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What is Fair Pay for Executives? An Information

Theoretic Analysis of Wage Distributions
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5. Conclusions and Recommendations

For about two decades or so, it‘s been observed that the CEOs of U.S. companies are being paid
rather large pay packages. It seems unfair but is it really unfair? How can one tell? On what basis?
What, then, would be a fair salary and why?

We could not answer such questions before, as we lacked a rational quantitative framework. The
proposed information theoretic framework helps us address these questions and predicts the ideal wage
distribution to be lognormal, which agrees well with observed data for the bottom 90%—95% of the pay
distribution. Like the minimum wage law which sets a lower limit, our theory suggests what the
maximum wage ought to be under ideal conditions. Of course, there are always exceptional individuals
who may deserve a higher reward. This theory provides a rational basis for setting the fair base pay
scales for the top management (indeed for everyone in the organization) and any added incentive pay
package might then be linked to measureable and meaningful performance metrics that promote long
term survival and growth of the organization.
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