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Abstract

Orientation: Rising levels of executive compensation amidst the widening inequality, unemployment, poverty and other socio-economic challenges have raised questions among policymakers, academics and practitioners alike on the best ways to resolve this conundrum.

Research purpose: The main objective of this study was to identify a composite mix of environmental, social and governance (ESG) indicators that can be used in executive compensation plans.

Motivation for the study: Whereas the importance of incorporating the ESG in executive compensation plans is well documented, it is not known which indicators are appropriate and can be used in the South African context.

Research design, approach and method: A sequential exploratory research design was used in this study. The ESG-based indicators were identified from the literature and then subjected to three rounds of surveys in a Delphi enquiry strategy.

Main findings: An eclectic mix of nonfinancial performance measures (NFPMs) based on the ESG philosophy were identified, confirmed and validated by a diverse team of international experts.

Practical/managerial implications: In order to curb rising executive compensation and to disincentivise short-termism associated with sole reliance on profits as the only yardstick for performance, NFPMs identified in this study should be integrated into the executive compensation designs.

Contribution/value-add: On an empirical front, the study proffers novel NFPMs for executive compensation plans that are predicated on ESG philosophy. The methodological contribution lies in the use of a Delphi inquiry strategy, which has never been used in the area of executive compensation.
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Introduction

Rising executive compensation is a topic that has attracted debates, not only in academic circles but also on social media. Questions are being raised on the morality of these pay packages and on whether they are socially justifiable (Adu, Al-Najjar & Sitthipongpanich 2022; Jan, Marimuthu & Hassan 2019). Such questions are pertinent in the South African context where inequality as measured by Gini coefficient is among the highest in the world (Deysel & Kruger 2015; Van der Berg 2014). Unemployment is also rising rapidly, while poverty is rampant (Wesson et al. 2018). At the heart of the controversy surrounding executive compensation packages is the fact that they are mostly driven by financial performance measures (FPMs) such as profits and share prices (Urson 2016).

Executives are being measured on how well they can maximise profits. The sole use of FPMs in determining executive compensation has a number of shortcomings that are well documented in the literature. Firstly, they are prone to manipulation (Healy & Wahlen 1999). When their remuneration is based on FPMs, executives have an incentive to embark on undesirable actions such as earnings management and creative accounting. This is carried out in order to inflate and embellish the financial measures, which will in turn secure higher bonuses and similar rewards for the executives. Secondly, they encourage short-termism (Gong & Ho 2021; Nikolov 2018). Executives tend to focus on the immediate increase in profits, share price and related FPMs without any regard for the company’s long-term sustainability. Climate change is a direct result of this parochial posture of companies and their executives, who have been focusing on profits without considering the effects of their activities on environment and humanity (Becker & Sparks 2018; Nardi 2019).

The global financial crisis (GFC) and corporate scandals such as Enron and many others that took place all over the world are testament to the problems associated with the sole use of FPMs in determining executive compensation (Day 2020; Edmans 2020). South Africa has not been immune to corporate scandals propagated by greed and myopia among the executives both in the private and public sectors, as illustrated in the recent state capture inquiry. Steinhoff, Tongaat Hullet and even some of the auditing firms have all been implicated because of the manner in which the executives are being rewarded (Cassim 2022; Nel, Scholtz & Engelbrecht 2022; Rossouw & Styan 2019). These scandals are a clear clarion call for a reform in executive compensation and incentives.

According to Adu et al. (2022), companies’ reward systems therefore need to be repurposed to combat the short-termism and myopia that has plagued governance within the entities. Integrating nonfinancial performance measures (NFPMs) in executive compensation designs is of special importance not only in light of the shortcomings associated with the FPMs but also because of the emerging topical issues such as climate change, pandemics and the need for inclusive economic growth. Consumers want to buy from companies whose activities do not have negative impact on the environment, employees want to associate with companies that care about their well-being and society at large are supportive of companies that do not ignore the socio-economic challenges that they are facing (Adu et al. 2022; Cassim 2022).

This study contributes to the literature on executive compensation in two ways: methodological and empirical contributions. The use of a Delphi inquiry strategy represents the methodological contribution. While the literature has rightly pointed out the need for NFPMs in executive compensation design, an attempt has never been made to scientifically solicit the experts’ opinions on such measures and their importance. On the empirical front, the main contribution lies in the development of a metric. Literature on executive compensation is silent on the specific indicators that can be used for executive compensation design. The ensuing passage discusses the literature review, followed by research methods and designs. Results are then presented and discussed. Lastly, the conclusion is made.

Literature review

Extensive scholarly debates have been conducted on the topic of executive compensation. However, there are some specific elements within this topic that are still not well understood. These elements include the theoretical framework underpinning the debates, pay–performance relationship, the importance of NFPMs and the use of experts, which are each discussed next.

Theoretical framework

According to Cui et al. (2021), executive compensation is a corporate governance mechanism used mainly to ensure that there is goal congruency between the executives and the shareholders. Executives are therefore rewarded when there is a maximisation of shareholders’ wealth (Jensen & Meckling 1976). It is for this reason that the streams of literature on the topic mainly use agency theory to explain the executive compensation and its determinants such as a firm’s performance. Therefore, agency theory encourages the executives to narrowly focus on maximising profits to benefit themselves and shareholders only. Other stakeholders are neglected. This dyed in the wool agency theory thus encourages shareholders’ primacy.

Meanwhile, executive compensation has evolved to be such a complex topic that it cannot be explained by a simplistic agency theory which is underpinned by shareholders’ primacy. It is the submission of this study that stakeholder theory and legitimacy theory should instead be used in explaining executive compensation. Stakeholder theory suggests that other stakeholders such as customers, employees, suppliers and society in general should form an integral part of decision-making processes in an organisation (Atkins & Maroun 2015; Scholtz & Smit 2012; Selvam et al. 2016). Executives should therefore be incentivised to maximise company’s long-term value to benefit all the other stakeholders as well (Ezeani & Williams 2017).

Legitimacy theory is also relevant in understanding executive compensation. Legitimacy theory suggests that the company’s standpoint in terms of how it behaves and is seen to behave in society is what gives it a social license to operate (Dowling & Pfeffer 1975; Samkin & Deegan 2012). Therefore, companies cannot look the other way and not intervene when socio-economic challenges such as inequality, unemployement and inequality are plaguing societies such as South Africa. Climage change is another global social challnge that has emerged. To be legitimate, companies are expected to contribute in resolving all these issues, while pursuing profits.

Pay–performance relationship

Executive compensation is a topical subject that is extensively researched. However, the studies and the underlying theories are mostly concentrated in the Global North (Filatotchev, Ireland & Stahl 2021; Yoshikawa, Nippa & Chua 2021). Another shortcoming identified from the scholarly work on the subject is that the studies predominantly investigate the relationship between executive compensation and financial performance with inconclusive results (Kartadjumena & Rodgers 2019; Kirsten & du Toit 2018).

According to Gan, Park and Suh (2020), studies on executive compensation are also silent on the important topic of nonfinancial measures. Hence, this study contributes to the literature by identifying a composite mix of NFPMs that can be used in executive compensation design. In contrast to the existing literature, this study goes further by incorporating the use of a Delphi inquiry strategy and soliciting the experts’ opinion on the indicators. This is an important contribution because the current literature largely draws conclusions based on secondary data without any attempt to seek opinions of the experts, including both the executive and nonexecutive directors who are more informed about the executive compensation plans of the different companies.

Importance of nonfinancial performance measures

Kartadjumena and Rodgers (2019) contend that in the era leading up to the GFC and the proliferation of corporate scandals such as Enron, the emphasis of corporate governance debates has always been on how well companies are faring in maximising profits and shareholders’ wealth. This is arguably the cause of all the corporate failures, because the executives have been measured based on profit maximisation, sometimes even if it is to the detriment of the environment, society or even the long-term sustainability of the company.

In recent years, the issues of climate change, pandemics, growing populations and inequalities have brought into question the appropriateness of a laser focus on profit maximisation and shareholder primacy models. This has triggered the debates on corporate social responsibility, the use of NFPMs and how companies should be responsive to the aforementioned social challenges (Adams & Zutshi 2004; Campbell 2007; Carroll 1991). There is a growing body of scientific evidence that confirms the importance of nonfinancial measures with regard to a company’s long-term sustainability.

The importance of nonfinancial measures is also reflected in companies’ balance sheets in the current era. For example, Ocean Tomo (2020) posits that S&P 500-listed companies’ intangible assets value only constituted 17% in 1975 but suddenly increased to more than 90% in 2020. This reflects a shift from the use of financial, natural and manufacturing capitals to social, relationship, human capital. Despite this evidence, the literature has not begun to scratch the surface in attempting to incorporate the NFPMs into executive compensation designs (Farmer, Archbold & Alexandrou 2013). Embracing and incorporating NFPMs in executive compensation designs is of particular importance in a developing economy context such as South Africa. Developing economies such as South Africa are not only plagued by poverty, unemployment and inequality, but they also stand to suffer the more devastating effects of global warming if no measures are taken for effective adaptation and mitigation of the risk (Amusan & Olutola 2016; Mpandeli et al. 2018).

The use of input from the experts

To the best of our knowledge, this study is among the first to invoke the use of the Delphi inquiry strategy coupled with soliciting experts’ opinion on the nonfinancial metric. In contrast, literature on executive compensation is primarily based on the use of secondary data without any input from the experts. The nonfinancial performance metric that this study proposes would also serve as an accountability mechanism in the sense that the executives will also be penalised when their companies’ activities are impacting negatively on any of the indicators identified in the ESG model. Mülbert and Sajnovits (2021) contend that the ESG factors, while noble, have suffered challenges with regard to their implementation and the actual operationalisation in practice. Therefore, soliciting the experts’ opinion ensures that the suggested metric is not just theoretical and abstract but actually something that can be used in practice. This is because most of the experts who participated in this study are practitioners and can therefore add a practical element to the suggested metric.

Research methods and design

Data sources for the indicators

This study identified a composite mix of nonfinancial performance indicators that are proposed to be used as part of the key performance indicators (KPI) in designing executive compensation plans. Firstly, a broad spectrum of possible indicators was identified from multiple sources in the literature.

The sources of these indicators are organisations that have endeavoured to encourage sustainability over the years and include the Yale University Environmental Performance Index, International Labour Organization (ILO) Decent Work Indicators, the Tenth Principle Against Corruption, Behind the Brands Score Indicators, the Availability, Accessibility, Acceptability and Quality (AAAQ) Framework, Access to Medicine Index, Aquastat, Business Call to Action, Carbon Disclosure Project (CDP) – Disclosure Insight Action (2017 climate change, forests and water), Chief Executive Officer (CEO) Water Mandate’s Corporate Water Disclosure Guidelines, Development of Guidance on Extended Producer Responsibility, Global Innovation Index, Global Sustainable Tourism Council Criteria and Suggested Performance Indicators for Hotels and Tour Operators, International Union for Conservation of Nature (IUCN) Red List, Kepler/Cheveux Inequality Footprint, Quick Guide to the Aichi Biodiversity Targets, the Women’s Empowerment Principles: Reporting on Progress, United Nations (UN) Global Compact–Oxfam Poverty Footprint, United Nations Conference on Trade and Development (UNCTAD) proposed core Sustainable Development Goals (SDGs) reporting, Women’s World Banking Gender Performance Indicators, UN Sustainable Development Solutions Network (UNSDSN) indicators, World Bank World Development Indicators (WDI), the World Health Organization (WHO) and Global Health Observatory indicator.

Bartolacci et al. (2022) lament the voluminous disclosure frameworks available on NFPMs. This hodgepodge of disclosure frameworks pertaining to ESG and nonfinancial information does not only cause confusion to the preparers and the users of this information, but there is also a challenge with regard to greenwashing where companies merely report their positive intentions on ESG matters without accountability and follow-through (Bakerjian 2022; Bartolacci et al. 2022; Pizzi et al. 2022). Secondly, experts’ opinion was solicited on these indicators’ usability in designing executive compensation plans for South African listed companies. Soliciting the experts’ opinion therefore helped in refining the indicators and isolating only those that can be deemed important for within the South African corporate sector. Thus, three rounds of surveys were used in this study in the form of a Delphi approach.

Delphi inquiry strategy

Delphi is an inquiry strategy that uses a series of repetitive questionnaires to solicit opinion on a consensus basis from a panel of experts in a particular field (Dalkey & Helmer 1963; Okoli & Pawlowski 2004). While it constitutes a qualitative research approach, the collected data are ultimately analysed quantitatively to draw conclusions on the consensus reached. The Delphi enquiry strategy provides anonymity and confidentiality for each expert because they do not learn each other’s views on the subject (Bampton & Cowton 2002). Peer pressure and the problems of suppressing others’ views are also avoided because the surveys are sent to individual experts electronically (San-Jose & Retolaza 2018).

In this study, the experts were identified from various sources, including the literature they have written and companies’ integrated reports for those who serve as directors of the listed companies. Furthermore, snowballing was employed as the identified experts were also requested to refer other experts. This process culminated in the compilation of the knowledge resource nomination worksheet (KRNW) as suggested by Okoli & Pawlowski (2004). In the KRNW, the details of each expert were documented, including their contact details, their role and the companies they are affiliated to, their qualifications and other bibliographic data. Table 1 is a summary of the sociodemographic profile of the participants compiled from a detailed KRNW, which is available on request from the corresponding author.
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A total of 83.2% of the potential participants documented in the KRNW are based in South Africa. The high concentration of South African participants does not in any way compromise the integrity and the academic rigour of this study because the proposed metric is targeted at South African–listed companies. Another upside for having a dominance of local experts is their familiarity with South Africa’s historic and contextual setting. On the other hand, the remaining 16.8% of the participants is still adequate to provide some international expert input on the metric.

A significant percentage, about 70%, of participants are chartered accountants, have master’s degrees or PhDs. This is not surprising, as it reflects their expertise in accounting, governance and the topic under investigation, executive compensation. Academicians and those who serve as board members of different listed companies also formed a significant portion, 72% of the potential participants. This provides a balance of views between the academicians and practitioners.

Reliability and validity

In order to achieve reliability and validity, a number of interventions were implemented. These interventions included the use of a pilot study and the use of statistical analysis in the form of the mean inter-item correlation analysis. A pilot study can be used to buttress the validity and the reliability of the research instrument (Kamran, Farooq & Zia-ur-Rehman 2020). Consistent with this argument, the pilot study survey was sent out to 11 experts who were given 1 week to provide feedback on the clarity of the questions and the instructions. They were also requested to provide any input that could improve the questionnaire. There were some outliers with regard to the time it took the participants to complete the survey in the pilot study.

In the pilot study, one respondent, for example, took 7 h to complete the questionnaire, while the other four took approximately 7 min on average. These were then eliminated, resulting in an average completion time of 43 min, which was in line with the initial estimated time of 30 min – 45 min. The respondents also pointed out some of the questions that were either ambiguous or duplicated in the governance pillar of the ESG-based indicators. They also recommended that the functionality must be improved to allow them to go back to the previous questions. All these recommendations were implemented, resulting in an improved questionnaire ready for the first round.

Average inter-item correlation analysis was used in conjunction with Cronbach’s alpha to determine the internal consistency (reliability) of the items in each of the three pillars. In round one, the rating scale used was a three-point scale (decline, amend and accept), and in round two, a five-point scale (extremely important, very important, moderately important, slightly important and not at all important) was used. Both results are presented because Cronbach’s alpha decreases as the number of response options decreases, specifically when there are only three options (Lozano, García-Cueto & Muñiz 2008). Lozano et al. (2008) indicated that this trend is maintained for different sample sizes used and for different sizes of correlations between items of scale. Furthermore, Cronbach’s alpha is also influenced by the number of items in a scale. In the first round, the inter-item correlation (Cronbach’s alpha) was calculated at 0.241 (0.760), 0.283 (0.537) and 0.291 (0.892) for environmental, social and governance (ESG) pillars, respectively. These values were calculated at 0.718 (0.888), 0.521 (0.958) and 0.434 (0.962), respectively, in the second round.

It was not necessary to compute the inter-item correlation (Cronbach’s alpha) in the third round because the survey therein was merely aimed at confirming the importance of each indicator and obtaining consensus therein from the participants. The average inter-item correlation in both the first and the second rounds are well within the 0.15 and 0.55 range recommended in the literature (Els, Meyer & Ellis 2022). Therefore, the indicators in both the first and the second rounds truly measured and represented the social, governance and social pillars as intended, indicating that there is internal consistency in the research instrument as well as in the constructs that were measured.

Results

Based on the KRNW constructed, the first round survey was e-mailed to all the 113 identified experts following the modification of the research instruments incorporating the comments from the pilot study conducted. From 113 potential participants, only 48 agreed to participate in the study. Meanwhile, when the first-round survey was sent out, an additional five new participants responded, resulting in 53 total responses in the first round. In the second round, 10 participants dropped out and a total of 43 responded. Finally, the third round ended up with 42 responses, indicating that one dropped out from the second round. The overall response rate in all three rounds is considered satisfactory because it is way above the average of between 8 and 10 as suggested by authors such as Hallowell and Gambatese (2010) and Sahari et al. (2018).

First round

In the first round, the participants were exposed to a number of indicators in each pillar of ESG as obtained from multiple literature sources listed in the ‘Research methods and design’ section. The participants were required to evaluate each indicator by either declining it, amending it or accepting it as is for potential use in executive compensation plans. They further had to provide their level of confidence for their choice. Should the participants choose to decline or amend an indicator, they would then be required to provide a new alternative indicator or an alternative wording. Figure 1 summarises the essence of the research instrument used in the first round.
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The decision was made to roll forward the indicators, which were accepted by 50% or more of the participants, with 50% or more declaring that they were either fairly confident or very confident with accepting such an indicator. As a result of this, all the 10, 21 and 31 indicators that were initially obtained from the literature on ESG pillars, respectively, were accepted by the panel of experts, indicating that they were either very confident or fairly confident with their choice. Furthermore, one additional indicator was suggested in each of the environmental and governance pillars, respectively. The panel of experts suggested the following as an additional indicator under environmental pillar:


‘Reduction in total kilometres driven with internal combustion engine (ICE) vehicles and initiatives in place to encourage the use of electric vehicles (EV’s).’



This relates to the efforts that the companies and their executives can make towards decarbonisation. This is significant in view of the imminent climate change and global warming, which have been buzzwords throughout the world. It supports the argument made by Wang et al. (2017), who contended that the increase in usage of cars and the resultant growth in the automobile sector have sparked debates about their impact both on energy consumption and the environment.

The panel of experts further suggested the following additional indicator pertaining to the governance pillar, which arguably explains the South African contextual setting:


‘Mentoring Programmes in place by the Executives and implementation of the same.’



Legacies of apartheid and colonialism resulted in the exclusion of the black South Africans, who are the majority, not only in the mainstream economy but also in board membership and leadership positions in companies (Geldenhuys 2020; McCallaghan, Jackson & Heyns 2020). It is against this background that the corporate South Africa, including its executives, cannot extricate itself from the responsibility of redressing the imbalances in their boardrooms but should actively mentor the previously disadvantaged groups, hence the suggestion of mentoring programmes. The additional indicators suggested by the panel of experts resulted in 11, 21 and 33 indicators in ESG pillars, respectively, that were rolled over to round two.

Second round

Next, additional indicators in the environment and governance pillars as discussed here were recommended by the panel of experts in the first round. In the second round, all these indicators, 11, 21 and 33 in ESG pillars, respectively, were again exposed to the panel of experts. The panel of experts was requested to evaluate the indicators in the order of importance by a way of a five-point Likert scale (1 = extremely important, 2 = very important, 3 = moderately important, 4 = slightly important and 5 = not at all important). Figure 2 illustrates the structure of the questionnaire used in the second round.
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A 50% threshold was once again used to establish which indicators were deemed to be important. For each indicator in the ESG pillars, the participants had to choose whether such an indicator was extremely important, very important, moderately important, slightly important or not at all important. Therefore, for each indicator, if 50% of the participants chose both extremely important and very important, such an indicator was deemed to be important overall and rolled forward to the third round. All the indicators that were rolled forward from the first round were deemed to be important, because 50% or more of the participants indicated that they were either extremely important or very important. This was observed with the exception of two indicators, one of which falls within the environmental pillar and was recommended by the experts. The other one that did not meet the 50% threshold falls under the governance pillar and was originally obtained from the literature. These indicators are:


	Environmental pillar:

‘Reduction in total kilometres driven with internal combustion engine (ICE) vehicles and initiatives in place to encourage the use of electric vehicles (EV’s).’





	Governance pillar:

‘Percentage of employees belonging to collective bargaining councils (trade unions).’







Only 45.5% of the participants deemed the ‘reduction in total kilometres driven with internal combustion engine (ICE) vehicles and initiatives in place to encourage the use of electric vehicles (EV’s)’ as important overall, while 13.6% deemed it extremely important and 31.8% very important in the environmental pillar. The percentage of importance was below the 50% threshold and had disqualified the indicator to be rolled forward to the third round. This resulted in only 10 environmental indicators that were rolled forward to the third round.

On the other hand, only 34.9% of the participants deemed the ‘Percentage of employees belonging to collective bargaining councils (trade unions)’ as important overall, 7% extremely important and 27.9% very important. This again was below the 50% threshold and relegated the indicator to an insignificant status. Therefore, from a total of 33 governance indicators that were obtained from the first round, only 32 were rolled forward from the second round to the third round.

Third round

The main purpose of the third round was to obtain consensus from the panel of experts on the ranking of the indicators, from the most important to the least important. The difference between the third round and the second round is that in the third round, the panel of experts had to pick, group and rank the indicators in the order of importance in each ESG dimension. By so doing, it could be easily established, for example, what the top 5 indicators are in each dimension according to the collective input and consensus from the experts. Figure 3 illustrates the format of the questionnaire used in the third round.
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Based on the drag and drop evaluation in round three, the indicators that were ranked by most members of the panel as the top ones were selected. Tables 2 to Table 4 summarise the indicators, including the top five, that were prioritised in round three under each ESG dimension.
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In the environmental pillar, most members of the panel (35.7%) chose the first indicator, ‘company’s total consolidated greenhouse gas (GHG) emission for the current year and the cumulative progress towards zero emission’ as number one in the third round. This choice is very interesting because it relates to the reduction of GHG emission efforts of the companies. Corporate South Africa is expected to contribute to the efforts to reduce the GHG emissions, as already mentioned.

On the contrary, the ninth indicator, ‘trends and extent to which biodiversity and ecosystem service values are incorporated into organisational accounting and reporting’ was selected as the least important. Only 2.4% of the panel members selected it as important. Comparing the two indicators, the first one relating to GHG is applied to all the companies in South Africa because they all use electricity, which is mostly sourced from carbon-intensive coal, and therefore they can all do something to decarbonise. In contrast, the least important indicator that relates to biodiversity would mostly be applicable to the companies whose capital is mostly made up of natural capital out of the six capitals identified in the International Integrated Reporting framework (IIRC 2013). This is arguably the reason why the panel of experts did not attach much importance to such an indicator.

Another interesting point to note from the panel of experts is the consensus pertaining to the indicators in the environmental pillar in the third round is that among the 10 indicators identified from the literature and subjected to their opinions in round one and two, the following indicators were actually rated the same in the third round; 9.5% of the panel members rated them as number one:


	Proactive initiatives and efforts to minimise GHG (third).

	Total weight of hazardous and nonhazardous waste in the current period (sixth).

	Reduction in monetary value of significant fines and total number of nonmonetary sanctions for noncompliance with environmental laws and regulations (tenth).



Among the given indicators, the one that scored the highest in the order of importance in the second round is the third indicator; 41.3% of the members of the panel considered it extremely important in the second round. On the other hand, 34.8% and 28.3% of the members of the panel scored the tenth and sixth indicators as extremely important, respectively. Although the third indicator was rated higher in the second round and rated the same as the sixth and the tenth in the third round, the sixth indictor is instead selected to be part of the top five indicators. This is because the third indicator deals with what the first indicator deals with, namely GHG. Otherwise, the insights from the second round indicate that the third indicator should be preferred over the sixth indicator. Based on this logic and taking from the three indicators that share the same ranking in the third round, the sixth and the tenth indicators formed part of the top five indicators, although they were ranked the same in the third round, together with the third indicator, which has fallen through.

As per the summary in Table 3, the top five indicators were identified in the social dimension of the ESG model in the third round. The eleventh indicator, ‘percentage of security personnel trained in the organisation’s human rights policies or procedures that are relevant to operations’ was identified as the least important. Only 2.4% of the members of the panel ranked it number one. The indicator is focused on security personnel, which is perhaps not considered an influential and powerful group of employees when looking at the typical hierarchical structures of the companies.

The twenty-second indicator, ‘increase in number of learnerships or internships specifically aimed at unemployed youth’ was ranked as number one by the highest percentage of the members of the panel (21.4%). The rationale behind this consensus from the panel of experts is arguably against the backdrop of the higher unemployment rate that has plagued the country, especially among the youth. Therefore, it is of paramount importance that corporate South Africa contributes to the efforts of reducing unemployment in the country, among other social welfare activities. The advent of coronavirus disease 2019 (COVID-19) has further shone light on this predicament.

The indicators in the governance dimension of the ESG model in the third round as summarised in Table 4 are more revealing on the intersectionality among the dimensions, especially considering the contextual setting of South Africa. Noteworthy is the highest percentage, 38.1%, of panel members that ascribed significance to the first indicator, ‘the extent to which the composition of governance bodies is diversified in terms of gender, age group, race and other indicators of diversity’. The highest percentages hitherto have only been 35.7% and 21.4%, ascribed to the top indicators in the first two dimensions, environmental and social, in Table 2 and Table 3. Diversity, equity and inclusivity in the higher echelons of a company are particularly important in the South African context, and this is supported by the King IV report which suggests that the composition of the company’s management and the board should mirror the racial and gender demographics of the country (IOD 2016). Therefore, this indicates that ascribing higher importance to this indicator is not surprising.

The lowest percentage, 2.4% of the panel members ascribed importance to the eleventh indicator, ‘percentage of employees belonging to collective bargaining councils (trade unions)’. Although this indicator was duly identified from the literature as potentially relevant and important in the South African context, all the members of the panel have a university degree at a minimum with quite a significant portion having master’s degrees. It is likely that the panel deemed this indicator as disruptive and unnecessary in the bigger scheme of things. This is in the light of the influence that the unions have and their ability to disrupt business operations and the economy, as evident in the Marikana massacre (Bonga 2021; Moloi 2015; Onyebukwa 2021). Another train of thought could be the fact that the unions should have no role to play if there is sufficient accountability, transparency and fairness on the part of executives. In other words, unions would not be needed if the executives simply did their job. It is arguably for these reasons that the panel members saw the eleventh indicator as less important.

The following three indicators, eighteenth, twenty-second and twenty-third were considered important by the same percentage of panel members, 7.1%:


	Number of initiatives (including systems and policies or codes) the company has in addressing workplace harassment (including sexual harassment). Do the initiatives explicitly extend to its supply chain?

	Reduction in confirmed incidents of corruption and actions taken against any confirmed case of corruption.

	Explicit, well-publicised measures in place (including policies and confidential complaint procedures) for zero tolerance towards gender-based violence and harassment.



The percentage of panel members, 7.1%, who reached consensus on the importance of the given indicators was the third largest percentage after 38.1% and 11.9%, attributable to the first and the thirty-second indicators. In addition to the given indicators, the fourth indicator, ‘percentage of total workforce represented in formal joint management – worker health and safety committees that help to monitor and advise on occupational health and safety programmes’ also had 7.1% of the panel members ascribing importance to it. However, the fourth indicators mentioned here were perceived to be extremely important in the second round by only 13% of the members of the panel. This pales in comparison to 34.8%, 37% and 45.7% of the panel members that indicated that the eighteenth, twenty-second and twenty-third indicators are extremely important, respectively. This is the reason that the fourth indicator fell off from the top five indicators in the third round.

Overall top five indicators selected from the third round

The iterative process involved in all the three rounds of the Delphi inquiry strategy resulted in the top five refined indicators that are deemed to be the most significant NFPMs to be integrated in executive compensation designs in the South African context. These NFPMs should be coupled with the conventional FPMs such as Earnings per share (EPS), Economic value added (EVA), Market value added (MVA), Return on assets (ROA) and Return on equity (ROE), Tobin’s Q and similar measures that derived from the financial statements. Figure 4 represents the nonfinancial performance metric developed in this study.
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The top five indicators in each pillar of the ESG model are guided by other studies that used the Delphi inquiry strategy. For example, Schuster et al. (2020) finally picked five key indicators for emergency care in the medical field based on a Delphi inquiry strategy. Sobota, Shah and Mack (2017) are the other scholars who used a Delphi inquiry strategy and picked the top five indicators for some transition procedure in the medical field. Therefore, these indicators as depicted in Figure 4 represent a model that can be used by companies.

Discussion

The overall nonfinancial performance metric consisting of five indicators in each ESG pillar as depicted in Figure 4 are targeted at South African–listed companies, but consideration has been given to the developments of the ESG in global context. Furthermore, while the majority of the members of the panel are South African, others are from other countries including the United States and the United Kingdom.

Overall, the top five nonfinancial performance indicators suggested by the experts concentrated on the issues that are currently topical in the society. Consider the indicators suggested for the environmental pillar: the panel of experts mainly suggested that the executives should be held accountable on their efforts in reducing GHGs, efficient use of electricity and water, the extent to which their companies comply with environmental laws and how they manage wastage. All these are pertinent issues and relate to climate change risk that the planet is facing, while they also reflect the contextual setting of South Africa in which GHG is a major issue exacerbated by the country’s dependence on coal for generating electricity (Uhunamure et al. 2021). The five indicators suggested by the experts in the environmental pillar are discussed as follows (see Figure 4):


	First indicator – As a signatory to the Paris Agreement, South Africa is expected to reduce GHGs to net zero by the mid-century, 2050 (Bataille 2020). As discussed here, the country’s energy source is dominated by fossil fuels in the form of coal. This means most of the listed companies, if not all, depend on this energy source for their operations. If the companies’ executives are measured on how well they are able to reduce GHGs, the country can make serious strides towards the net zero emission goal by 2050 as required by the Paris Agreement.

	Second indicator – South Africa does not only rely heavily on fossil fuels, coal, for its electricity needs as discussed here (Uhunamure et al. 2021), but its primary public power utility, Eskom has instituted power cuts since 2007–2008 because of inadequate electricity generation capacity (Sehlapelo & Inglesi-Lotz 2022). It is against this backdrop that the executives of the listed companies should be held accountable on how efficiently their companies are using this resource that has suddenly become scarce.

	Third indicator – According to Haroun et al. (2019), water is among the most important resource for human lives and livelihoods. However, the world might be on the verge of a severe water shortage because of factors such as population growth, urbanisation and climate change (Haroun et al. 2019; Maja & Ayano 2021). In the South African context, the drought that lasted for 3 years, from 2016 to 2018, is a testament to this looming crisis (Ndeketeya & Dundu 2019). Although provision of fresh water is the government’s responsibility, the private sector can play a significant role in mitigating the looming water shortage when the executives are also evaluated on how their companies are efficiently using this resource.

	Fourth indicator – The total global solid waste is estimated to reach 3.40 billion tonnes by 2050 (Kaza et al. 2018). As the waste is released to the environment, the climate change risk is exacerbated because such a release is accompanied by emission of methane and other GHGs into the rivers and oceans (Kaza et al. 2018). Adler Mansi and Pandey (2022) contend that the developing countries stand to suffer the consequences of poor waste management and the resultant climate change because of a lack of infrastructure. Therefore, private companies can contribute in mitigating this risk by measuring the extent to which the total weight of waste is reduced on a yearly basis and incorporating such a metric in executive compensation plans as recommended by the panel of experts surveyed in this study. Fakoya (2020) supports this argument and contends that companies that embark on effective waste management benefit from avoiding fines for environmental degradation, among other avoidable environmental costs.

	Fifth indicator – While the panel of experts ranked this indicator as the least important in the environmental pillar, their consensus view is not misplaced, because the metric cannot equally apply in all the industries. Service sectors such as education and consulting, for example, might not be as prone to environmental-related fines and penalties as extractive industries such as mining, oil and gas. Nevertheless, South Africa is dominated by extractive industries (Andreasson 2018); as such, this indicator can assist to curb environmental degradation if incorporated into the executive compensation plans.



The top five indicators suggested under the social pillar are also indicative of the challenges facing South Africa that the corporate sector can contribute to resolving when the executive compensation plans are designed. The indicators specifically confront the pertinent issues of unemployment, poverty and inequality that are somewhat the legacies of the apartheid regime. The first indicator seeks to achieve inclusion of the previously marginalised groups, while the other indicators seek to boost employment by requesting companies to have learnership programmes and pay their suppliers within a reasonable period. The challenges of poverty, inequality and unemployment remain a threat for South African companies as they tend to result in riots and social unrest such as those that have taken place around July 2021 dominating Gauteng and KwaZulu-Natal (Carmichael 2022). Each of the top five indicators suggested by the panel of experts with regard to the social pillar are discussed as follows:


	First indicator – According to Nyandeni (2018), the South African economy, including ownership of the listed companies, is still dominated by white people despite the black economic empowerment (BEE) policies that were meant to redress the injustices of the apartheid regime to allow black people to meaningfully participate in the economy. This indicator therefore seeks to advance the ideals of BEE and more specifically the preferential procurement aspects thereof (Horner 2022; Mofokeng, Giampiccoli & Jugmohan 2018).

	Second indicator – Mukole (2010) contended that companies should contribute to promoting entrepreneurship and the survival of small-, medium- and micro-enterprises (SMMEs), which have proven to be effective in creating employment. It is in line with this train of thought that the listed companies should evaluate and measure their executives on how quickly they pay their suppliers. This is important in the South African context, because the big businesses tend to pay their suppliers as late as after 120 days from the date of invoicing (Goga, Bosiu & Bell 2019).

	Third indicator – Gender-based violence is among the top challenges facing South Africa (Mbunge 2020). As such, the corporate sector can contribute to addressing this national social challenge by incorporating the corresponding metric in executive compensation plans. The consensus from the panel of experts on the importance of this indicator is consistent with Morrissey (2018), who argues that the companies’ board of directors are likely to face criticism from the shareholders if they fail to address issues of sexual harassment and gender-based violence as highlighted in the #MeToo movement that gained media attention worldwide since 2017.

	Fourth indicator – South Africa is among the most unequal societies in the world, as measured by a Gini coefficient of above 0.6 (Mtapuri & Tinarwo 2021). The gap between what the top management and the general workers earn is ever widening (Bassier & Woolard 2021), which is among the reasons for widespread labour unrest and strikes (Alford & Phillips 2018). This state of affairs makes it necessary for the companies to have policies that promote unionisation of workers and collective bargaining.

	Fifth indicator – According to Geza et al. (2022), unemployment is one of the biggest changes facing South Africa, alongside poverty and inequality. Unemployment among youth was estimated at 46.5% by Statistics South Africa in the second quarter of 2022 (Stats 2022). Therefore, by intentionally incorporating the companies’ learnership initiatives in executive compensation plans, the private sector can contribute in addressing unemployment in South Africa.



Finally, the governance pillar also emphasises topical issues of diversity, equity and inclusivity, which are very relevant in the South African corporate sector, whose management is mostly dominated by white men (Mans-Kemp, Viviers & Collins 2018; Young et al. 2021). In particular, the experts suggested that the companies’ executives should be held accountable for the extent to which their governance structures are diversified in terms of gender, race and other measures of diversity (first indicator). Mentoring of young executives, together with other initiatives necessary to bring about social justice in the South African context, are also recommended (fifth indicator). Economic development and foreign direct investments are important in an emerging economy setting such as South Africa. However, this can be easily undermined by rampant corruption (Rothstein & Varraich 2017). It is for this reason that the private sector should have a metric specifically aimed at addressing this problem, as suggested by the panel of experts in this study (third indicator). The panel of experts also unanimously reached a consensus on the significance of the two other indicators under the governance pillar (second and fourth indicators). While these indicators are specific to the governance pillar, they mirror one of the indicators discussed here under the social pillar (third indicator). These indicators are also consistent with Sustainable Development Goals 5, 8, 10 and 16, which deal with gender equality, decent work, reduced inequality, peace, justice and strong institutions (Bose & Khan 2022; Haywood et al. 2019).

Conclusion

The main objective of the study was to develop a nonfinancial performance metric that can be coupled with the FPMs, which have always been in use when designing executive compensation plans. The study has demonstrated the way forward in the midst of many attempts to rein in runaway executive compensation, the determinant of which has always been highly skewed towards the FPMs. The top five indicators on which the panel of experts have reached a consensus reflect the socio-economic challenges facing South Africa as a developing country. The corporate sector can contribute significantly to addressing most of these challenges by simply embracing the stakeholder inclusivity approach and having a purpose bigger than a sole pursuit of profits at the expense of people and the planet.

The advantages of using a Delphi inquiry strategy and soliciting experts’ opinions on a complex subject matter such as executive compensation are well documented. Despite these advantages, its use is sparse in corporate governance literature generally and in executive compensation in particular. Therefore, the study contributes to the executive compensation literature methodologically when the views of diverse panel of experts are used in developing the metric. Policymakers and standard setters can benefit from this study by mandating the proposed metric as a minimum requirement for listed companies’ executive compensation plans. Future studies can expand on this topic by incorporating the analytical hierarchy process in order to determine the relative importance of the pillars within the ESG model, as well as the relative importance of each of the five indicators proposed from the Delphi enquiry strategy employed in this study.
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TABLE 1: Sociodemographic information of the participants.

Characteristics Frequency Percentage
Country

SA 9% 83.2
UK 14 124
us 1 09
Others 4 35
Total 113 100
Qualification

PhD 25 221
Masters, CA(SA) 17 15
Masters, CPA 1 09
Masters 36 319
CA(SA) 14 124
CFA 7 62
Honours 7 62
Degree 6 53
Total 113 100
Field

Academic 47 416
Executive or board member 34 30.1
Audit firm 15 133
Institutional investors 10 8.8
Others (NGO, labour unions and 7 62
shareholder activists)

Total 113 100

SA, South Africa; UK, United Kingdom; USA, United States of America; CA, chartered
accountant; CPA, certified practising accountant; CFA, chartered financial analyst; KRNW,
knowledge resource nomination worksheet; NGO, nongovernmental organisation.
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: Environmental pillar indicators from the third round.

Top 5 indicators and the percentage
of panel members agreeing on their
significance

2.4% (ninth
indicator)

Trends and extent
to which
biodiversity and
ecosystem service
values are
incorporated into
organisational
accounting and
reporting.

35.7% (first indicator)

Company’s total
consolidated
greenhouse gas
emission for the
current year and the
cumulative progress
towards zero
emission.

35.5% (first), 14.3%, (second) 11.9%
(fifth), 9.5% (sixth and tenth
indicators).

1. Company’s total consolidated
greenhouse gas emission for the
current year and the cumulative
progress towards zero emission.

2. Amount of reductions in electricity
consumption achieved as a direct
result of conservation and efficiency
initiatives (in joules or multiples).

3. Company’s initiatives in the current
year to help reduce its footprint on
water (e.g. seeking alternative water
sources, such as grey water or
rainwater capture systems).

4. Total weight of hazardous and
nonhazardous waste in the current
period.

5. Reduction in monetary value of
significant fines and total number of
nonmonetary sanctions for
noncompliance with environmental
laws and regulation:
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Environmental

1. Yes, | have understood the above terms and
conditions and consent to participate in the study

. 2. No, | withhold my consent and do not wish

Example 1. Total fuel consumption within the
ate in the study

organization from renewable Total fuel consumption
within the organization from renewable sources, in
joules or multiples, and including fuel types used.

Third survey
questionnaire
structure

Example 2. Total weight of hazardous and A
non-hazardous waste in the Total weight
of-hazardous and non-hazardous waste in

the current period.
Governance Social

Evaluation
(Drag and drop)

Evaluation
Drag and drop)

Example 1. Ratio of basic salary and remuneration o Example 1. Practices to address language, cultural, °
of women to men by ratio of basic salary and low literacy, and disability-related barriers to access

remuneration of women to men by employee company's products, services and employment opportunities.
category, by significant locations of operation.

Example 2. Reduction in confirmed incidents ° Example 2. Reduction in total number of incidents of o
of corruption and actions taken against any discrimination (gender, race, class and other forms of

confirmed case of corruption. discrimination) and corrective actions taken.

Source: Matemane, R., 2022, “Towards value adding performance: A metric for executive compensation’, Doctoral Thesis, University of Johannesburg, Johannesburg; Matemane, R., Moloi,
T. & Adelowotan, M., 2022, ‘Appraising executive Compensation ESG-based indicators using analytical hierarchical process and delphi techniques’, Journal of Risk and Financial Management.

FIGURE 3: Pick, group and rank — third round survey.
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Environmental

1. Company's total consolidated
greenhouse gas (GHG) emission for
the current year and the cumulative
progress towards zero emission.

2. Amount of reductions in electricity
consumption achieved as a direct
result of conservation and efficiency
initiatives (in joules or multiples).

3. Company's initiatives in the current
year to help reduce its footprint on
water (for instance, seeking alternative
water sources, such as grey water or
rainwater capture systems).

4. Total weight of hazardous and
non-hazardous waste in the
current period.

5. Reduction in monetary value
of significant fines and total number
of non-monetary sanctions for
non-compliance with environmental
laws and regulations.

1. Number of initiatives the company
has (including policies and practices)
to promote economic inclusion when
selecting suppliers (forms of economic
inclusion may include: suppliers owned
by women; suppliers owned or staffed
by members of vulnerable,
marginalised, underrepresented
social groups or youth; previously
disadvantaged groups and small
and medium sized suppliers).

2.In South African context, the
payment should ideally be within
thirty days (from the receipt of an
invoice) consistent with the Treasury
Regulations and Public Financial
Management Act (PFMA).

3. Reduction in reported incidents of
gender-based violence occurring in
and around the workplace
(e.g., sexual harassment, violence
while traveling to workplace, including
while carrying out livelihood tasks such
as collecting water and firewood,
alcohol-related violence, etc.).

4. nitiatives in place (including policies
and codes) that promote and recognise
the right to freedom of association for
all workers along the value chain
(including the right to join any trade
union AND the right to collective\
bargaining).

5. Increase in number of
learnerships/internships specifically
aimed at the unemployed youth.

Governance

1. The extent to which the composition
of governance bodies is diversified in
terms of gender, age group, race, and
other indicators of diversity.

. Number of initiatives (including
systems and policies/codes) the
company has in addressing
workplace harassment (including
sexual harassment). Do the
initiatives explicitly extend to its
supply chain?

3. Reduction in confirmed
incidents of corruption and actions
taken against any confirmed case
of corruption.

4. Explicit,well-publicised measures
in place (including policies and
confidential complaint procedures)
for zero tolerance towards
gender-based violence and
harassment.

5. Mentoring Programs in place by
the Executives and implementation
of the same.

Source: Matemane, R., 2022, ‘Towards value adding performance: A metric for executive compensation’, Doctoral Thesis, University of Johannesburg, Johannesburg; Matemane, R., Moloi,
T. & Adelowotan, M., 2022, ‘Appraising executive Compensation ESG-based indicators using analytical hierarchical process and delphi techniques’, Journal of Risk and Financial Management.

GHC, Greenhouse gas.
FIGURE 4: Nonfinancial performance metrics for determining executive compensation.
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2. Not very confident

3. Very confident

4. Don't know
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you chosen ‘amend’ in the
1st column

Source: Matemane, R., 2022, ‘Towards value adding performance: A metric for executive compensation’, Doctoral Thesis, University of Johannesburg, Johannesburg; Matemane, R., Moloi,
T. & Adelowotan, M., 2022, ‘Appraising executive Compensation ESG-based indicators using analytical hierarchical process and delphi techniques’, Journal of Risk and Financial Management.

FIGURE 1: Matrix format — first round survey.
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2. Very important

3. Moderately important
4.slightly important

5. Not at all important

1. Extremely important
2. Very important
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5. Not at all important

2nd Survey
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Structure

1. Extremely important
2. Very important

3. Moderately important
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5. Not atall important

Source: Matemane, R., 2022, ‘Towards value adding performance: A metric for executive compensation’, Doctoral Thesis, University of Johannesburg, Johannesburg; Matemane, R., Moloi,
T. & Adelowotan, M., 2022, ‘Appraising executive Compensation ESG-based indicators using analytical hierarchical process and delphi techniques’, Journal of Risk and Financial Management.

FIGURE

ive-point Likert scale — Second survey questionnaire structure.
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TABLE 3: Social pillar indicators from the third round.

The least The most important Top five indicators and the percentage
important indicator of panel members agreeing on their
indicator (maximum) significance

(minimum)

2.4% (eleventh  21.4% (twenty- 21.4% (twenty-second), 19%,

indicator) second indicator) (twenty-first) 11.9% (twelfth), 9.5% (first

Percentage of
security personnel
trained in the
organisation’s
human rights
policies or
procedures that
are relevant to
operations.

Increase in number
of learnerships or
internships
specifically aimed at
the unemployed
youth.

and fourth indicators).

1. Number of initiatives the company
has (including policies and practices) to
promote economic inclusion when
selecting suppliers (forms of economic
inclusion may include: suppliers owned
by women; suppliers owned or staffed
by members of vulnerable, marginalised,
under-represented social groups or
youth; previously disadvantaged groups
and small and medium-sized suppliers).
2.1n the South Africa-n context, the
payment should ideally be within 30
days (from the receipt of an invoice)
consistent with the Treasury Regulations
and Public Financial Management Act
(PFMA).

3. Reduction in reported incidents of
gender-based violence occurring in and
around the workplace (e.g. sexual
harassment, violence while traveling to
the workplace, including while carrying
out livelihood tasks such as collecting
water and firewood, alcohol-related
violence, etc.).

4. Initiatives in place (including policies
and codes) that promote and recognise
the right to freedom of association for
all workers along the value chain
(including the right to join any trade
union and the right to collective
bargaining).

5. Increase in number of learnerships or
internships specifically aimed at
unemployed youth.
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TABLE 4: Governance pillar indicators from the third round.

The least
important
indicator
(minimum)

The most important
indicator (maximum)

Top 5 indicators and the % of panel
members agreeing on their
significance

2.4% (eleventh
indicator)

Percentage of
employees
belonging to
collective
bargaining
councils (trade
unions).

38.1% (first indicator)

The extent to which the
composition of
governance bodies is
diversified in terms of
gender, age group, race
and other indicators of
diversity.

38.1% (first), 11.9%, (thirty-second)
7.1% (eighteenth, twenty-second and
twenty-third).

1. The extent to which the composition
of governance bodies is diversified in
terms of gender, age group, race and
other indicators of diversity.

2. Number of initiatives (including
systems and policies or codes) the
company has in addressing workplace
harassment (including sexual
harassment). Do the initiatives
explicitly extend to its supply chain?
3. Reduction in confirmed incidents of
corruption and actions taken against
any confirmed case of corruption.

4. Explicit, well-publicised measures in
place (including policies and
confidential complaint procedures) for
zero tolerance towards gender-based
violence and harassment.

5. Mentoring programmes in place by
the executives and implementation of
the same.





