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Executive Pay Metrics  
Moving Beyond  
Just the Numbers
Non-financial metrics may become a bigger part  
of the incentive calculation. 
BY KATHERINE BARRALL AND KATHRYN NEEL

Retailers like Target are 
using compensation 
metrics for senior exec-

utives related to redesigned 
store experiences and chan-
nel optimization in response 
to the evolving retail land-
scape. Meanwhile, oil and 
gas companies like Chevron 
are using metrics related to 
employee safety and environ-
mental consciousness to pro-
mote business stewardship.

These types of strategic 
metrics vary across indus-
tr ies and companies, but 
their overall purpose is the 
same: to incentivize invest-
ments in the business that 

may not lead to short-term 
gains (and, in fact, may lead 
to short-term losses) but will 
affect the company’s abili-
ty to operate, innovate and 
grow over the long term. 

Such approaches are gain-
ing traction as stakeholders 
across the spectrum accept 
the importance of a broad 
range of strategic priorities.

Investors and proxy ad-
visory firms have long fa-

vored the use of quantitative 
objectives in incentive plans, 
and consequently, financial 
measures have taken the li-
on’s share of incentive metric 
weightings. But investors may 

be open to embracing non- 
financial strategic metrics. 

In his  2018 let ter to 
CEOs, BlackRock chair-
man and CEO Larry Fink 
wrote “no company … can 
achieve its full potential” 
without a clear long-term 
strategy and understand-
ing of its environmental 
and social impact. Such 
understanding, he argued, 
is essential to prepare for 
potential challenges and 
sustain performance in an 
ever-changing world.

Other investors seem to 
agree. In Ernst & Young’s 
2017  s u r vey  o f  d e c i -
sion-makers at buy-side 
institutions globally, 92% 
of respondents agreed that 
“over the long term, envi-
ronmental, social and gover-
nance (ESG) issues — rang-
ing from climate change to 
diversity to board effective-
ness — have real and quanti-

fiable impacts” on businesses 
and their financial perfor-
mance. Evidently, there is 
shareholder demand for 
focus on such strategic pri-
orities, and companies can 
use them to give their short-
term incentives an element 
of long-term orientation.

Nevertheless, companies 
must demonstrate the im-
portance of their chosen 
strategic metrics as well as 
the rigor of their goals and 
goal-setting processes. With 
strategic metrics, the link to 
shareholder value creation 
is not as self-explanatory as 
with earnings or total share-
holder return, for example, 
and such goals risk being 
dismissed as “soft goals” 
if companies do not treat 
them with the same trans-
parency and processes that 
they do financial goals.

The following are ways 
that companies can success-
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Companies must demonstrate the  
importance of their chosen strategic metrics 

as well as the rigor of their goals and  
goal-setting processes.
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COMPENSATION MATTERS

fully incorporate strategic 
metrics:

• Explain the link be-
tween chosen strate-
gic priorities and value 
creation. Abercrombie & 
Fitch considers their select 
strategic priorities “leading 
indicators of future finan-
cial performance.” Drawing 
this connection clarifies why 
these metrics should matter 
to investors and that they 
strengthen pay-for-perfor-
mance alignment.

• Carefully balance fi-
nancial and strategic 
metrics. Verizon’s short-
ter m incent ive  metr ic 
weighting is 95% financial 
and 5% strategic; American 
Express’ is 55% financial and 
45% strategic. While there is 
clearly no “correct” percent-
age that should be strategic, 

companies should thought-
fully balance strategic met-
rics with financial ones and 
explain the rationale behind 
their chosen mix.

•  Whe re  po s s i b l e , 
choose quantifiable met-
rics. American Water Works 
measures environmental 
leadership as a multiple that 
compares performance to 
the EPA national drinking 
water industry average and 
discloses threshold, target 
and maximum performance 
levels. Quantifiable metrics 
lend clarity to the goals and 
how they are measured.

• Define achievements 
associated with each 
performance level. Lib-
bey outlines the accom-
plishments associated with 
threshold, target and max-
imum talent development 

performance. Such disclo-
sure makes it easier to under-
stand the concrete meaning 
of a given non-quantifiable 
performance level.

• Consider relative 
metrics. Anthem uses con-
sumer centricity both on an 
absolute basis and relative to 
industry peers as measured 
by difference in Net Pro-
moter Scores. Relative met-
rics imply a level of objec-
tiveness in the goal-setting 
process since achievement is 
defined by performance rel-
ative to relevant companies.

• Consider different 
metrics for different ex-
ecutives based on their 
roles and the results 
within their line of sight. 
Mattel and LabCorp are 
two companies with differ-
ent strategic goals for each 

named executive officer. 
Their approach and corre-
sponding disclosure suggest 
that the strategic goals are 
carefully conceived and will 
incentivize people to focus 
on the strategic priorities 
that they have most control 
over.

• Set the goals up front. 
By defining and disclosing 
the strategic priorities and 
various performance levels at 
the start of the performance 
per iod, companies  can 
demonstrate that they are 
treating strategic goals with 
the same robust goal-setting 
processes and rigor that they 
treat their financial goals. ■
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a managing director at Semler 
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