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False Economies in Compensations-by S L Rao

Irate comments about the raise in salary for the incoming Chairman of IFCI makes one wonder whether people understand the damage done to our governments and the enterprises owned by them because of the low levels of compensation to their top people. Secretaries in Ministries of the central government, the Chairmen of the largest public enterprises, the Directors of the most prestigious institutes of technology or management, the Heads of major research organizations, all have one thing in common. They get paid less than Rs 30000 per month. They may also be given ramshackle government housing, old and uncomfortable furniture, government owned Ambassador (now sometimes Esteem) cars with drivers, and in some cases entitlements for electricity, water, and free telephone calls. Under the new tax rules, these will now attract higher income tax. 

There is the attraction of status that goes with such jobs. They have large offices with ornate furniture, many air-conditioners and several flunkeys in attendance, sometimes, even a red light and a siren to signal their movements. But if they are not misusing position to earn illegal incomes, they cannot afford to send children to good schools, go on holidays other than when hospitality is given by friends and relatives, go abroad on vacation, eat out at good places occasionally, spend on the latest apparel, entertain well, regularly go to the cinema and other entertainment, or spend on many of the other things that their counterparts in private employment are able to do.

It is argued sometimes that the private sector is more risky. Employers are said to be ruthless with non-performing senior executives. The deadlines for completing tasks are much tougher. Costs are always under close scrutiny. Your past performance is in the past, and you have to reach a higher level next time.  Compensation packages are supposed to take account of this risk and the pressure to perform. In fact of course, there is little relationship in most private enterprises between performance and payment. Compensation packages are determined not merely on responsibility and performance, but also other factors like age, seniority, experience, skills and loyalty. An outstanding performer will get promoted to greater responsibility, for which he will be paid more than before. But high compensation packages are expected to motivate people to perform, and save them from the constant worry about not having enough money. This certainly applies equally to those in government employment.

UTI has been much in the news. Its schemes are in most cases, larger than those of any other mutual fund. But investment managers and others, who are responsible for the schemes, are paid a fraction of what other smaller funds pay for similar jobs. The result is that UTI and other such companies are not able to attract the best and most talented people. When they do recruit bright youngsters, they soon lose them after the youngsters have acquired some experience. Others are willing to pay a lot more for that experience. 

There will be an outcry from many top executives in public enterprises at the implication that they are not as effective as their counterparts in the private sector. Surely there are private sector top managers who are inefficient, ineffective and venal. Contrarily, some government bodies have attracted and retained extremely capable people. But the principle cannot be questioned. Unless there are other negatives such as the criminal nature of an enterprise associated with an employment, the one that pays more is likely to attract and retain the most able people.

Working for a low wage merely for the prestige and ‘service to the country’ is unlikely to attract many able people. Low compensation to someone whose decisions and discretion can enable others to earn a great deal of money is also dangerous because of the temptations. Not that there have been no instances of even highly paid executives who have used their positions to make extra money through underhand means. 

The reason for the objection to the new IFCI Chairman’s compensation package might be that the company is in bad shape and should not have to pay more. This is a bad argument. If someone is to risk his reputation in leading a company that is in poor state, he must be adequately compensated for doing so. When Mrs. Thatcher was considering the privatization of British companies, she recruited the best executives she could find and paid them well. They succeeded in improving performance to such an extent that the privatization brought in a lot more money into government coffers than was expected.

An important reason for our ineffective government is the low salaries and the large numbers that are employed. Instead we need to cut numbers but pay those who are left, a lot more and be more demanding of performance.   (800) 

