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CEO Pay in Israel and its Relation to Firm Performance and

Ownership Structure

Abstract

We study CEO pay in Israeli firms using "panel data" on 124 CEOs during 1994-
2001. These 124 firms comprise all Tel-Aviv Stock Exchange firms that did not
replace their CEOs and did not change their ownership structure during the sample

period.

Using several empirical methodologies we conclude that CEO pay is significantly
sensitive to stock performance. On average, a 1% increase in stock price increases

CEO pay by 0.19%. CEO pay sensitivity to accounting performance is insignificant.

Other significant factors that affect CEO pay include: 1) size — CEO pay increases
with firm size; 2) leverage — pay decreases with firm's financial leverage, attesting to
some monitoring by banks and debtholders; and 3) owner manager — owner CEOs

receive higher pay than professional non-owner CEOs.

The pay performance sensitivity of owner CEOs is insignificantly different from that
of non-owner CEOs leaving us puzzled about the reason for the higher owner CEO
pay. Does this higher pay reflect superior skills, higher impact of owner CEOs on
their firms, or just pure exploitation of the firm by its owner CEO? This unresolved

question is a real challenge for future research.
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