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ince her appointment as Prime Minister on July 13, Theresa May has
made multiple statements on corporate governance during her
public speeches, whether at the G20 summit in Hangzhou in early
September or, more recently, the annual Conservative Party conference.
She had already announced her corporate governance reform commitments
during a speech made for the launch of the leadership campaign on July
11. After several observations made on the current situation regarding
companies’ social responsibility in the UK, she emphasized the need to
"change the way businesses are run" and submitted several proposals,
notably on remuneration issues. The department for Business, Innovation
and Skills (BIS) has rapidly addressed the issue by setting up a committee
to study the proposals made by Theresa May and launching a public
consultation mid-September.
Several recent controversies, in France or the UK, have indeed highlighted
the inadequacy of mechanisms aimed at monitoring executive pay,
underlined the apparent decorrelation between pay and performance, and
questioned the fairness of executive pay. Shareholders must therefore pay
more attention to the creation of long term value and ensure the
integration of this aspect into compensation systems. Pay equity also
deserves higher scrutiny from investors, for example through the
elaboration of appropriate voting policy or a strong engagement strategy.
Caught in the midst of passionate debates, investors are therefore required
to take position on these topics because of their fiduciary responsibility.
What preliminary thoughts does Theresa May’s speech propose? How were
these proposals welcomed by the financial sphere? Answering these two
questions will allow us to better understand strengths and limitations of
existing speeches on executive compensation
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Introduction

A recurring
debate more and
more addressed

The debate over executive compensation is not new. In the 2000s, public
accounting scandals in the United States highlighted the problematic
remuneration practices at companies like Enron, WorldCom, Fannie Mae,
and General Electric, launching discussions about the necessity of a
remuneration-specific regulatory framework. The United Kingdom played a
pioneering role in these issues by implementing an advisory shareholder
vote on the remuneration report in 2003. In the United States, the Dodd
Frank Act (2010) introduced the principle of a ratio of the CEO’s pay to the
median compensation of other employees, which finally materialized under
the leadership of the Securities and Exchange Commission (SEC) in August
2015. France is currently exploring the path of a binding vote on
compensation with the Sapin 2 Law passed on second reading by the
National Assembly in October. At the same time, public and investor
expectations seem to have increased as shown by the high rates of dissent
expressed at Annual General Meetings this year, both in France (Renault
and Alstom) and elsewhere (BP in the U.K.).

Issues at stake in the debate over executive
remuneration
The debate around remuneration revolves around two distinct concepts:
the link between pay and performance, and what is deemed (rightly or not)
to be an acceptable level of remuneration.

Pay for performance
Recent scandals have highlighted the lack of a clear link between
remuneration paid and performance achieved. At BP, for instance, the
salary of the CEO, Bob Dudley, increased by 20 percent between 2014 and
2015 while the company recorded a historic loss of $6.5 billion. Using a
more general approach based on historic data, Lucian Bebchuk and Jesse
Fried1 also emphasized the disconnection (if not decorrelation) between
pay and performance, particularly citing the failure of long-term
remuneration instruments based on stock or option awards. These analyses
were further confirmed by recent studies originating from the private sector
and think tanks, such as a 2014 publication by the High Pay Centre2, a
nonpartisan British think tank dedicated to compensation topics. This report
indicated that most executive compensation elements of FTSE 350
companies have increased at a rate far surpassing the evolution of their
key financial indicators.

1

Bebchuk, L. A. and J. M. Fried (2004), Pay Without Performance: The Unfulfilled
Promise of Executive Compensation, Cambridge, MA, Havard University Press
2
High Pay Centre (October 2014), Executive remuneration in the FTSE 350 – a focus
on performance-related pay
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Graph 1
Percentage change in median remuneration of FTSE 360
executives and selected corporate indicators (2000-2013)

Source: Mirova/High Pay Centre.

MSCI recently published a study3 on the evolution of remuneration issues in
the United States which came to similar conclusions. After analyzing 429
large US capitalizations during the period from 2006-2015, the companies
with the highest cumulative remuneration for their CEOs were those who
delivered the lowest yields.
Today, some academics4 believe that this decorrelation results from
frequent use of benchmarking with sector peers when defining the
remuneration policy, which makes the pay level depending on the size of
the company rather than its specific key indicators.

3

Ric Marshall, Linda-Eling Lee (July 2016), Are CEOs paid for performance?
Evaluating the Effectiveness of Equity Incentives
4
Gabaix, X. and A. Landier (2008), Why Has CEO Pay Increased So Much?, Quarterly
Journal of Economics 123: 49-100
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Graph 2
10-year TSRs comparing above vs below peer
summary pay medians

Source: Mirova/2016 MSCI ESG Research Inc. Reproduced by permission

Pay equity
Other controversies have focused on pay level. WPP’s CEO, Martin Sorell,
received a total package equal to 70.4 million pounds as the company
outperformed competitors like Publicis and Omnicom in recent years. Boris
Johnson, the current U.K. Secretary of State for Foreign Affairs, raised this
issue last year at a Conservative Party conference, drawing attention to the
fact that FTSE 100 chief executives were paid 25 times as much as their
average employee in 1980, and 130 times as much today. These figures
were further confirmed by a Manifest study5 in 2012. This year, a similar
debate erupted at Renault when Carlos Ghosn appeared to receive 7 million
euros in total remuneration for his position as the company’s CEO. This
amount doubled when the compensation he received from his executive
position at Nissan was considered, leading the High Committee of
Corporate Governance (HCGE) to assert that "executive compensation [...]
must be measured, balanced, equitable [...]."
The figures speak for themselves in regard to wage trends since the 1990s:
the median remuneration of the S&P500’s CEOs stood at $2.3 million in
1992 versus a total amount of $7.2 million in 2001 (the amount has
stabilized at this level since6). While some, like Thomas Piketty, argue for
higher taxation of high incomes in order to meet the challenge of increased
income inequality, other organizations, such as the SEC, choose instead to

5

Manifest/MM&K Director’s Remuneration Survey, 2012
Carola Frudman & Dirk Jenter (2010), CEO Compensation, NBER Working Paper No.
16585
6
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explore a compensation ratio intended to prevent abuses and scandals like
those in 2008-2009 from happening again. However, few academic studies
have been produced thus far which assess the impact of such measures,
likely due to the limited time scale.

Theresa May’s program
The program announced by Theresa May regarding governance issues has
the potential to directly echo the abovementioned concerns.

Observations

Theresa May’s
strong proposals
address both
issues of
performance and
equity

In her speech made for the launch of the leadership campaign, Theresa
May does not hesitate to emphasize the importance of corporate
governance, accurately targeting the two previously mentioned issues and
acknowledging the decorrelation between performance and remuneration.
“The FTSE, for example, is trading at about the same level as it was
eighteen years ago” she said, indicating that “in the same time period
executive pay has more than tripled.” She concludes that “there is an
irrational, unhealthy and growing gap between what these companies pay
their workers and what they pay their bosses”.
More unexpectedly, Theresa May enlarge the reflection on remuneration to
the more technical issue of board composition, promising that employees
will enter boards as directors. Indeed, the responsibility for establishing a
compensation policy lies in boards’ hands. By encouraging the
representation of companies’ various stakeholders at the board level, one
may expect that the issue of equity would be better handled. Though the
1977 Bullock Report strongly encouraged such a presence of employee
representatives on boards in the UK, the practice never materialized while
employees’ participation in governance bodies is a widespread practice in
Europe, including Nordic countries, France, and Germany. Such discourse
serves to open the debate around the very shareholder-focused existing
global governance model and suggests that the current model may have
reached its limits. Furthermore, it calls for re-evaluation and revalorization
of employees’ expectations and, more generally, of civil society as a whole.

Propositions
Theresa May proposes several actions which foster these evolutions:






Reinforce shareholder rights on remuneration topics, through a binding
vote on the remuneration report;
Require a more comprehensive disclosure, especially through the
publication of a pay ratio like the one implemented in the US;
Simplify remuneration structures, specifically those pertaining to
bonuses, in order to better align executives’ remuneration with longterm company performance;
Establish employee representation at board level.
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It is worth noting that the latter two recommendations echo those made by
the Investment Association, a professional organization comprised of U.K.
players in asset management. Remarking that executive compensation has
become "too complex" and "does not fulfill its role," the association
launched a working group dedicated to remuneration topics in autumn
2015 and published its findings in a report on July 27th, 20167. Similarly,
these subjects have been highlighted by the Corporate Governance Code
issued by the AFEP-MEDEF in France.

Conclusion
Mirova can only welcome these proposals as do some representatives of
the political or financial world who have joined their voices to Theresa
May’s one.
Fidelity, one of the largest asset managers in the U.K., has already
expressed support for certain proposals concerning compensation. Dominic
Rossi (Global Investment Director) underlined that such changes would
“add significant momentum to [their] efforts to better align executive pay
rewards with shareholder interests.” In the same way, the
recommendations published by the Investment Association insist on the
need for simplification of compensation structures and "better alignment of
interests between shareholders, executives and the company" according to
Nigel Wilson, Chair of the Working Group. Without any doubt, continued
vigilance and monitoring must exist at shareholders’ level as measures
implemented so far to establish a clear link between pay an performance
have failed (e.g., non-binding vote on remuneration reports). Having no
direct control over the design of remuneration policies, shareholders can
legitimately claim to greater expectations on these subjects. As such,
Mirova pays special attention to the quality and level of disclosure of
information.

Our role as
investors is to incite
companies to take
ownership of this
theme of value
creation and
distribution

Behind the seemingly unanimous support for Theresa May’s proposals, it
should be recognized that the positions expressed generally do not address
the issue of pay equity but rather focus on the link between pay and
performance. We think that both the pay-performance gap and pay equity
need to be addressed with equal attention as the existence of inequalities is
becoming a growing concern but also as we believe that equity, by
fostering cohesion within the company, is also a factor of long-term
performance. As investors, what can be our contribution? If our role is not
to substitute for the legislator, we can incite companies, through our voting
& engagement policy, to take owership of this theme of pay equity and
more broadly, that of value’s creation and distribution. We encourage
companies to take measures by adopting a remuneration policy addressing
explicitly this issue that would be established by the board and (ideally)
approved by its shareholders and its employees (via, for example, a better
representation on boards).
Mirova therefore welcomes the positions of Theresa May and sees a positive
signal to continue the dialogue it has established with companies on the
touchy issue of executive compensation that is at the heart of the debate
on corporate governance.

7

Report from Investment Association (2016)
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Summary of Mirova’s engagement initiatives on remuneration topics
Voting policy
Guidelines

Mirova8 votes against remuneration
elements submitted to shareholders’ if the
level of disclosure is insufficient and/or if
there is no alignment with the long-term
performance of the company

Engagement principles
Exercise of voting rights

Theme

Dissent level on remunerations
proposals equal to 57% in 2015

Promoting integration of E&S
issues into compensation and
challenging the choice of extrafinancial criteria compared to the
company’s sector and its ESG
strategy

Dissent level on say-on-pay
proposals equal to 44% in 2015

Pay for performance

Pay for performance
Mirova also votes against remuneration
elements submitted to the vote if the
executives’ remuneration does not include
environmental and social criteria

Pay equity

8

Mirova’s voting policy

Initiatives

Mirova has decided since 2016 to vote
against remuneration components if the
company does not provide sufficient
information to assess how the principle of
equality into the remuneration has been
taken into account and/or if there are no
mechanisms allowing employees to share in
the company’s profits

Promoting the alignment of
stakeholders’ compensation with
the creation of value, especially in
light of objectives announced
under the strategic plan

Dissent level on long-term
incentive plans equal to 70% in
2015

Dissent level on say-on-pay
proposals equal to 62% over the
first half of 2016

Pay equity

Discussing how other stakeholders’
interests are taken into account in
setting executives’ remuneration
policy and encouraging the
integration of the principle of
equity when designing executive
remuneration structure and setting
amounts

Promoting the integration
employees representatives at
board and committees level
questioning their position on
remuneration policy

of
the
and
the

119 one-to-one engagement
initiatives with companies on
the integration of CSR issues
into governance structures

72 one-to-one engagement
initiatives with companies on
the distribution of value
amongst stakeholders
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Disclaimer
MIROVA
Regulated by AMF under n°GP 02-014
Limited liability company - Share capital € 7 461 327, 50
RCS Paris n°394 648 216
Registered Office: 21 quai d’Austerlitz – 75 013 Paris
Mirova is a subsidiary of Natixis Asset Management
Under Mirova’s social responsibility policy, and in accordance with the treaties signed
by the French government, the funds directly managed by Mirova do not invest in
any company that manufactures sells or stocks anti-personnel mines and cluster
bombs.
This document is a non-contractual document and serves for information purpose
only. This document may not be used for any purpose other than that for which it
was conceived and may not be copied, distributed or communicated to third parties,
in part or in whole, without the prior written consent of Mirova. This Presentation
may not be used in some jurisdictions where such offers or promotions have not
been authorized by the competent authorities. Each investor must ensure he
complies with these requirements and prohibitions.
No information contained in this document may be interpreted as being contractual
in any way. Information contained in this Presentation is based on present
circumstances, intentions and beliefs and may require subsequent modifications. No
responsibility or liability is accepted by Mirova towards any person for errors,
misstatements or omissions in this Presentation or, concerning any other such
information or materials, for the adequacy, accuracy, completeness or
reasonableness of such information. While the information contained in this
Presentation is believed to be accurate, Mirova expressly disclaims any and all
liability for any representations, expressed or implied, with respect to this
Presentation or any other written or oral communication to any interested party in
the course of the preparation of information concerning the Fund. Prices, margins
and fees are deemed to be indicative only and are subject to changes at any time
depending on, inter alia, market conditions. Mirova reserves the right to modify any
information contained in this document at any time without notice. More generally,
Mirova, its parents, its subsidiaries, its reference shareholders, the funds MIROVA
manages and its
directors, its officers and partners, its employees, its
representative, its agents or its relevant boards will not be held liable on the basis of
the information disclosed in this document, nor for any use that a third party might
make of this information. This document consists of a presentation created and
prepared by Mirova based on sources it considers to be reliable. However, Mirova
does not guarantee the accuracy, adequacy or completeness of information obtained
from external sources included in this document
Additional notes:
Outside the United States, this communication is for information only and is intended
for investment service providers or other Professional Clients. This material may not
be redistributed, published, or reproduced, in whole or in part. Although Natixis
Global Asset Management believes the information provided in this material to be
reliable, including that from third party sources, it does not guarantee the accuracy,
adequacy or completeness of such information.
In the EU (ex UK): This material is provided by NGAM S.A. or one of its branch
offices listed below. NGAM S.A. is a Luxembourg management company that is
authorized by the Commission de Surveillance du Secteur Financier and is
incorporated under Luxembourg laws and registered under n. B 115843. Registered
office of NGAM S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of
Luxembourg. France: NGAM Distribution (n.509 471 173 RCS Paris). Registered
office: 21 quai d'Austerlitz, 75013 Paris. Italy: NGAM S.A., Succursale Italiana (Bank
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of Italy Register of Italian Asset Management Companies no 23458.3). Registered
office: Via Larga, 2 - 20122, Milan, Italy. Germany: NGAM S.A., Zweigniederlassung
Deutschland (Registration number: HRB 88541). Registered office: Im Trutz
Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany.
Netherlands: NGAM, Nederlands filiaal (Registration number 50774670). Registered
office: World Trade Center Amsterdam, Strawinskylaan 1259, D-Tower, Floor 12,
1077 XX Amsterdam, the Netherlands. Sweden: NGAM, Nordics Filial (Registration
number 516405-9601 - Swedish Companies Registration Office). Registered office:
Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: NGAM, Sucursal en España.
Registered office: Torre Colon II - Plaza Colon, 2 - 28046 Madrid, Spain.
In Switzerland: Provided by NGAM, Switzerland Sàrl, Rue du Vieux Collège 10,
1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6,
8001 Zürich.
In the UK: Approved for use by NGAM UK Limited, authorized and regulated by the
Financial Conduct Authority (register no. 190258). Registered Office: NGAM UK
Limited, One Carter Lane, London, EC4V 5ER.
In the DIFC: Distributed in and from the DIFC financial district to Professional
Clients only by NGAM Middle East, a branch of NGAM UK Limited, which is regulated
by the DFSA. Related financial products or services are only available to persons who
have sufficient financial experience and understanding to participate in financial
markets within the DIFC, and qualify as Professional Clients as defined by the DFSA.
Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257,
DIFC, Dubai, United Arab Emirates.
In Singapore: Provided by NGAM Singapore (name registration no. 53102724D), a
division of Natixis Asset Management Asia Limited (company registration no.
199801044D). Registered address of NGAM Singapore: 10 Collyer Quay, #14-07/08
Ocean Financial Centre, Singapore 049315.
In Taiwan: This material is provided by NGAM Securities Investment Consulting
Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial
Supervisory Commission of the R.O.C. Registered address: 16F-1, No. 76, Section 2,
Tun Hwa South Road, Taipei, Taiwan, Da-An District, 106 (Ruentex Financial Building
I), R.O.C., license number 2012 FSC SICE No. 039, Tel. +886 2 2784 5777.
In Japan: Provided by Natixis Asset Management Japan Co., Registration No.:
Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of
Business: The Company conducts discretionary asset management business and
investment advisory and agency business as a Financial Instruments Business
Operator. Registered address: 2-2-3 Uchisaiwaicho, Chiyoda-ku, Tokyo.
In Hong Kong: This document is issued by NGAM Hong Kong Limited and is
provided solely for general information only and does not constitute a solicitation to
buy or an offer to sell any financial products or services.
In Australia: This document is issued by NGAM Australia Pty Limited (NGAM Aust)
(ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general
information of financial advisers and wholesale clients only.
In New Zealand: This document is intended for the general information of New
Zealand wholesale investors only and does not constitute financial advice. This is not
a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA)
and is only available to New Zealand investors who have certified that they meet the
requirements in the FMCA for wholesale investors. NGAM Australia Pty Limited is not
a registered financial service provider in New Zealand.
In Latin America: This material is provided by NGAM S.A.
In Mexico: This material is provided by NGAM Mexico, S. de R.L. de C.V., which is
not a regulated financial entity with the Comisión Nacional Bancaria y de Valores or
any other Mexican authority. This material should not be considered an offer of
securities or investment advice or any regulated financial activity. Any products,
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services or investments referred to herein are rendered exclusively outside of
Mexico.
In Uruguay: This material is provided by NGAM Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay.
Registered office: WTC – Luis Alberto de Herrera 1248, Torre 3, Piso 4, Oficina 474,
Montevideo, Uruguay, CP 11300.

Mirova is a subsidiary of Natixis Asset Management- Limited liability company Share capital € 7 461 327, 50 - Regulated by AMF under n°GP 02-014RCS Paris
n°394 648 216-Registered Office: 21 quai d’Austerlitz - 75 013 Paris
NATIXIS ASSET MANAGEMENT- Limited Company - Share Capital: €50 434 604,76 Regulated by AMF: GP 90-009- RCS Paris n°329 450 738 Registered Office: 21 quai
d’Austerlitz - 75634 Paris
NGAM S.A. - Luxembourg management company authorized by the- CSSF (RCS
Luxembourg B 115843) 2, rue Jean Monnet L - 2180 Luxembourg
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