number of stakeholders in the debate on
pay and business governance, including the following groups:

The research found that the median CEO/median employee pay ratio across the FTSE 350 is 55: 1 and the
median CEO/lower quartile employee ratio is 78: 1. These ratios are significantly higher for the FTSE 100,
where the median CEO/median ratio is 74: 1 and the median CEO/lower quartile ratio is 109: 1. The median
ratios may change as more companies publish their disclosures over time, and we intend to produce a
subsequent and final report when a complete set of pay ratios has been published for the full FTSE 350.
We will also engage with stakeholders to help make the best use of the data and the insights it provides, in
order to support good decisions about pay and employment practices across the UK’s largest private sector
employers.

9
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It is important to recognise that these data should not be seen as giving definitive answers about
differences between industries or sectors. For this interim report, the research covers fewer than half the
companies in the FTSE 350, and when broken down by industry, the sample size is even smaller. 

To draw firmer conclusions about pay practices across different industries will require full sets of
disclosures across a period of years, as well as additional work building on the insights provided by the pay
ratios.     
          
Therefore, rather than providing concrete evidence about pay practices at major UK employers, these
figures provide a useful starting point which stakeholders can use for further research, engagement and
debate aimed at informing better understanding of corporate cultures and employment practices.
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Section 1: Industry trends

In this section, we examine the pay ratios and absolute pay levels across different
industries, highlighting possible insights into the employment practices of particular
industries and identifying potential areas for further research.

Analysing the pay ratios across different industries and sectors can help to identify certain trends. Industry
averages can also be useful for stakeholders when looking at how an individual company compares to the
rest of an industry, and can prompt a constructive discussion about why this might be the case.

Figure 1 shows the average pay ratios across different industries, as well as the average pay threshold for
lower quartile earners (the 25th percentile point, meaning that a quarter of the employees earn less than
this amount) for each industry. The full data for industry pay ratios and thresholds can be found in the
appendix.

Figure 1: Pay ratios and lower quartile pay thresholds by industry
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High levels of CEO pay in the industry could result from the fact that the healthcare industry is perceived to
be particularly complex, and requires very high levels of scientific knowledge relative to other sectors –
although this would also be true of healthcare industry workers more generally and as has been shown the
gap between the CEO and the median UK worker is disproportionately large in this industry. 

AstraZeneca and GSK are also amongst the largest UK-listed companies. Research by the High Pay
Centre and the CIPD in 2019 found a strong relationship between FTSE 100 companies’ market
capitalisation and their level of CEO pay [1]. If larger companies have higher levels of CEO pay, we might
also expect their pay ratios to be higher. Furthermore, data presented later on in this report show that the
10 companies with the highest CEO/median ratios are mostly in the FTSE 100, whilst the 10 with the lowest
CEO/median ratios are mainly from the FTSE 250.

However, market capitalisation is clearly not the only factor here, since Convatec, a FTSE 250 company,
has much higher CEO pay than Smith and Nephew, a FTSE 100 company. Underlying all of this is the fact
that the CEO's single figure remuneration is largely performance-dependent and is therefore highly variable
from one year to the next. AstraZeneca's high CEO pay is the result of the vesting of two share-based
Long-Term Incentive Plans, which due to a substantial rise in share price added almost £10.5m to the pay
package. 

This illustrates how company performance is another potential driver of pay ratio size. Typical CEO pay
awards are highly incentivised, with most performance-related pay plans closely linked to shareholder
returns and the company share price.

The figures show that to date, the healthcare industry has the highest average CEO/median ratio at 129:
1. Pay ratios are, of course, determined both by levels of pay for the company’s UK employees and levels
of pay for their CEO. Health care has a high average level of median pay at £56,794. However, three of the
four healthcare companies which have disclosed also have very high levels of CEO pay (ranging from
nearly £7 million to over £14 million compared to a FTSE 100 average of £3.6 million) [1].

This means that even though we might expect people working in the industry to be highly educated or
qualified workers, the gap between the median UK employee and their CEO is much wider than industries
where the median employee is far less qualified. As discussed, however, caution should be taken in
interpreting this data, as only four healthcare companies have so far disclosed.

[1] [2] CIPD and the High Pay Centre, Executive Pay in the FTSE 100, 2019 via
http://highpaycentre.org/files/CIPD_HPC_FTSE_100_executive_pay_report.pdf

High Pay Centre | Rethinking reward:  Analysis of 2020 pay ratio disclosures (interim report)

Table 1: Pay ratios in the healthcare industry
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One would therefore expect strong share price gains over the preceding three year period (the typical
length of incentive plans) to result in a higher CEO pay award and thus a higher pay ratio. However, the
relationship between CEO pay and company performance is highly contested by researchers on the subject
[3]. We will examine the relationship between factors such as company performance, market capitalisation
and the size of the pay ratios in our final report. 

The utilities industry - which encompasses water, gas and electricity -  has the lowest average
CEO/median employee pay ratio at 27:1. We might generally expect to see low ratios here as a legacy of
public ownership. Factors exerting downward pressure on ratios relating to past public ownership could
include historically low CEO pay levels, greater stakeholder discomfort with the idea of individuals earning
very large sums of money for what are still perceived by some to be public services, media scrutiny
especially in the case of rising household bills, and a more unionised workforce. 

The utilities industry has levels of union membership well above the private sector average of 13.2%. In
Electricity, Gas, Steam and Air Conditioning Supply occupations, 35.2% of workers are trade union
members, and in Water Supply, Sewerage, Waste Management and Remediation Activities the proportion
is 28.5% [4]. 

Again, we should be hesitant to draw conclusions about this industry as only two utilities companies have
disclosed pay ratios so far. Nonetheless, the possibility of a relationship between lower pay ratios and
higher trade union membership is supported by the fact that at the national level, there is a strong link
between economic inequality and trade union membership or collective bargaining coverage – the richest
1% tend to take a much higher share of total incomes in countries with lower union membership and/or
collective bargaining coverage [5]. In the UK, the share of incomes going to the top 1% has risen over the
past forty years in tandem with the fall in trade union membership [6]. 

Though lower than across utilities firms, union membership across industrial companies is also higher than
the private sector average: within the manufacturing industry, it is 17.1%. Again, this may be contributory to
lower pay ratios. 

The table below shows the companies that have disclosed so far from two sectors within the manufacturing
industry - aerospace and defence, and automobiles and parts - both of which are relatively unionised. Pay
ratios for these companies are generally low, though not all are below the median for the group as a whole.
What is also interesting is that the upper/ lower quartile ratios are all consistently low (the average for the
sample as a whole is just over 2: 1), suggesting that trade union influence has a constraining effect on
inequality within the wider workforce.
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[3] See e.g.  Li W & Young S, An analysis of CEO pay arrangements and value creation for FTSE-350 companies, 2016, CFA Society
of the United Kingdom, 2
[4] UK government, Trade Union Statistics 2018, via https://www.gov.uk/government/statistics/trade-union-statistics-2018
[5]IPPR, Fall in trade union membership linked to rising share of income going to top 1%, 2018 via https://www.ippr.org/news-and-
media/press-releases/fall-in-trade-union-membership-linked-to-rising-share-of-income-going-to-top-1
[6] Social Europe, Collective bargaining and rising inequalities: do the IMF and OECD get it?, 2016 via
https://www.socialeurope.eu/collective-bargaining-rising-inequalities-oecd-imf-get
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The average ratios for industries shown in Figure 1 hide immense variation. For example, the oil and gas
industry has an average CEO/median employee pay ratio of 67: 1. The lower ratios within the industry are
mainly due to high levels of pay across the wider workforce, as shown in table 3. This indicates that these
companies mainly employ highly specialised workers in the UK.

However, BP is a significant outlier within the industry and indeed within the whole sample, with the highest
CEO/lower quartile ratio of all companies at 543: 1. The size of this ratio is due both to a high CEO pay of
£10.4m and to the fact that BP’s workforce includes a large proportion of low-paid retail employees in its
petrol stations, giving it a particularly low lower quartile threshold of £19,108. BP also has the highest
upper/lower quartile ratio of the companies surveyed, meaning that there is wide dispersal of pay levels
within the UK workforce. 

Notably, Shell’s ratios are much lower than BP’s despite being an ostensibly similar organisation with a
similarly high CEO pay award. This is because Shell franchises its petrol stations, meaning that petrol
station staff are not included in its pay ratio calculations. The fact that pay ratios fail to account for different
employment models means that the comparability of ratios across apparently similar companies demands
more attention and analysis than is apparent upon first reading. The oil and gas industry therefore highlights
the complexities of the factors that determine the size of pay ratios.
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Table 2: Pay ratios in the aerospace and defence sector and the automobiles and parts sector
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As well as individual outliers within industries, there are also clear sectoral differences within the industries
that have already had a large number of disclosures to date. The financials industry is an example of this.
The banking sector has a high average CEO/ lower quartile ratio at 146: 1, whilst financial services has a
much lower average CEO/ lower quartile ratio at 50: 1. 

These sectoral differences are mainly due to workforce composition rather than CEO pay. Companies in
the insurance, financial services and real estate sectors, whose UK workforce consists solely or
predominantly of analytical and specialist roles, tend to have lower pay ratios. Conversely, financial
companies such as banks, with large numbers of staff in lower-paid customer-facing roles (i.e. branch staff),
have much higher pay ratios. Similarly, sectors in other industries with high ratios, including travel and
leisure or industrial support services share similar characteristics, in that many essential roles in the sector
are less highly valued by the market. 

Very often these businesses are labour (as opposed to physical or intangible capital) intensive. Intuitively, it
makes sense that running a larger company with more employees might be deemed more challenging or
complex, and thus might entail greater responsibility for the CEO and therefore higher pay. Equally, where
the total value of the company is generated by a larger number of workers, we would expect average pay
across the workforce as a whole to be lower than a less labour intensive business with similar market value.

However, given that the disclosures relate to UK employees only, while many of the companies in the
sample have extensive international operations with large numbers of employees based overseas.
Therefore, a low number of UK employees does not necessarily mean that the CEO is only responsible for
a small workforce. Again, we will examine the relationship between pay ratios and company size in more
detail in our subsequent report.

High Pay Centre | Rethinking reward:  Analysis of 2020 pay ratio disclosures (interim report)

Table 3: Pay ratios in the oil and gas industry
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DOES BORROWING BEHAVIOUR
INFLUENCE FINANCIAL WELLBEING?In addition to enabling broad comparisons between sectors, the ratio disclosures mean that we can identify

the widest pay differentials across UK listed companies. The objective of putting these figures in the public
domain is to inform understanding of the scale of pay gaps and their causes.

In some cases, stakeholders may use the disclosures to engage with particular companies and exert
influence on them to reduce their ratios, by cutting or freezing top pay and in particular by raising pay for
low and middle income workers. 

However, we caution against assuming that those companies with low ratios are necessarily examples of
‘better practice’ than those with high ratios, given the complexities of the disclosures.

Figures 2-5 detail the companies with the highest and lowest CEO/median employee and CEO/lower
quartile employee pay ratios.
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Section 2: Highest and lowest pay ratios

In this section we identify the companies with the highest and lowest pay ratios in
our sample and identify potential drivers of pay gaps.

Figure 2: 10 highest CEO/median employee ratios
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Figure 3: 10 highest CEO/lower quartile employee ratios

Figure 4: 10 lowest CEO/median employee ratios
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One of the most immediately striking things about these two lists is the similarity between figures 2 and 3,
and figures 4 and 5. Nine of the ten companies with the highest CEO/median worker ratios also have the
largest gaps between the CEO and the lower quartile. Eight out of ten with the lowest CEO/median ratios
also have the lowest CEO/lower quartile ratios.

This suggests that gaps between those at the bottom and in the middle are much smaller than those
between the middle and the top. If the lower quartile of employees are amongst the lowest-paid relative to
their CEO, then it is highly likely that those at the median will be as well. We discuss how this fits with
income distribution across the UK in subsequent sections.

These figures also reiterate the importance of company size in influencing pay gaps, with bigger gaps
between CEOs and those at the median and lower quartile at larger companies. Most of those with the
lowest ratios are FTSE 250 companies while those with higher ratios are mainly from the FTSE 100 index. 

For a fuller analysis of whether a company’s pay ratio is particularly unusual, one would need to analyse
disclosures from companies of similar size in similar sectors, as well as a more qualitative analysis of the
different companies’ characteristics. Nonetheless, the companies highlighted in figures 2-5 that have
amongst the highest/lowest ratios across the entire FTSE 350 index are also certain to have the
highest/lowest in their sector.
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Figure 5: 10 lowest CEO/lower quartile employee ratios

Box 1: Impact of public scrutiny 

Persimmon, a FTSE 100 company in the home construction sector, prompted widespread

criticism when its former CEO, Jeff Fairburn, received total remuneration of almost £85m in

2017/18. Following the criticism, the current CEO did not receive an annual bonus or LTIP award

in 2019. The company also introduced a new Remuneration Policy whereby the future CEO

remuneration “will be positioned at or below the lower end of the market compared to similar
sized FTSE 100 companies.” This is an interesting example of the effect that public scrutiny and

pressure can have.
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The CEO pay debate
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The full report is available at: 
www.standardlifefoundation.org.uk/ourwork/publications

The Personal Finance Research Centre, 
University of Bristol

An independent research centre based 
at the University of Bristol, specialising 
in social research across all areas of 
personal finance.

Furthermore, even if it appears to be standard practice for pay gaps to be determined – at least in part – by
company size, it is also worth examining why this is the case.

It is true that at larger organisations, decisions taken by the CEO will have a higher financial value, while
one might also expect to encounter a larger number of employees (with more levels between the CEO and
the median worker), more extensive supply chains, and involvement in a wider range of markets, all adding
to the complexity of the CEO’s role.

At the same time, however, a larger company also makes the CEO more dependent on their colleagues. It
is arguably impossible for a single individual or executive team to maintain oversight of an organisation with
extensive operations and supply chains spanning multiple continents, time zones and regulatory regimes.
As Sir Philip Hampton, former Chair of GSK and RBS, said in a research interview for a previous High Pay
Centre publication, 

“the bigger the system, the more it’s the system that counts rather than the person on top of it” [7]. 

Putting issues of comparability to one side, the fact of any one individual making 100, 200 or even 500
times their colleagues within the same organisation will be concerning to anyone worried by issues of
inequality in the UK today. 

Even if median or lower quartile pay was the annualised equivalent of the UK minimum wage (£8.72), a
CEO pay award of 100 times this amount (based on a 36-hour working week for the minimum wage earner)
would equate to annual pay of £1.6 million, enough to afford an extremely comfortable lifestyle far beyond
the means of the overwhelming majority of the population and surely a meaningful reward or incentive for
taking on a demanding role.

The economic importance and impact of executives on company performance, and whether or not this
justifies such vast pay gaps, continues to be extensively debated. There is a long-running debate in
management research over how much of the variance in firm performance can be attributed to an individual
CEO [8]. However, in addition to arguments around the merits of wide pay gaps from a business
perspective, the moral and social questions of whether an individual who earns 200 times more than a
quarter of their employees works 200 times as hard or is fundamentally 200 times more valuable than these
employees also deserve to be discussed.

By highlighting the most extreme intra-company pay differences, the pay ratio disclosures will inform this
discussion.

[7]  High Pay Centre, Made to measure: How opinion about performance becomes fact, 2015 via
http://highpaycentre.org/files/FINAL_MADE_TO_MEASURE.pdf 
[8]  See e.g. Fitza M A, How much do CEOs really matter? Reaffirming that the CEO effect is mostly due to chance, 2017, Strategic
Management Journal, 38(3), 802-811.
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DOES BORROWING BEHAVIOUR
INFLUENCE FINANCIAL WELLBEING?

Amongst the most important information contained in the CEO pay disclosures is the thresholds they
provide for the lower quartile of earners at UK companies - i.e. the boundary between the bottom quartile
of earners and the next (lower middle) quartile. 

There are undoubtedly questions about whether relative pay levels, particularly very wide pay ratios are
morally appropriate, and the impact they have on social cohesion. But raising absolute pay for the lowest
earners should be one of the foremost priorities for any society. In this respect, what the lowest-paid
employees at some of the UK’s largest employers earn is of considerable interest. 

It is noteworthy that the median lower quartile threshold for the companies in our sample is £29,500. This
figure seems high, and is only slightly below the median gross annual earnings for full-time workers in the
UK of £30,353 [9]. It is worth noting that the figure refers to total employee remuneration, rather than just
wages or salaries: it therefore also includes taxable benefits, pensions and any share-based pay or cash
bonuses. Furthermore, as the tables below show, it masks considerable variation across different
companies. 

It is also very important to emphasise that 25% of employees at these companies are earning less than
the lower quartile threshold, meaning that the disclosures do not show what the lowest paid employees
are earning. Similarly, as we have already noted, the outsourced jobs that may to all intents and purposes
be on behalf of a particular company (security guards or cleaners maintaining a firm’s offices, for
example) are also not included in the sample. 

Figures 6 and 7 show the companies with the lowest and highest levels for the lower quartile pay
threshold.
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Section 3: Pay for low earners - a snapshot

This section examines absolute pay levels at the lower quartile threshold,
highlighting the companies with the highest and lowest paid lower quartile
employees in the sample and discussing the implications. It also looks at the
possible impact of outsourcing on pay ratios, and calculates ratios based on the
CEO pay to the annualised national minimum or real living wage (dependent on
whether the company in question is an accredited living wage employer).

[9] Office for National Statistics, Annual Survey of Hours and Earnings, 20 October 2019
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The fact that two essentially similar companies, Shell and BP, appear in the top and bottom ten respectively
because one company operates a franchise model while the other manages outlets in-house highlights the
limitations of these disclosures. Nonetheless, the thresholds do illustrate a number of important points. 

Four out of the ten companies with the highest threshold for their lowest quartile of employees are in the
financial services sector, where a high proportion of people are employed in analytical roles requiring high
levels of education and training. The same point can be made about the oil and gas companies listed. Thus,
the threshold for the lowest quartile at each of these companies is still enough to put anyone paid that
amount in the top 10% of UK earners [10].

Conversely, the lowest thresholds for lower quartile earners at FTSE 350 companies are strikingly low. The
UK real living wage, calculated by the Living Wage Foundation, is £9.30 an hour across the UK and £10.75
in London. This is the minimum hourly rate on which the recipient is able to cover their living expenses and
live a healthy lifestyle. Based on a 36-hour week, this equates to £17,410 per annum for the UK rate and
£20,124 per annum for the London rate.
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Figure 6: 10 lowest lower quartile thresholds

Figure 7: 10 highest lower quartile thresholds

[10] An employee at the 90th percentile of annual gross pay earns £60,890 (Office for National Statistics, Annual survey of hours and
earnings, 29 October 2019). 20
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Only Domino's Pizza and Ibstock have a lower quartile threshold below this figure for the UK annual Real
Living Wage, and it is reassuring that the rest of the companies in our sample are above this. 

However, all of the ten companies in table 9 are below the London Living Wage for a 36-hour week, and at
least some of these companies are certain to have London employees. For example, Next has stores in
London but is not an accredited Living Wage Employer. Furthermore, pay ratio calculations are expected to
include irregular bonuses and pension payments that cannot be accessed until retirement alongside base
salary, so the disclosures do not necessarily equate to the hourly living wage that the Living Wage
Foundation calculate is the minimum necessary to live on. Finally, as previously noted, for each company a
quarter of the UK workforce are earning less than the lower quartile threshold. This suggests that low pay is
potentially widespread at these companies, and should be a source of concern to their stakeholders.

Box 2: Workers excluded from the pay ratio calculation

As we have noted throughout the report, the pay ratio calculations do not include certain types of

worker who many people would understand to be working for a particular company. We have

highlighted how Shell, for example, uses a franchise model for its petrol stations, meaning that

their staff are employed by the franchisee rather than Shell, even though they work in Shell-

branded outlets. Other companies such as Intercontinental Hotels and Dominos also use a

franchise model.

In the construction sector, many self-employed workers are engaged on building sites on behalf

of major building and construction firms without being counted amongst their employees. It is

noticeable that Morgan Sindall (£50,249) Persimmon (£33,409) and Taylor Wimpey (£41,483) in

our sample have median pay levels much higher than the £24,964 suggested by Unite the Union

as a typical rate for a construction worker within the National Vocational Qualification level 2

band covering the largest number of workers in the sector.

Insights from Unite, who represent many outsourced workers across the companies in our

sample, provide further indication of the extent of outsourcing of low-paid work. In the financials

industry, Aviva,  Barclays, HSBC, Lloyds, M&G, Phoenix, Prudential, RBS and RSA amongst

others have outsourced roles in areas including facilities management, post-room, scanning,

cleaning, catering, maintenance and pensions administration.

Highest to lowest paid workers

Companies are not required to detail ratios relating to their lowest-paid workers (i.e. those earning below
the lower quartile threshold), nor to contracted workers, such as cleaners or caterers, who may spend their
entire working lives on a single company’s premises helping that company to function, but are not included
amongst its employees and are therefore not included in the ratio calculation.

These workers are very often amongst the lowest-paid in the UK economy, so their omission will have a
significant impact on the recorded pay ratio in many cases. It will be important for stakeholders to study the
pay ratio disclosures in conjunction with reporting of the company’s broader employment practices, as
detailed in the ‘strategic report’ section of their annual report (see Box 2). Provided this is properly
understood, it will again promote a useful debate about employment models and the use of outsourced
workers.
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However, there is a crude way of estimating highest to lowest earner ratios, in order to gain some insight
into the true gaps between top and bottom. The Living Wage Foundation accredits employers that pay a
‘living wage’ (to all workers including contracted staff) of at least £9.30 that independent experts calculate is
the minimum needed to support a decent standard of living. 

For those companies accredited by the Living Wage Foundation, we have assumed their lowest paid
employees are paid £17,410, the equivalent of £9.30 annualised, based on a 36-hour week. For everyone
else, we have assumed that they are paid the annual equivalent of the statutory minimum wage based on a
36-hour week, £16,324.

Using this methodology, the median CEO/low paid worker (i.e. national minimum or real living wage earner)
ratio is 133:1, significantly higher than the median CEO/lower quartile ratio of 78:1. Tables 4 and 5 show the
ten largest gaps between companies’ CEOs and the annualised equivalent of either the real living wage (if
the company is an accredited living wage employer) or the national minimum wage. Table 6 also shows the
largest gaps between the upper quartile pay threshold and the annualised real living wage or national
minimum wage. For FTSE 100 companies the ratio is 253: 1 compared to the median CEO/lower quartile
ratio of 109: 1.
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Table 6: 10 highest upper quartile/low paid ratio

The tables show that at the extremes, the impact of the difference between the national minimum and living
wages on the highest and lowest pay ratios is minimal – both ‘top tens’ are the ten companies with the
highest and lowest paid CEOs. Paying the living wage means Hiscox and Convatec rank higher and lower
in their respective tables than would be the case if they were not living wage employers.

The figures do suggest potential extreme pay differences within UK companies, with some CEOs making
500, 600 or even 800 times workers on the minimum or living wage. 
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The ratios between the top quartile and minimum/living wage salaries are less striking. Even so, they
suggest that, depending on the number of workers earning around the minimum or living wage, small
reductions in pay for top earners redistributed to the lowest paid workers would make a major difference to
those at the bottom while not substantially harming those at the top (annual pay eight times as much as an
annualised minimum wage salary would still be enough to put the recipient in the richest 1% of all UK
earners).

We discuss upper to lower quartile redistribution in more detail in the following section.
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While the scale of CEO pay awards subjects them to considerable media scrutiny, most CEO pay awards, if
distributed across the wider workforce, would not make a substantial difference to the earnings of low and
middle earners. This is because even millions of pounds shared across thousands of employees does not
necessarily amount to a large sum of money per employee at large companies.

However, redistributing from top earners more broadly could result in much bigger gains for those in the
middle and at the bottom. The pay ratios between the top quartile and bottom quartile thresholds illustrate
this point.

Figure 8 shows the highest ratios between the 75th and 25th percentiles in our sample.

Perhaps the most striking aspect of these ratios is that even the widest gaps are small compared to those
between CEOs and the median. In this respect, the disclosures mirror income distributions across society
as a whole, where the gap between the top quarter and the median is trifling compared to the gap between
the richest 1% or 0.1% and everybody else. 

Research by the Institute for Fiscal Studies (based on UK incomes in 2014/15) found that the threshold for
the top 1% of UK taxable incomes was at least £160,000 while the threshold for the top 0.1% was nearly
£650,000. That same year, the thresholds for the median and the 90th percentile of UK taxpayers
respectively were roughly £22,000 and £51,000 [11].
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Section 4: Upper quartile/lower quartile ratios

This section examines pay ratios between the upper and lower quartiles, highlighting
the companies with the highest ratios. It also discusses hypothetical redistributions
from the upper to the lower quartile, examining what difference various levels of
redistribution would make to the lower earners and at what cost to the higher
earners.

Figure 8: 10 highest upper quartile/lower quartile ratios

[11] Institute for Fiscal Studies, The Characteristics and Incomes of the top 1%, 2019 via https://www.ifs.org.uk/uploads/BN253-
Characteristics-and-Incomes-Of-The-Top-1%25.pdf 25
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However, this is not to say that there is not scope for substantial pay redistribution from the upper quartile to
the lower quartile. In the case of BP, which has the highest upper/lower quartile ratio, if 10% of the salary of
an employee at the upper quartile mark was transferred to an employee at the lower quartile mark, this
would raise the latter’s salary from £19,108 to £31,717 – a salary increase of 66%. 

This would at most result in a reduction in pay of the top quartile earners at BP from £126,085 to £113,477.
Indeed, bearing in mind that top quartile earners at BP earn above £126,085, it is arguable that there is
potential to raise pay for lower earners significantly with even more minimal redistribution from those in
higher earning brackets. 

Across the FTSE 100 as a whole, the median upper quartile threshold of earnings is £65,000. The table
below shows the increases in pay for lower quartile earners that would result from different levels of
hypothetical redistribution from the median upper quartile threshold.
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Table 7: hypothetical redistributions from median upper quartile to lower quartile earners

The median lower quartile pay threshold is £29,500. To increase a salary of this amount by 10% would
require just 4.5% of the median upper quartile threshold pay of £65,000 (so this hypothetical
redistribution would reduce the upper quartile pay from £65,000 to £62,000). 
In absolute terms, awarding a £1,000 pay rise for the lower quartile earners at the 30 companies in our
sample where the lower quartile pay threshold is below £25,000 would require a 2.6% pay cut for the
upper quartile earners at these companies.

Similar hypothetical exercises reveal the general potential for minor redistributions from upper to lower
quartile earners to achieve meaningful pay increases for the latter.

It is important to emphasise that we are not necessarily arguing for these pay redistributions to be enacted.
It might be challenging to ask upper quartile earners to accept immediate pay reductions, even by the small
amounts suggested in our hypothetical examples. But the fact that quite minor rebalancing of pay awards
from those in the top quarter to those in the bottom could yield substantial pay increases for the latter group
is significant, and one of the most interesting findings from the pay ratio disclosures. Whether or not
rebalancing pay in this way should be a medium term objective of UK employers is a question that
stakeholders including businesses, investors, workers and policymakers should consider.
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While the median upper quartile threshold across the FTSE 350 of £65,000 is undoubtedly enough to lead a
very comfortable lifestyle, it is perhaps not what most people consider seriously rich. The pay ratio
disclosures do not provide an insight into what redistributions from those at the very top – the people who
could afford to reduce their pay without experiencing any meaningful change to their lifestyle - could
achieve. Breaking down pay into four quartiles is insufficiently granular to do so. We would need more detail
on top earners between the CEO and the 75th percentile.

The UK-listed banks, which do provide more detailed disclosures, are an interesting case study in this
respect. For example, the RBS 2019 annual report produced a table, replicated in figure 9, which shows the
number of employees falling into particular pay bands.
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Table 8: RBS earners by pay band

The banks also detail their total expenditure on so-called ‘material risk takers’ (their highest paid staff in the
most strategically significant positions). Figure 5 shows that 751 RBS staff (around 1% of their total
employee population) were paid £327 million in total in 2019.

Table 9: RBS staff costs relating to ‘material risk takers’ (highest earning staff)

Pay bands

The figures suggest that a hypothetical re-balancing of pay away from RBS’s highest earners to lower-paid
employees would significantly boost the wages of the latter group while the former would retain pay
packages significantly higher than the vast majority of workers.
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Of course, banks are unusual in terms of their number of very high earning employees, so it is not
necessarily the case that there is the same hypothetical potential to rebalance pay at companies in other
industries. 

Nonetheless, recent research suggests that the richest 1% of the UK population captures 17% of total
incomes, so it is plausible that this scale of inequality is reflected to some degree in the pay distributions of
individual companies [12]. 

While CEO pay awards attract attention, pay for the senior managers beneath them – the heads of
departments, regions or markets – also represents a significant cost to companies as borne out by the
recent coronavirus outbreak. When announcing measures to strengthen their financial position, one of the
first steps taken by many companies was to reduce pay awards (most often salaries or fees rather than
variable pay), not just to the executive team but to senior staff across the company [13]. 

Therefore, a more granular examination of pay distribution could yield a useful insight into precisely what
these costs are, and the potential to achieve a more even balance between top, middle and bottom. The
pay ratios may provide a useful starting point for discussions between, for example, trade unions or
investors and companies looking at the breakdown of top pay - and business expenditure more generally -
in closer detail.
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Table 10: Hypothetical redistribution at UK-listed banks (all figures for the year 2019)

This is true across the major UK banks more generally. Table 16 shows that a hypothetical redistribution of
50% of the money spent on high earning “material risk takers” (between 0.4% and 2% of all employees)
across the lowest paid 50% of the total employee population would raise the lower earners' pay by
thousands of pounds at each bank. The high earners would continue to enjoy average pay awards worth
hundreds of thousands of pounds even after the redistributions had taken place.

[12] Resolution Foundation, Top 1% received a sixth of the nation’s income pre-crisis, due to hidden rise of capital gains (2020), via
https://www.resolutionfoundation.org/press-releases/top-1-per-cent-received-a-sixth-of-the-nations-income-pre-crisis-due-to-hidden-
rise-of-capital-gains/

 [13] High Pay Centre, High Pay Centre Briefing: Corporate Response to the Economic Shutdown, 2020 via
http://highpaycentre.org/pubs/high-pay-centre-briefing-corporate-response-to-the-economic-shutdown     
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Section 5: Narrative reporting

This section examines the pay ratios of companies receiving public money via

mechanisms designed to support businesses throughout the COVID-19-induced

shutdown and outlines why this is a matter of particular public interest.

As well as publishing the pay ratio data itself, companies are also required to provide a 'narrative' to justify
the size of the pay ratios. This is an important requirement, given that, as discussed, the data on its own
does not explain a company’s pay structure or the link to the broader business model and strategy. A
qualitative explanation of the pay ratio data can add useful context for stakeholders in this respect.
Concrete data underpins and validates the narrative, but the narrative explains the data in a way that
uncontextualised numbers fail to do. 

As might be expected, the pay ratio data tends to be accompanied by a more detailed narrative when the
ratios involve high CEO pay and/or low worker pay. Justifications of high CEO pay usually state that CEO
pay is much more performance-dependent than pay across the wider workforce, and therefore that it will
fluctuate year-on-year. With very high pay, it is often emphasised that this year has seen exceptional
circumstances, such as the vesting of Long-Term Incentive Plans. High pay is presented as a 'one-off'
occurrence.

Justifications of low worker pay tend either to stress the ‘diversity’ of roles within the workforce or to point
out that most staff are in roles which are not highly valued by the market. For example, BP’s annual report
states that the pay ratio ‘includes BP hourly paid retail workforce in its fuels and convenience stations who
are employed in roles which attract relatively lower market rates of pay’. The responsibility for low pay is
thus shifted away from the company and onto ‘the market’. 

We have also noted that a large number of companies use very similar wording in their narratives. For
example, Rentokil’s annual report states that: 

‘The median pay ratio is consistent with the pay, reward and progression policies for the
Company’s UK employees taken as a whole.’

ITV uses almost exactly the same phrase:

‘The median pay ratio for 2019 is considered to be consistent with the pay, reward and progression
policies for the Company’s UK employees taken as a whole.’

HSBC, IMI, Spectris and Drax also use very similar variants of this in their annual reports. 

It is significant that Rentokil, ITV and HSBC all receive advice or data from the consultancy firm Deloitte,
and the use of such similar statements may suggest that consultants are developing standardised texts to
justify pay ratios without really engaging with the issue.
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It is certainly questionable how much value this statement adds – one would expect this to be the view of
the company (it would be remarkable if they felt that their pay ratios were not consistent with the company’s
policies) and they do not explain why it is consistent, or engage with any of the criticisms of pay gaps
regarding fairness or proportionality. The statements also fail to engage with the gaps between the upper
quartile, median and lower quartile thresholds. As we have shown in the previous section, these are
potentially material to employees’ absolute pay levels and will be of as much interest to them as the gap
between them and the CEO. These gaps therefore also merit discussion.

Equally, however, companies may be sensitive to criticism that annual reports, and the remuneration report
sections in particular, have become overly long (with reports in excess of 20 pages now commonplace) and
the examples we have cited are at least concise.

The pay ratio disclosures have been complemented by a number of other recent corporate governance and
stewardship reforms. These include the 2019 update to the Stewardship Code, setting expectations of the
investment industry in terms of their engagement with investee companies. The 2018 Corporate
Governance Code requires companies to report on their engagement with their stakeholders, and to
introduce mechanisms such as worker representation on boards, non-executive directors with specific
responsibility for stakeholder issues, or stakeholder committees, to ensure that stakeholder perspectives
are incorporated into strategic decision-making.

Narrative pay ratio reporting is very relevant to both of these initiatives. Executive pay practices have
historically been a key area of engagement between investors and companies, while other stakeholders –
particularly the company’s workforce - have an obvious interest in pay ratios and pay distribution.
Therefore, we would expect both investors’ stewardship activities and stakeholder representation
mechanisms in corporate governance structures to encourage useful narrative reporting on these topics in
future.
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Section 6: Pay ratios of companies using government support during

Covid-19

This section examines the pay ratios of companies receiving public money via

mechanisms designed to support businesses throughout the Covid-19-induced

shutdown and outlines why this is a matter of particular public interest.

In response to the economic shutdown brought about by Covid-19, the UK government has offered various
forms of support to companies. The 'Coronavirus Job Retention Scheme' covers 80% of the wages of
furloughed workers from March to August 2020, with more limited support available until the Autumn.  

Though payments are made to the workers of these companies, they are also a critically important subsidy
for businesses, enabling them to make significant savings on staff (and potentially redundancy) costs, and
ensuring they have a financially secure and experienced workforce ready to return to work as soon as the
restrictions on the business in question are lifted, rather than having to dedicate time and resources to
recruiting and training new workers.

The Coronavirus Corporate Financing Facility (CCFF) is a more direct form of support offered via the Bank
of England, effectively providing short-term loans to assist with disruptions to cash flow. 

Both facilities are vitally important measures dedicated to supporting businesses, jobs and living standards
at a time of great economic uncertainty. However, it is reasonable to expect that companies drawing on
these schemes should make certain social and environmental commitments, in order to ensure that public
money contributes to building a fairer society and is spent as effectively as possible. What is most relevant
to this report is the argument that companies in receipt of state support should commit to fairer pay
practices, so that public funds can go further to help low earners.

From Regulatory Notification Service (RNS) announcements listed on the London Stock Exchange website
and other public statements, it is possible to estimate how many UK-listed companies have drawn on the
Government’s furlough scheme to cover wage costs throughout the shutdown. The first companies to have
used the CCFF were published by the Bank of England on 4 June, and our information on companies using
the furlough scheme was up to date as of 8 June 2020. We found that of the 39 companies in our sample
that have used the furlough scheme and/or the CCFF, the median CEO/median worker ratio is 60: 1 and
the median CEO/lower quartile ratio is 78: 1. These are similar to the median ratios for the whole sample,
where the median CEO/median worker ratio is 55: 1 and the median CEO/lower quartile ratio is also 78: 1.
Of the 11 FTSE 100 companies receiving COVID-19 financial support, the median CEO/median employee
ratio is 80: 1 and the median CEO/lower quartile employee ratio is 109: 1.

The size of these ratios is a matter of public interest and an important issue to be debated. All companies
have a duty to consider how they can pay workers - including indirect workers - more fairly. This is
especially the case for those companies relying on public money, who have an even greater responsibility
to ensure that their business practices are aligned with the public interest.
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Conclusions

This section summarises the key insights from our research and highlights the debates

we hope that it will prompt. It also discusses some of the limitations of the pay ratio

disclosures that we have identified and hope will be resolved.

The difficulty of making comparisons between companies, particularly due to differing employment
models and the use of agency workers or franchise agreements. This should prompt a discussion about
the use of outsourced or franchised employment and business models and their implications for
stakeholders including the business, their investors, the workers themselves and wider society.

The lack of information on privately-owned UK companies or foreign-owned firms operating in the UK.
Only UK-listed companies are required to disclose their pay ratios, and many of these base the majority
of their operations overseas. Therefore, the pay ratios only provide an illustration of pay distribution at
the largest UK employers, rather than something more definitive. This challenge is compounded by the
fact that the majority of companies in the sample do not disclose their number of UK employees.

The lack of more granular information on pay of those between the top quartile and the CEO. The top
quartile covers everyone from CEOs typically earning millions of pounds to those at the 75th percentile
who are undoubtedly comfortable, but not what most people would consider super rich. The
disproportionate share of incomes captured by those at the very top  (the top 1% or even 0.1%) is one
of the biggest issues relating to economic inequality in the UK, and more granular information of how
this occurs at particular employers would develop the initial insights provided by the pay ratio
disclosures on how to ensure a better balance and achieve a fairer share accruing to those in the
middle and at the bottom.

The pay ratio disclosures are intended to inform our understanding of pay practices at major UK private
sector employers. Just as gender pay gap reporting has prompted a debate about issues such as working
hours, workplace culture and division of labour in the home, so pay ratios can encourage discussion about
what top, middle and low earners make, and why.

Given that policymakers, business leaders, trade unions and many other stakeholder groups all have an
interest in raising the incomes and living standards of UK workers -  particularly the lowest paid workers -
this is a critically important issue to debate.

While acknowledging the vital and informative resource that the first pay ratio disclosures provide, however,
it is also important to identify their limitations. These include:

Despite these limitations, the initial disclosures under the pay ratio reporting requirements yield a number of
interesting insights and suggest several potential avenues for further research as well as action.
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The median pay ratios and the typical thresholds for upper, median and lower quartile pay for particular
industries and sectors. This data provides useful evidence to inform vital discussions between
companies and their investors, workers and other stakeholders about their employment models and the
link to their wider strategy. Data on Environmental, Social and Governance (ESG) issues is becoming
increasingly important to investors, and pay distribution relates closely to the ‘S’ in ESG, which has
become even more relevant given the interest in how companies are treating their workers in the
aftermath of the coronavirus outbreak.

The scale of pay gaps within the UK’s largest listed companies, ranging from between 10: 1 and 20: 1
at the companies with the lowest CEO/median employee ratios to 100 and 200: 1 at those with the
highest. Even starker gaps of over 200: 1 occur at the companies with the widest gaps between the
CEO and the lower quartile employee, and the gaps between the highest-paid CEO and a worker
earning the real living wage rise to 823:1. 

The fact that, on average, the lower quartile of employees at large UK companies earn almost as much
as the median full-time wage across the UK economy as a whole. However, there are still a number of
companies where the threshold for lower quartile earnings is not substantially higher than the
annualised equivalent of the real UK living wage. This suggests that there are a number of employees
at these large, high value companies struggling with the cost of living – even before non-contracted or
agency workers are taken into account.

The scope for a hypothetical re-balancing of pay distribution, with a small proportion of top pay
redistributed from the top quartile to the bottom, has the potential to make a huge difference to the
incomes of lower quartile earners in many cases, without drastically reducing the incomes of those in
the top quartile. That said, pay gaps between those in the top quartile and at the median or in the lower
quartile are less stark compared to the gap between CEOs and everybody else.

The scale of pay ratios at companies receiving public support through schemes intended to mitigate the
coronavirus, with the median CEO at the companies in question receiving 78 times the pay of
employees at the lower quartile threshold of their pay distribution.

The size of the company, in terms of market capitalisation if not necessarily employee numbers,
appears to be a key factor in CEO pay levels, and thus in pay ratios, with larger companies having
higher-paid CEOs and higher ratios.

Companies requiring highly educated staff with specialist knowledge, often in relatively capital-intensive
businesses, appear frequently in the lists of companies with the lowest pay ratios and the highest
thresholds for lower quartile employees. This suggests that, as is the case more generally across the
economy, highly educated workers are better paid and effectively capture a bigger share of the value
created by the company relative to the CEO.

Conversely, companies from sectors such as support services and travel and leisure were
disproportionately represented amongst those with the highest ratios and lowest-paid lower quartile
workers. Obviously the corollary of higher pay for more educated workers at less labour-intensive
businesses, in absolute terms and relative to the top earners at their company, is that those with fewer
qualifications do less well.

Specific insights include:

The research also suggests a number of factors which could be relevant to the size of pay ratios, and which
could inform debate around why CEOs and different types of workers at different points of the
organisational pay distribution are paid what they are:
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Though there were only two companies in the sample, pay ratios at utilities companies with a history of
public ownership were lower. More generally, companies in industries that typically have higher than
average trade union membership - such as utilities and industrials - typically have lower ratios,
suggesting that active trade unions could be a factor in containing pay gaps between high and low
earners.

Whether increased company size should necessarily result in higher CEO pay and why/why not? 

How can we ensure that we increase education, specialist knowledge and productivity, while also
recognising the need to value low-paid but essential jobs more highly, and to identify measures we can
take to raise the pay of these workers?

What changes to corporate governance and employment policies and practices might realise the
hypothetical redistributions discussed in this paper, and what would be the economic and business
implications?

How might we instil a public service ethos and expand trade union membership across more
companies, and again what would be the implications of this?

How will investors and the directors and committees responsible for stakeholder representation in
corporate governance structures engage with pay ratio disclosures – particularly in terms of
explanations of pay structures and their link to the company's broader strategy and business model?

We hope that these insights can lead to further discussion, research and ultimately improvements to policy
and practice in relation to pay. Obvious questions that might begin this discussion could include:

      

The High Pay Centre will continue to raise these questions as we monitor ongoing publication of pay ratio
disclosures. We intend to publish a full analysis looking at a complete set of annual reports for the FTSE
350, building on our initial insights and identifying ways in which the disclosures could be improved.
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