Economists Call For Repeal of Curb On Executive Pay 
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A 10-year old federal tax law provision designed to curb exorbitant executive pay should be repealed because the measure unintentionally encourages the use of stock options, a leading economists' group believes. 

The influential Financial Economists Roundtable will make that recommendation in an executive-compensation report set for release today. Its report, which seems sure to stir debate, also favors top executives' disclosure of financial transactions that reduce their risks of owning their employer's shares, repricing of worthless options and adding at least one pay expert to every corporate board. Several Nobel Prize winners belong to the organization of 50 senior finance experts. 

Their position paper comes at a time of intensified debate over how to fix executive-pay practices partly blamed for the recent wave of business scandals. The Business Roundtable, a group that represents chief executive officers of leading U.S. corporations, last week urged that management rewards reflect "significant performance-based criteria related to long-term stockholder value," including downside risk. 

The economists' pay proposals "will potentially mitigate the factors that led to the corporate scandals," predicted Lemma Senbet, chairman of the University of Maryland business school's finance department and one of the report's drafters. The popularity of stock options "may have created incentives for managers to manipulate company financial statements in order to drive up stock prices, contributing to the recent corporate scandals," the report says. 

The economists take aim at a provision in a 1993 law that limited business-tax breaks for high-level executives' compensation over $1 million. Stock options and similar "performance-based" pay escape the $1 million cap. The report decries the rule as "a clumsy attempt to regulate the level and structure of executive compensation." It spurred overuse of options and "hasn't really kept down compensation levels," observed Kose John, a banking and finance professor at New York University's business school and another drafter. 

But Congress seems unlikely to repeal the $1 million cap. No politician wants "to pander for CEO votes" by appearing to support high pay that lacks performance links, said Brandon Rees, research analyst for the AFL-CIO's Office of Investment in Washington. The cap should "be tightened to encourage a better alignment of executive pay to performance," he said. 

