THIS REPORT CAN BE ACCESSED AT
SEMLERBROSSY.COM/CORPORATE-PURPOSE-GUIDANCE

ESG + INCENTIVES
IN THIS ISSUE
Focus on Social and
Environmental
Sustainability

2

Types of ESG metrics

3

Diversity & Inclusion

6

Case Study: AbbVie

8

UPDATED REVIEW

2

“As CEOs, we want
to create long-term
value to
shareholders by
delivering solid
returns for
shareholders AND
by operating a
sustainable
business model that
addresses the
long-term goals of
society”
— BRIAN MOYNIHAN
CHAIRMAN AND
CEO, BANK
OF AMERICA AND
CHAIRMAN,
INTERNATIONAL
BUSINESS COUNCIL
OF THE WORLD
ECONOMIC FORUM

Shareholders have increasingly highlighted the
importance of measures of social and environmental
sustainability as a key component of ESG. The COVID-19
crisis and growing focus on racial inequities will only
accelerate the demand for companies to expand their
definition of social responsibility to include the broader
societal impact of the corporation.
In recent years, debates over the role of the corporation in society have become
more prominent, with corporations increasingly seen as responsible towards a
broad group of stakeholders. Though some critics have argued that these debates
don’t portend a fundamental departure from how businesses currently operate,
there does seem to be a true shift in shareholder demands. Pushing for
responsibility to a wider range of stakeholders is an attempt to encapsulate and
operationalize these demands, with a growing emphasis on the long-term social
and environmental sustainability of the corporate model.
As part of, and in response to, these demands are growing calls for increased
transparency and standardization of companies tracking and disclosing ESG
progress. The “Big Four” accounting firms, for example, are partnering with the
World Economic Forum International Business Council to set standards for
disclosure on ESG issues, with the intention of identifying common, verifiable ESG
metrics for all companies to report on. Third-party ESG rating systems are gaining
prominence as sustainability-linked loans and ESG investing gather momentum.
The SEC’s Investor Advisory Committee has also recommended the SEC require
standardized ESG disclosures. Environmental and social sustainability metrics are
key pillars of many of these disclosure initiatives.
As measures of progress become more widespread, standardized, and scrutinized,
we expect ESG metrics to become integrated more often – and more firmly – into
compensation plans, with a growing emphasis on sustainability issues.
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SUSTAINABILITY VS. OPERATIONAL METRICS

While many
measures of
‘stakeholder
interests’ are
often categorized
as ‘ESG’, most of
these measures
do not explicitly
relate to longerterm, broad
sustainability
objectives

BREAKDOWN
OF ESG USE IN
INCENTIVES
(N=188)

In our last report we shared the finding that 62% of companies in the Fortune 200
incorporate stakeholder metrics – ESG measures – in their executive compensation
programs. However, the influence these metrics have on pay outcomes can differ
drastically, with many companies using a largely discretionary assessment to
determine payouts.
In this report, we look beyond the prominence of ESG and delve into the specific
types of metrics being used. In particular, we note that while many measures of
‘stakeholder interests’ are often categorized as ‘ESG’, most of these measures do
not explicitly relate to progress toward the longer-term, broad environmental and
social sustainability objectives that are at the center of recent shareholder demands.
For the purpose of this report we have allocated ESG metrics into two broad groups:
SUSTAINABILITY ESG METRICS
Measures concerned with longer-term,
broad social/economic stability

OPERATIONAL ESG METRICS
Other stakeholder metrics that are more
aligned with day-to-day business results

– Carbon Footprint
– Energy Efficiency/Renewable Energy
– Emissions/Chemical Containment
– Waste Reduction/Sustainable Sourcing
– Diversity & Inclusion (“D&I”)
– Gender Pay
– Company Culture
– Community Engagement

– Employee Engagement/Satisfaction
– Safety
– Turnover/Retention
– Talent Development
– Customer Satisfaction/Net Promoter
Score
– Product Quality

62% 40%
OF FORTUNE 200 COMPANIES
INCLUDE MEASURES OF ESG
IN INCENTIVES

OF FORTUNE 200 INCLUDE
SOME ELEMENT OF
ENVIRONMENTAL OR SOCIAL
SUSTAINABILITY

4

| UPDATED REVIEW | SEMLER BROSSY

Prevalence of Metrics
Among all Companies
with ESG – Fortune 200

Customer Satisfaction

48%

Talent Development

41%

Diversity & Inclusion

(N=116)

38%

Turnover/ Retention

34%

Company Culture

30%

Product Quality

23%

Employee Satisfaction

22%

Safety

22%

Emissions/
Renewable Energy

17%

Community
Engagement
Waste Reduction/
Sustainable Sourcing
Gender Pay

10%
5%

Operational
3%

Sustainability

The most common ESG metric overall is customer satisfaction, with 48% of
companies that use ESG metrics including it in their plans. The next four most
prevalent involve measures of workforce-management and culture:
§ Talent development and turnover are the most prevalent “Operational ESG”
metrics overall, though are often incorporated discretionarily (see next page)
§ Diversity & inclusion is the most prevalent “Sustainability ESG” metric,
followed by culture
Other sustainability ESG metrics, including environment, are low prevalence.
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Sustainability
metrics are less
prevalent than
Operational
metrics when
incorporated on an
explicit basis into
incentive plans

We uncover additional trends when we break down these measures further by
those companies that explicitly measure ESG using a carve out for performance
vs. those that use a more discretionary, individual assessment. For companies
with explicit weightings (at left below), the most prevalent metrics are related to
customer satisfaction and product quality as classic measures of “good
business.” Talent management-focused metrics (talent development, turnover)
are more commonly assessed in a more discretionary framework (at right
below). Notably, diversity & inclusion is still one of the most prevalent metrics
regardless of whether it is used explicitly or as part of a discretionary framework.

ESG Metric Prevalence for Those with Explicit vs. Discretionary Measurement – Fortune 200

% of Companies with Explicit Metrics

% of Companies with Discretionary Metrics

(N=64)

(N=52)

Customer Satisfaction

48%

Product Quality

36%

Diversity & Inclusion

30%

Talent Development
Turnover/ Retention

48%
48%

25%

Diversity & Inclusion

Emissions/
Renewable Energy

23%

Company Culture

Company Culture

22%

Employee Satisfaction

19%

Talent Development

16%

Employee Satisfaction
Waste Reduction/
Sustainable Sourcing
Community Engagement
Gender Pay

14%
6%
5%
0%

52%

Customer Satisfaction

Safety

Turnover/ Retention

71%

40%
33%

Safety

17%

Community Engagement

17%

Emissions/
Renewable Energy
Product Quality
Gender Pay
Waste Reduction/
Sustainable Sourcing

10%
8%
6%

Operational
Sustainability

4%
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The prevalence of
environmental
metrics is low,
which is surprising
given external
pressure to make
progress on
environmental
sustainability and
climate change

D&I is the most
common
sustainability ESG
metric, likely
because it
addresses both
maintaining a
competitive talent
pool and risk
management
around social
responsibility
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Not surprisingly, ESG related measures tend to be more prominent in pay plans
when they can be easily quantified and have a more clear-cut impact on the top- or
bottom-line. Hence measures like product quality, customer satisfaction, and
workplace safety often have explicit weightings and a direct impact on incentive pay.
Likewise, measures related to environmental sustainability are often easier to
quantify and assess rigorously, making it possible to formally integrate more
environmental metrics into incentive plans. Indeed, when present, climate-related
goals are more often integrated on a more explicit basis in incentive plans. However,
the prevalence of environmental sustainability metrics is still relatively low, which is
somewhat surprising given external pressure to make progress on environmental
sustainability and climate change.
Over the past few years, “people” metrics have come to the fore and these show up
with high frequency in incentive plan designs. But objectives related to people
management tend to be “softer” metrics and subject to more judgement and
nuance to accurately assess performance. As a result, performance related to talent
development, turnover, company culture, etc., are often assessed as a discretionary
element of incentives, and often along with a broader scorecard of business and
strategic considerations.
DIVERSITY & INCLUSION (D&I) METRICS

The most prevalent sustainability ESG metric currently incorporated in executive
incentives is diversity & inclusion. It is the third most prevalent ESG metric in the
sample both overall and when measured on a purely explicit basis.
D&I’s relatively high prevalence is partially related to the growing incorporation of
talent-related metrics in executive incentives overall: this measure has both a
“talent” angle and a “social responsibility” angle.
Of companies with ESG measures, 38% use a D&I metric (or 23% of all companies
in the sample). However, well over half of companies with D&I include it on a
discretionary basis. Despite seeming prevalence, only 10% of all companies in the
overall sample include a D&I metric with a formal weighting in executive incentives.
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Diversity & Inclusion
Metrics in
Incentive Plans

ESG Prevalence

D&I Prevalence

D&I Metric Type

Fortune 200

of those with ESG

of those with D&I

(N=188)

(N=116)

NO D&I
62%

NO ESG
38%

DISCRETIONARY
57%
HAVE
D&I
38%

HAVE ESG
62%

(N=44)

EXPLICIT
43%

This trend speaks to many Boards’ traditional hesitation to set and disclose
formal targets around D&I initiatives, likely due both to general discomfort
around setting “quotas” and optics as well as risks associated with disclosing
performance that may be subject to external criticism. In addition, many
companies recognize that “hard” metrics of representation in an employee
population do not capture the cultural aspect of a truly inclusive organization –
measuring “Diversity” results without assessing “Inclusion” is an incomplete
answer. A more balanced assessment may require discretion and judgement.
Demands for more accountability around companies’ D&I progress are likely to
be accelerated by recent public outcry over racial justice issues. D&I prevalence
and explicit measurement in incentive plans will likely increase as a result,
although we anticipate continued debates over the merits of incentivizing
representation statistics as the primary measurement approach.
CONCLUSION

While broad prevalence statistics indicate that ESG metrics are currently widespread
in executive incentives, many of these are measures of direct stakeholder impact
tied to day-to-day business operations, rather than the broad, long-term
sustainability objectives increasingly advocated by both shareholders and third-party
institutions. However, as more companies look to integrate environmental and
social impact objectives into their incentives, existing examples will prove a crucial
starting point for design.
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CASE STUDY

AbbVie Inc.

As a healthcare company with over 47 thousand
employees, AbbVie recognizes that diversity and
environmental stewardship are critical to its longterm business success as a healthcare innovator.
As part of their commitment, AbbVie has
articulated a clear Corporate Responsibility
framework and, beginning in 2019, linked 10% of
executive short-term incentives to related

Reputation and Sustainability objectives.
Although these are not formulaic, the explicit
carve-out demonstrates AbbVie’s strong
commitment to its Corporate Responsibility
Principles. AbbVie is a notable case for how to
incorporate important sustainability objectives
into compensation plans for long-term success.

Performance Incentive Plan
METRIC

WEIGHT

Net Revenues,
Operating Margin,
and Return on Assets

60%

Income Before Taxes

20%

R&D Innovation

10%

Reputation/
Sustainability

10%

CORPORATE RESPONSIBILITY
PRINCIPLES

Transforming Lives
Embracing Diversity & Inclusion
Driving Innovation
Acting with Integrity
Serving the Community

FOCUS AREAS

§ Attracting and retaining a diverse and inclusive
workforce
§ Delivering innovative medicines that offer
significant health benefit
§ Advancing our environmental sustainability
priorities
§ Stewarding our ethical business
§ Leading the industry in workplace safety
§ Supporting communities through economic activity,
community engagement and philanthropy
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