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Is showering the boss with perks good for shareholders?

Adapted from The Economist, 2nd December, 2004.


Nothing has come to embody corporate greed like executive perks: the corporate jets, chauffeured limousines and country-club memberships that bosses consume in a seemingly deliberate attempt to outrage public opinion. 

The usual explanation for the perk is that it is a (rather enjoyable) way for corporate insiders to misappropriate shareholders' money. Theory has it that perk-laden executives are likeliest to be found in firms with lots of cash, but few investment prospects. But what if perks are a cheap way to demonstrate status. Just as the armed forces ration medals, firms could ration the distribution of conspicuous symbols of corporate status? Or what if perks are a cheap way to boost executive productivity? Firms based in places where it takes a long time to commute might give the boss a chauffeured limousine. 

Questions

1 Why would a chauffeured limousine boost the productivity of an executive?

2 Why might it be in shareholders’ interests to demonstrate the status of senior managers?

