
 

February 17, 2017 
 
 
 
Corporate Governance Reform Team 
Department for Business, Energy and Industrial Strategy 
3rd Floor, Spur 1 
1 Victoria Street 
London  
SW1H 0ET 
 
Re: Corporate Governance Reform Green Paper 
 
To Whom It May Concern: 
 
 The U.S. Chamber of Commerce (the “Chamber”) created the Center for 
Capital Markets Competitiveness (“CCMC”) to promote a modern and effective 
regulatory structure for United States capital markets to fully function in a 21st 
Century global economy.1  The CCMC welcomes this opportunity to comment on the 
Corporate Governance Reform Green Paper (“Green Paper”) published by the 
Department for Business, Energy, and Industrial Strategy.  Given the global nature of 
capital markets, the CCMC has made it a priority to engage international regulators on 
issues such as corporate governance.  Regulatory standards are increasingly decided at 
the global or regional level and will impact companies operating throughout the 
world, meaning that policymakers benefit from diverse points of view, including those 
from outside of the United Kingdom.  We look forward to having continued dialogue 
on corporate governance and matters of importance to the global economy. 
 
 The CCMC believes that effective corporate governance laws and regulations 
are a cornerstone of fundamental business practices and capital formation needed for 
economic growth and job creation.  When evaluating proposed regulatory or 
legislative solutions, the CCMC uses the following principles: 

                                                           
1 The U.S. Chamber of Commerce is the world’s largest business federation, representing the interests of more than three 
million businesses and organizations of every size, sector, and region. 
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 Corporate governance policies must promote long-term shareholder 
value and profitability but should not constrain reasonable risk-taking 
and innovation;  
 

 Long-term strategic planning should be the foundation of managerial 
decision making; 
 

 Corporate executives’ compensation should be premised on a balance of 
individual accomplishment, corporate  performance, adherence to risk 
management, and compliance with laws and regulations, with a primary 
focus on shareholder value; 
 

 Management needs to be robust and transparent in communicating with 
shareholders and; 
 

 Corporate governance laws and regulations should not be used to 
advance social or political agendas that are unrelated to corporate 
performance. 
 

Using these principles as a guide, the CCMC has consistently called on 
policymakers to avoid a “one-size-fits-all” approach to corporate governance and to 
recognize that various forms of market participants operate in a unique fashion.  
Companies and their shareholders must retain the flexibility to adopt executive 
compensation and corporate governance practices that fit their particular needs. 

 
Recent experiences in the United States may be helpful as you consider 

potential corporate governance reforms.  Despite having robust vibrant public capital 
markets, the number of public companies in the United States has declined 
precipitously.  While there are a variety of reasons for this downturn, there is no 
question that as certain issues related to corporate governance—such as mandated 
disclosure —have become increasingly costly and complex, companies have 
increasingly found that staying private is in their best interest.  Other developments 
such as the increasing use of stock buybacks as investors search for a yield have led to 
a reallocation of capital away from public company markets.  The tragedy of this is 
that the collateral benefits from companies going public in terms of job creation and 
revenue growth are well documented.   
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Accordingly, the CCMC believes that our experience with a number of policy 

initiatives in the United States can help inform many of the questions posed by the 
Green Paper, in particular questions related to executive compensation, pay ratio 
disclosures, and adopting public company-like reporting requirements for private 
businesses.  We also believe experiences in the United States with tailoring corporate 
governance requirements for small and medium-sized enterprises (“SMEs”) would be 
instructive as you consider many of these important issues.  Our comments are laid 
out in more detail below. 

 
 

Executive Pay 
  

Pay Ratio 
 

The Green Paper asks whether a new requirement should be introduced that 
would require companies to disclose the ratio between median employee pay and 
CEO pay, commonly referred to as a “pay ratio” requirement.  We believe that the 
experience with a pay ratio rule in the United Serves provides a cautionary tale for 
other countries that are considering adopting a similar requirement. 

 
Section 953(b) of the Dodd-Frank Wall Street Reform and Consumer 

Protection Act2 (“Dodd-Frank Act”) required companies listed in the United States to 
disclose a pay ratio on an annual basis, despite the fact that there were no 
Congressional hearings or public debate on the issue prior to its inclusion in the 
Dodd-Frank Act.  The Securities and Exchange Commission (“SEC”) proposed rules 
to implement Section 953(b) in September 2013, and issued a final rule— which was 
substantially similar to the proposal— in August 2015.  Companies are now required 
to comply with the rule for their first fiscal rule beginning on or after January 1, 2017. 

 
The CCMC has long believed that any purported benefits of the SEC’s pay 

ratio rule would be significantly outweighed by its costs, and in May 2014 the 
Chamber issued a report to highlight some of the unintended consequences of the 
rule.3  A survey of 118 affected companies, done in conjunction with that report, 

                                                           
2 P.L. 111-203 https://www.congress.gov/111/plaws/publ203/PLAW-111publ203.pdf 
3 The CCMC’s pay ratio report can be found at http://www.centerforcapitalmarkets.com/wp-
content/uploads/2013/08/Egregious-Cost-of-Pay-Ratio-5.14.pdf?x48633 
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found that the SEC had underestimated costs of the rule by more than 870% and 
compliance time by 560%.4  

 
More importantly, the CCMC believes that the ratio between median pay and 

CEO pay is a fundamentally flawed and misleading statistic.  For example, a company 
that operates a large number of retail stores is likely to have a median pay level that is 
significantly lower than that of an investment bank.  This could result in the retail 
company having a much higher pay ratio than that of the bank.  Given the difference 
in business model, it is tough to discern which company has a “fairer” compensation 
program. 

 
Additionally, the pay ratio does not provide any material information, and does 

not enhance the ability of investors to make sound investment and voting decisions. 
In the United States, there is a paucity of investor interest regarding pay ratio 
disclosures, and such immaterial disclosures only risk adding to the already lengthy 
and complex filings public companies are required to make.  According to the Center 
for Audit Quality’s 2015 Main Street Investor Survey, only 19% of investors said that 
CEO compensation is essential to their decision-making process.5  

 
To help the public understand why mandates such as pay ratio are likely to do 

more harm than good to the capital markets, the CCMC recently released a white 
paper emphasizing the need for policymakers to adhere to the materiality standard—
as articulated by the United States Supreme Court—when considering corporate 
disclosure.  Adhering to this standard will help ensure that public company filings do 
not become overloaded with immaterial information such as pay ratio, to the point 
that the average investor has a difficult time determining the most salient information 
about a company.6   
 

Proponents of the pay ratio requirement in the United States have been clear 
that a large purpose of the rule is to “shame” companies who publish a ratio that is 
higher than some allegedly acceptable level.  Using the securities laws to “shame” 
companies is very likely to lead to unintended consequences in the future, and it 
serves as another deterrent for companies who are considering the possibility of going 
public one day.   

 

                                                           
4 See CCMC pay ratio report, page 7 
5 Survey can be found at http://www.thecaq.org/2015-main-street-investor-survey 
6 The CCMC’s white paper on materiality can be found at http://www.centerforcapitalmarkets.com/wp-
content/uploads/2013/08/U.S.-Chamber-Essential-Information_Materiality-Report-W_FINAL.pdf?x48633 
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Notably, the Acting Chairman of the SEC recently opened a 45-day comment 
period to reconsider the SEC’s pay ratio rule.  In his statement announcing the 
opening of the comment period, Acting SEC Chairman Michael Piwowar noted that 
issuers have encountered “unanticipated compliance difficulties” that could threaten 
their ability to meet the reporting deadline. 7  That the same agency which wrote the 
pay ratio rule is now realizing the inherent difficulties it poses for public companies 
and their shareholders is, we believe, the first step towards addressing some of the 
major concerns over this fundamentally misguided mandate. 

 
 
“Say on Pay” Executive Compensation Advisory Votes 

 
The CCMC has consistently advocated that non-binding advisory votes on 

executive compensation (“Say on Pay”) should be crafted in a way that provides 
companies with the flexibility they need to create a structure that is in the best interest 
of both the company and its shareholders.  Top-down, one-size-fits-all mandates 
should be avoided. 

 
In the United States, Section 951 of the Dodd-Frank Act required companies 

to hold non-binding “Say on Pay” votes every one, two, or three years.  Additionally, 
once every six years the shareholders of a company can reconsider the frequency rate 
of such votes.  This statutory flexibility allowed companies to choose the vote 
frequency that was best suited to their needs. 

 
Regrettably, despite this flexibility provided by the law, the two proxy advisory 

firms that control 97% of the proxy advice market in the United States—ISS and 
Glass Lewis— both recommend that all public companies hold a “Say on Pay” vote 
every year.  The result, unsurprisingly, is that most companies in the U.S. now hold 
such a vote annually, despite the fact that most compensation packages have a length 
of three years or longer. 

 
The consequences of annual “Say on Pay” votes are twofold.  First, it creates a 

short-term mindset of executive pay as companies are incentivized to adopt policies 
that would win approval every year, even if that means jeopardizing long-term 
objectives.  Second, it has led to a homogenization of executive compensation plans 
across companies and industries.  In other words, instead of companies tailoring their 
plans to fit their business model, they are now more likely to adopt a plan that will 

                                                           
7 See February 6th, 2017 statement of Acting Chairman Michael S. Piwowar 
https://www.sec.gov/news/statement/reconsideration-of-pay-ratio-rule-implementation.html 
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satisfy the guidelines of proxy advisors and which will easily win shareholder approval.  
This is hardly an outcome that will help foster long-term investment and growth from 
public companies. 

 
The recent approach to “Say on Pay” votes in the United States is a good 

example of how a well-intended policy has actually led to harmful consequences in 
practice.  The CCMC would be concerned with any further efforts that emphasize 
short-term outcomes over the long-term performance of a company. 

 
Corporate Governance and Small and Medium-Sized Enterprises 

(“SMEs”) 
 

 As stated above, the CCMC strongly believes that corporate governance laws 
and regulations play a role in the ability of businesses to raise capital, in particular 
SMEs.  We believe that an increased focused on helping such businesses access the 
capital markets should be a fundamental component of strengthening the corporate 
governance framework in any country. 
 
 In the U.S., the Chamber has strongly supported disclosure reform for smaller 
public reporting companies through the Jumpstart our Business Startups (“JOBS”) 
Act, which eases burdens associated with raising capital in both public and private 
markets.  Nearly five years after its passage, the JOBS Act has already proven to be a 
success by several measures, as hundreds of companies have used its provisions to file 
for an initial public offering (“IPO”), and others have found it easier to raise capital 
through private channels. 
 
 For example, the JOBS Act created a new category of issuers, known as 
emerging growth companies (“EGC”), which is defined as a business with total 
annual gross revenues of less than $1 billion.  The JOBS Act exempts EGCs from 
certain filing and disclosure requirements that are unduly burdensome and were found 
to be preventing many companies from proceeding with an IPO.  Notably, the JOBS 
Act exempts EGCs from both the pay ratio and “Say on Pay” requirements noted 
above, due to their high burden on small companies. 
 
 The JOBS Act has also provided EGCs with more opportunities to meet with 
qualified investors to gauge their interest in an offering before and after filing a 
registration statement to go public. Such communications—commonly known as 
“testing the waters”—enable an EGC to reach more sophisticated individual and 
institutional investors at a key point in the EGC’s transition from being a privately 
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held company to being publically traded.  In addition, rules relating to research reports 
and broker-dealer analyst interactions with potential investors have also been updated 
to permit more opportunities for coverage and investor education on potential 
investment opportunities. 
 

The JOBS Act has also updated existing rules relating to private offerings. 
Under new Regulation A+, private securities offerings of $50 million (up from $5 
million) within a twelve month period may now be made without triggering a 
requirement to register the offering with the SEC.  This sort of “quasi-public” 
offering allows companies to tap the public markets without having to bear the 
burden of a full reporting company with the SEC.   
 
 Since the JOBS Act was signed into law, the U.S. Congress has passed a 
number of additional measures that will enhance the ability of small and growing 
companies to raise capital.  The CCMC remains committed to finding further policy 
solutions that will help such businesses grow and prosper. 
 
  
Applying Certain Requirements to Private Businesses 
 

Finally, we note our concern with many of the policy options outlined in the 
Green Paper that would apply to privately held businesses.  We strongly believe that, 
while effective corporate governance law and regulations are important drivers of 
capital formation, the role of such practices should be limited with respect to privately 
held businesses.  Given that management and ownership are typically closely 
intertwined in a privately held business, corporate governance laws and regulations 
should support entrepreneurial goals and reasonable risk taking by management that is 
not tied to metrics typically used for public corporations.  Consequently, if the 
Financial Reporting Council or another entity develops standards of corporate 
governance for private businesses, those standards should be drafted without using 
public company standards as a template. 
 
Conclusion 
 

Although the global economy has struggled to achieve rates of strong and 
sustainable GDP growth over the last several years, the CCMC is optimistic that 
policymakers have an opportunity to prioritize growth in the years ahead.  In the 
United States, our rate of growth over the last decade has been only about half of the 
historical norm.  Many factors have led to these anemic statistics, but we believe that 
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the long-term decline in public companies is a contribution that regulators and elected 
officials should not ignore. 

 
Promoting sound corporate governance policies related to executive 

compensation, shareholder engagement, and “Say on Pay”, as well as the broad 
regulatory regime applicable to public companies will help make the public company 
model attractive once again, both in the U.S. and other countries.  We look forward to 
having continued engagement with the United Kingdom on these important issues, 
and stand ready to assist in any way that we can. 
 
     Sincerely,  

 
 
     Tom Quaadman  

 
 


