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Case Study: Embedding ESG 
into incentives throughout 
the organisation
In 2021, Mastercard introduced a 
new compensation model for 
employees at the executive vice 
president level and above. Their 
bonus was determined in part by 
the company’s performance on 
three Environmental, Social and 
Corporate Governance priorities: 
carbon neutrality, financial 
inclusion and gender pay parity.

The company has now extended 
that model to their annual 
corporate score and all employees 
globally, taking their shared 
accountability and progress to the 
next level. The corporate score 
rewards employees for going 
above and beyond to deliver strong 
results for the company. Beginning 
in 2022, achieving the company’s 
ESG goals will now factor into 
bonus calculations for all 
employees. 

Case Study: Take time to 
do it well
A consumer healthcare company 
commented that ESG has been 
highlighted in their reporting and 
day-to-day work for the past five 
years, but they are only now ready 
to launch their strategy to employees 
and the external market. They 
wanted to be ready with a 
compelling and joined-up view of 
how ESG is a fundamental lever to 
deliver on business objectives. They 
believe it is right to be thoughtful as 
in their sector, ‘the way in which we 
manufacture our products still needs 
to be safe’. ESG metrics are being 
introduced for the first time this year 
in the annual and long-term incentive 
with a 10% weighting and will apply 
to the more senior roles. As part of 
delivery of this strategy, they have 
recently created dedicated roles 
focused on ESG who have been 
engaging with employees across 
the business. 

Case Study: Make ESG 
integral to the employer 
brand and value proposition
Natural resources companies we 
spoke to have faced some 
challenges in attracting, particularly 
younger, workers who want to work 
for responsible companies. A global 
Oil & Gas company commented, ‘we 
have to make a compelling case for 
why they should work for us as an 
energy company’. Another Metals 
and Mining company emphasised 
the importance of ESG being 
integral to the employer brand and 
value proposition to attract and 
retain the talent and skills needed. 
For them, this has included an 
emphasis on building the right 
culture through training and 
education as this is considered a 
critical lever of sustainable change. 
They have ESG metrics in pay for the 
senior leaders with a 35% weighting 
in the annual incentive and consider 
this to be largely about the 
symbolism, ‘ESG metrics in pay 
helps the narrative with why ESG 
matters…culture is what turns things 
around and not pay’. The metrics are 
group-based rather than individual. 

Case Study: The argument 
for not including ESG metrics 
in pay plans
As part of their recent remuneration 
policy review, a multinational 
Consumer Staples company spent 
considerable time determining 
whether to incorporate ESG metrics 
in pay, and concluded they can best 
serve their ESG agenda through 
metrics in the annual and long-term 
incentive for executives that 
accelerate growth in business lines 
that are more sustainable. Their 
approach was to first clearly 
articulate what ESG means to them, 
and took the view it should be in the 
category of, ‘what we need to do 
anyway’. In addition, they were 
concerned including it in pay risked 
complexity, issues with line of sight 
and potential unintended 
consequences. This approach has 
bucked the trend of competitors and 
so has required a compelling 
business case and significant 
shareholder engagement. In fact, the 
shareholder reaction has generally 
been positive, ‘albeit it wasn’t an 
intuitive starting point for them’. 

Case studies of linking pay to ESG
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5. Selecting ESG measures 

ESG is spoken about as if it’s a 
well-defined and homogeneous 
category. However, it is anything but. 
The ‘E’ can include pollution, climate 
impact and biodiversity. The ‘S’ can 
include employee welfare, human rights 
in the supply chain and diversity. 
And the ‘G’ can include financial risk 
remediation, ethics and compliance, 
and climate governance.

Definitions of materiality
One view of ESG focuses on financially 
material stakeholders: these are 
stakeholders that affect the financial 
prospects of the company. The work of 
the Sustainability Accounting 
Standards Board (SASB) focuses on 
this definition of materiality. That is now 
being enshrined in the proposed 
Sustainability Disclosure Standard2. 

Our survey data shows interesting differences between the ESG issues that companies and investors see as a priority.

2 ISSB® Sustainability Disclosure 
Standard (March 2022). Exposure Draft

What ESG issues should be part of pay plans?

The multi-dimensional nature of ESG

Differing priorities

The SASB framework is reasonably 
well-evidenced as identifying those 
ESG issues, for each sector, that are 
aligned with long-term performance. 

But materiality is increasingly being 
viewed through the broader lens of 
impact material stakeholders: these are 
stakeholders on which the company 
has a material impact, regardless of 
whether there is a reciprocal financial 
impact for the company3.

3 The Investor Forum and London Business 
School (January 2022). What does 
stakeholder capitalism mean for investors?

Impact material stakeholders have a 
way of becoming financially material 
over time. If a company has a major 
stakeholder impact, it is quite likely that 
the stakeholder ends up in due course 
having a financially material impact on 
the company, whether through 
consumer or employee preferences or 

Decarbonisation

Investors Senior Leaders

Other Environmental

Other Social  
(Communities)

Health & Safety

Diversity & Inclusion

Risk

Employee satisfaction

0% 20% 40% 60% 80%

through changing regulation. Climate 
change is a great example of an issue 
that went from being viewed as 
irrelevant for companies, to being 
viewed as impact material as 
knowledge of climate science spread, 
but which is now seen as financially 
material for some companies because 
of transition and physical risks.

A final nuance is that ESG issues can 
be material at the individual company 
level or at a systemic level that affects 
the value of markets overall. Climate 
change is often viewed this way. Action 
to align with carbon reduction targets 
might be viewed as costly for an 
individual heavy emitter, but – from an 
investor’s perspective – the positive 
spillover from controlling climate 
change on the rest of the investor’s 
portfolio can outweigh these costs. 
This is an example of investors looking 
for action on a systemic risk.
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8. Conclusion

Widespread support for 
linking pay to ESG
The momentum towards the practice 
seems unstoppable. Over three 
quarters of senior leaders who 
participated in our survey said that their 
pay is already linked to ESG targets in 
some form. And most investors and 
senior leaders believe this is how it 
should be: that pay should be linked to 
ESG in most companies. There are 
reasons not to link pay to ESG, which 
we have covered in this report. But 
increasingly it seems that the relevant 
question is moving from whether to do 
it, to how to do it well.

The prevalence of, and support for, 
linking pay to ESG varies a bit by 
geography and ownership structure, 
but not a lot. Indeed, the extent to 
which the practice is uniform is 
probably more interesting than the 
differences. Senior leaders in the US, 
often portrayed as a laggard when it 
comes to ESG, were just as likely to 
report having ESG targets in pay as 
were senior leaders in more 
‘progressive’ European countries. The 
ideas that private equity doesn’t care 
about ESG or that family-owned 
businesses care about it more than 
anyone were similarly debunked. The 
importance of ESG, and the practice of 
linking it to pay, was reflected fairly 
uniformly across the board.

Areas of agreement suggest the 
practice is here to stay
Investors and senior leaders agree on 
quite a lot.

They agree that a focus on ESG factors 
will generally lead to long-term 
improvement in financial performance 
and shareholder value. 

Perhaps as a consequence, majorities 
of both agree that pay should be linked 
to ESG in most companies. They also 
agree on the reasons for doing this. It 
helps executives focus on short-term 
and non-financial factors that lead to 
long-term shareholder value but may 

Our study of the views of investors and senior leaders globally on the topic of linking pay to ESG has revealed 
rich insights.

conflict with short-term profit. It signals 
to employees and external stakeholders 
the importance of ESG factors to the 
company. And it imposes discipline by 
forcing companies to set short-term 
targets towards longer-term ESG 
aspirations, for example net-zero 
commitments made for decades into 
the future. 

Investors and senior leaders are also 
broadly aligned on what weighting 
should be applied to ESG targets in 
incentives: 10% to 20%. Although 
investors are more likely to push for the 
higher than lower end of the range. 

These areas of strong agreement 
suggest that linking ESG to pay is not a 
flash in the pan or a passing fad. It 
looks like it’s here to stay, at least for 
the medium term. 

Areas of disagreement 
provide insight on some 
key issues
But investors and senior leaders don’t 
agree on everything, and the areas of 
disagreement yield important insights. 

First of all, they seem to prioritise 
different ESG metrics. Senior leaders 
are focussed on the metrics most 
directly linked to business performance 
and value creation. These are metrics 
relating to employees, customers, or 
innovation. By contrast, investors are 
more focused on metrics relating to big 
societal issues of the day like climate 
change and diversity. 

Some of this difference may simply be 
explained by different perspectives. 
Senior leaders are accountable for 
individual company performance, and 
often receive the strongest feedback on 
their responsible business practices 
from customers and employees. By 
contrast, investors have to consider 
overall portfolio returns not just what is 
best for individual companies. And they 
are under pressure from asset owners 
and regulators who are trying to use 
the finance system to fix society’s ills. 

But there’s also a concern that investor 
focus on so-called systemic issues is a 
cover for a one-size-fits-all and 
box-ticking approach to ESG that helps 
with the asset manager’s reputation 
and asset gathering but pays 
insufficient regard to company-specific 
issues and strategies. This tension 
certainly came out in our interviews.

There is also disagreement on how 
incentives act to enhance integration of 
ESG into strategy. Investors believe that 
ESG metrics act like any other: you get 
what you pay for. Pay is therefore seen 
as an important primary driver of ESG. 
Including ESG targets in a bonus acts 
as a necessary counterbalance to profit 
and other short-term financial targets. 

By contrast, senior leaders see pay as 
one part of a complex network of 
interventions to create the right culture; 
and it is the culture, not the pay, which 
will be the primary driver of successful 
integration of the ESG strategy into 
business operations. Pay therefore 
needs to follow strategy, and at the 
right time. Premature linkage of pay to 
ESG, when metrics and measurement 
are immature, can be 
counterproductive. Poorly designed 
incentives can also undermine a 
broader culture. In some companies, 
the culture around ESG may be viewed 
as sufficiently well engaged to render 
the link to pay redundant or even 
counter-productive. 

This understanding of the nuances of 
driving change in complex 
organisations, and the potential 
unintended consequences of linking pay 
to ESG, may explain why senior leaders 
are more circumspect than investors 
about the practice. While support for the 
practice in most companies amongst 
the investor community is, at over 
two-thirds, very strong, nearly half of 
senior leaders disagree. More than 
one-third would prefer that the practice 
of linking pay to ESG is focussed on the 
minority of companies with the most 
material ESG issues.
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