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What ESG Means for Executive Pay
By Judy Warner
“ESG is about money.” That was both the opening and the closing 
statement from Chad E. Spitler at an NACD forum featuring 
directors, a top human resources officer, and three leading 
compensation consultants as speakers.

“Two of the hottest trends right now in the marketplace are ESG 
and compensation,” Spitler said during his opening remarks to 
a group of directors who had arrived that morning at the historic 
Fairmont Hotel on San Francisco’s Nob Hill for both moderated and 
audience-led Q&As with the expert panel (see sidebar, opposite). 
Spitler is a former managing partner at BlackRock, now the world’s 
largest asset manager with $7.4 billion under management. During 
his 15-year tenure there, Spitler led the integration of environmental, 
social, and governance (ESG) factors into the asset manager’s 
investment process by building out what are now BlackRock’s 
Investment Stewardship and Sustainable Investing teams. 
He left BlackRock to join PJT Camberview, a consultant 
to companies and boards involved in proxy fights, 
hostile takeovers, and other shareholder voting 
situations. Two years ago, Spitler started his own firm, 
Third Economy, to help companies and investors 
understand the implications of ESG and impact 
investment. He was invited to share his views at 
NACD’s Leading Minds of Compensation–West event 
and set the stage for a subsequent panel discussion 
on ESG, executive compensation, and the correlation 
between the two.

What’s driving big asset managers’ 
interest in the intersection of ESG 
and executive pay is passively 
managed index investing, Spitler 
told the director audience. Most 
Americans who have retirement 
funds overseen by one of the 
largest asset managers—
BlackRock, State Street Global 

Advisors, Vanguard, or Fidelity Investments—are in funds tied to a 
specific index. The companies listed in funds tied to the S&P 500 or 
other indices cannot be bought or sold based on a manager’s risk 
assessments—only the index providers can add or delete names—
yet asset managers have a fiduciary responsibility to protect and 
enhance the value of their investments on the part of its clients, the 
asset owners. Hence, the only way for the fund managers to improve 
the performance of index funds, Spitler said, is to talk directly to 
those companies in the fund to ensure they are properly managing 
both executive compensation and ESG issues. 

“Compensation motivates behavior and ESG provides 
an analytical framework on how these factors drive financial 
performance,” he explained. Spitler, who teaches a class on business 
ethics at San Francisco State University, challenged the audience 
to answer a seemingly basic question: What is at the root of most 

corporate crises? “Poor governance,” said one attendee. “Bad 
culture,” volunteered another. “Lack of ethics,” offered a third.

The correct answer? Money. 
“We’ve seen lots of business failures where people 

have made these decisions as a result of money and they 
didn’t do the right thing, and those companies aren’t here 

anymore,” he said. “That’s why large institutional investors 
and their investment stewardship teams who are responsible 

for protecting us care about compensation, because it’s in 
all of our best interests for that compensation 

to be aligned with strategy, and 
for those [executives] that are 
motivated by money to be taking 

the right sets of risks relative to 
opportunity. And that same 

logic applies to ESG.”
What follows are answers 

to key questions posed to 
particular panelists, edited for 

clarity and space.   

How do compensation committees address ESG?
Rose E. McKinney-James: ESG is becoming a very important 

component of the discussion within the boardroom. Some boards 
obviously are having more robust conversations than others, 
 depending on the industry, but when it comes to compensation, 
what I find interesting is the need to think about how you embed 
ESG as a nonfinancial factor into executive pay. There are no typi-
cal metrics, and so we struggle a little bit to work through that.

Understanding the distinction between corporate social respon-
sibility [CSR], which I think boards are beginning to wrap their 
heads around, and ESG, being newer terminology, and standing 
it up to provide the type of reporting, disclosure, and metrics that 
they’re looking at. What we’re thinking about at this point is a bit 
of an evolution in terms of how boards and, in particular the comp 
committee, have to think about ESG versus what they’ve done 
historically in CSR. I chair our CSR committee at MGM Resorts, 
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and our initial focus has been on the traditional CSR 
effort—diversity and inclusion, philanthropy, and, 
more recently, sustainability. We began by putting 
together a sustainability report to communicate an 
overall narrative to investors.

Now, we have the Business Roundtable, State 
Street, BlackRock, and others talking about the 
need to advance broader stakeholder interests, so 
we have additional factors to consider. If we are 
thinking about capturing them in metrics, we’re go-
ing to need some help. We are not there yet, and as 
trends emerge it is being discussed more robustly. 
Certainly, it’s being discussed in our boardroom, 
and as both the chair of CSR and a member of the 
comp committee, I feel an obligation to try to help 
find a path to bridge it all.

Strategically, regarding the compensation commit-
tee, what has changed and what will change, par-
ticularly around talent or innovation?

Liane J. Pelletier: Compensation committees are 
having their scope expand. Why? Boards are increas-
ingly tuned to the requirements of understanding or-
ganizational culture as well as they do strategy. Simi-
larly, boards are focused on getting more in-depth 
reviews of talent and the talent shifts that may be 

necessary in order to execute the strategy and achieve 
sustainable performance—and that relies on innova-
tion, which itself is a blend of culture, talent, and 
strategy. Boards typically choose to put the detailed 
work behind culture and talent into a committee, 
and compensation committees have commonly be-
come the home for this. So, strategically, what com-
pensation committees do is poised to grow substan-
tially. All the while the more traditional work around 
compensation is becoming a bit more nuanced and 
complex. 

One example of nuanced compensation comes 
from how compensation metrics might expand to 
address more than financial performance. Some or-
ganizations are discussing whether ESG factors are 
appropriate metrics for their compensation models.

ESG is not a new topic for most organizations, but 
since the release of the Business Roundtable [State-
ment on the Purpose of a Corporation] in August 2019 
and other statements made since January, the dialogue 
around stakeholder interests has grown. Some recent 
pronouncements have requested more ESG disclo-
sures in spite of the fact that the competing standards 
have not yet coalesced. The work facing the compensa-
tion committee will likely expand into overseeing cer-
tain “S” factors in ESG. It is clear that compensation 

”[It’s] a bit of an evolution in 
terms of how boards… have  
to think about ESG versus 
what they’ve done historically 
in CSR.”   —ROSE E. MCKINNEY-JAMES 

”Boards are increasingly 
tuned to the requirements of 
understanding organizational 
culture as well as they do 
strategy.”    —LIANE J. PELLETIER 
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committees will take on more, and experienced directors will ensure 
that added efforts translate to improved outcomes and value to the 
companies they serve.

What is the relationship between the chief human resources offi-
cer (CHRO), CEO, and board around compensation and ESG?

Tracy S. Keogh: Overall, the CHRO manages the compensa-
tion committee from a company point of view, working closely 
with the head of the committee and other directors. Our com-
mittee is called the human resource and compensation commit-
tee [HRC], as it has a broader remit. The HRC owns the CEO’s 
compensation. I don’t think the CHRO should be involved in the 
CEO’s compensation other than to potentially communicate any 
issues or expectations to the chair of the HRC. The CHRO can 
also be helpful in explaining to the CEO how compensation is 
determined (market analyses), managing the process, and gener-
ally navigating between the two different entities so that everybody 
comes out feeling positive.

Each company has a peer group that they have to manage against. 
[But] there is always the opportunity for outsized payment for out-
sized performance if we exceed our financial plan. Our overall em-
ployee value proposition really takes into account all the aspects of 
our culture, employees’ ability to have an impact in our organiza-
tion, and total rewards. Our commitment to our people really makes 
a difference as to how we retain them in a very competitive market.

Seven years ago we changed our nominating and governance 
committee’s name and remit to encompass ESG. We embed 
what we call sustainability goals into our short-term incentive 
plan for every member of our executive leadership team. For ex-
ample, at HP, we came out this year with a PC that’s made with 
recyclable materials. For the past few years, we have been track-
ing the amount of sales we can attribute to sustainability. It was 
over a billion dollars last year, taking into account requirements 
in requests for proposals and other sales opportunities requiring 
sustainability metrics.

When we go on our shareholder tour each year, they ask about 
that. I would say three years ago, there were a lot of questions on 

culture for the first time. Two years ago, it was all about sustain-
ability, and this year again, questions centered on sustainability.

What are the expectations for shareholder engagement, and what 
does the process for engagement entail?

Christopher W. Earnest: The first step is understanding the 
 potential trigger areas in your compensation programs—what is like-
ly to draw scrutiny from shareholders or the institutional shareholder 
advisors. Then, decide who is going to participate in your sharehold-
er outreach effort. A team from management may include the chief 
financial officer, the chief human resources officer, the investor re-
lations head, and perhaps the corporate secretary. Then we’d also 
encourage lead directors and chairs of the compensation commit-
tee to be involved. Directors really ought to lead the conversation 
because that presents a position of strength and shows that there is 
independence between management and the committee, and that 
the committee really is in charge of executive compensation.

As you’re setting up these meetings with your shareholders, 
there are several different approaches and they fall into one of two 
modes: Are we in crisis mode and trying to save our say-on-pay 
vote, or is this more of an annual thing, just touching base to talk 
through the rationale of our programs and practices?

Make sure to understand your audience and tailor the mes-
sage for each one of these calls. Understand the types of  feedback 
you are looking for. Consider leading with any problematic pay 
practices to directly explain the company’s rationale behind it and 
why it’s important. Once explained, ask, “What specific issues do 
you have with this program?” Or more broadly, “Now that we’ve 
explained our rationale to you, how do you feel about it?” Once 
you’ve solicited feedback, decide whether or not there are changes 
that need to be made. A lot of times a simple enhancement to the 
disclosure or the addition of a table will add the detail necessary to 
clear most issues up.

What we’ve seen over time is that when you do engage with 
shareholders, you can see dramatic increases in your pay support. 
It also serves as a bit of an insurance policy against unfavorable 
reviews from the institutional shareholder advisory groups.

“Our commitment 
to our people really 
makes a difference 
as to how we 
retain them in a 
very competitive 
market.” 
 —TRACY S. KEOGH

“It really ought to 
be the directors 
leading the 
conversation 
because I think that 
presents a position 
of strength.” 
 —CHRISTOPHER W. EARNEST
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The threat of recession and the upcoming presidential election 
create a degree of uncertainty. How does that affect compensa-
tion, and what can the compensation committee do to brace 
for that? 

Bentham W. Stradley: We are over 10 years into an economic ex-
pansion, suggesting a heightened probability of slowing economic 
growth. From an incentive perspective, we want to give participants 
a direction and an objective for them to work toward. Setting goals 
in light of these uncertainties can make this extremely challeng-
ing. If I’m paying purely for results, it means I expect incentive 
outcomes are going to be affected by these externalities, and I ac-
cept those outcomes as part of the incentive results. Performance 
improves, I should expect to get paid more. Performance declines, 
for whatever reason, I should expect to get paid less.

The other side of that, though, is paying for specific perfor-
mance: “These are the things that I want you to do. They may 
not directly correspond with financial or operational results, but 
this is what I’m paying you to accomplish.” This is the perspective 
many companies have. They want to focus on specific outcomes, 
whether it’s financial or operational results, ESG, board diversity, 
or other factors which they believe are important to organizational 
success. Under this philosophy, it is important to consider whether 
to accommodate uncertainty in the environment, and if so, how.

All companies have the ability to monitor performance plans 
and adjust as necessary over the course of the year. Certainly, ad-
justments to plans will gather a lot of attention from proxy advisors. 

Another approach companies take is to establish broad perfor-
mance ranges, which I refer to as enduring standards. For exam-
ple, earlier this week, a client set a long-term incentive return-on- 
capital goal based on what they expect performance will be over 
the economic cycle, so their low end is in the 6 to 7 percent return-
on-capital range, and their high end is toward the 18 to 20 percent 
range, so they have a lot of room in that incentive structure to ac-
commodate a broad range of outcomes.

Having programs that are flexible enough to accommodate 
highs, lows, and externalities helps ensure that we’re retaining criti-
cal talent over the long term and that we deliver success.

Do compensation committees actually have the flexibility to ad-
dress all of the various stakeholder interests?

Barry Sullivan: It’s early yet to fully articulate what stakeholder-
based pay looks like. We can expect more pressure on the purpose 
of corporations going forward—getting more definitive around 
stakeholder interests, such that we can then measure performance 
on those interests over time. There will be objective ways to do 
that, of course—thinking about customers as a key stakeholder, 
getting at customer retention or customer satisfaction over time, 
employees as key stakeholders. Engagement and retention of the 
workforce is something that you can measure and reward over time. 
The strength of a brand certainly lends itself to measurement and 
reward, and again, rather than doing it against a plan or against a 
specific objective, I expect we’ll see more constructs where it’s im-
provement from a baseline. We may also see more relative metrics 
on these dimensions, understanding our out- or underperformance.

While a lot of those things could be measured objectively, 
boards are going to have to step up and over the long term embrace 
greater subjectivity in determining incentive outcomes and assess-
ing performance underpinning those incentive outcomes.

To truly embrace a stakeholder model, we will have to require 
of proxy advisors more than a checklist orientation to their pay-
related assessments. I can also argue that we may need to see an 
accounting change to allow greater flexibility for more subjective, 
discretionary assessments on long-term equity-based compensa-
tion. Today, that can be a difficult thing to embrace as a board 
because a more subjective approach may lend itself to variable ac-
counting. I won’t be surprised if we see the accounting standards 
begin to evolve over time to allow for this broader assessment of 
corporate performance, tying back to mission and values more so 
than numbers and strategy. 

That’s not to say that numbers and strategy will fall away. In fact, a 
stakeholder model might argue for less equity-based compensation, 
less reliance on share price, and more impetus on annual perfor-
mance, including performance on these stakeholder dimensions.

Let’s look at customers. Let’s look at employees. Let’s look at sup-
pliers. That’s a lot to digest, but at least it’s a start.   D 

“It is important to 
consider whether 
to accommodate 
uncertainty in the 
environment, and 
if so, how.” 
 —BENTHAM W. STRADLEY

”Boards are going 
to have to step 
up and over 
the long term 
embrace greater 
subjectivity.” 
 —BARRY SULLIVAN


