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Executive paycheck, symbol of the balance of powers between shareholders and executives

Agency theory, first launched in the United States during
the 1970s, addressed the issue of aligning the interests of
company executives with those of shareholders via the
lever of executive compensation. Forty years later, this
key governance issue is still extremely relevant. Efforts to
create a framework have accelerated in recent years, with
the widespread adoption of “say on pay” policies in most
of the developed countries. Although the overall trend
covers differing realities, depending on the country, it
underscores the growing weight of ESG factors in
shareholder concerns and in corporate management.

Executive compensation has traditionally been decided by
the company’s Board of Directors. In the face of the
massive inflation and lack of transparency on certain
elements of compensation, regulators and investors alike
have taken up the issue in the last few years, with the idea
of giving shareholders a greater say. It is in this framework
that “say on pay”, a practice which first emerged in the UK
from 2002 onwards, has grown and become widespread.
“Say on pay” means putting the terms of executive
compensation to the shareholder vote at Shareholders’
Meetings, and thereby fixing certain shortcomings in
shareholding democracy. However that the tool carries in
its very conception the seeds of its own inadequacy:
according to the approach adopted by regulators, “say on
pay” may be either advisory or mandatory upon
companies. In the first case, it leaves executives free to
override the results of voting, as happened at both Renault
and Alstom in France in 2016. Yet, most countries that
have implemented “say on pay” have opted for the
advisory approach.

It was in this context that the Sapin II law was passed in
France, applicable to Shareholders’ Meeting from 2017
onwards, the first round of which has now been
completed. Under the terms of the law, company
executives and Boards of Directors are now compelled to
abide by the results of such votes. The measure is
unusual in imposing an ex ante vote, to which the
compensation policy and chosen criteria are subject. It
requires companies to be more transparent and
informative in order to justify their policies. This is followed
by an ex post vote the following year, which monitors the
amounts allocated and ensures compliance with the terms
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and conditions laid down, subject toX suspension of
payment of the variable components of compensation. We
do positively view this new development, which is a step in
the right direction towards a fairer balance of powers
between shareholders and executives. Note that it is in full
accordance with our voting policy,as it improves
transparency and offers tighter control over certain
excesses.

The adoption of this law makes France the country with the
strictest regulation by any international comparison. Tighter
control over the terms of executive compensation is a
growing trend, however. In its Shareholders’ Rights
directive, the European Commission plans to extend “say
on pay” to all EU countries. While the directive leaves
some room for manoeuvre as to the advisory or binding
nature of the policy, it represents a first step that is clearly
intended to give shareholders a greater role this matter.
Note, too, that the pressure is coming not from regulators
alone, but also from shareholders themselves. The world’s
biggest investor, Norway’s sovereign wealth fund, which
holds 1.3% of global capitalisation, has spoken out in
favour of redesigning corporate compensation
mechanisms and has made its voice heard in opposition to
the compensation packages of a number of European and
US corporate executives. The weight of its influence and
its historic commitment to ESG issues offer a perfect
illustration of the shift taking place.

For several years now, the significant increase in executive
compensation, coupled with the lack of transparency over
the criteria on which it is based, has symbolised the
growing imbalance of powers between shareholders and
executives. The emergence and subsequent generalisation
of “say on pay” is a first step towards greater transparency
and shareholding democracy. The growing impact of ESG
issues within companies should steer a practice that
currently is mainly advisory towards a more binding
approach in the years ahead, ultimately turning into an
unquestionable power. At the same time we are very much
in favour of a more systematic introduction of non-financial
criteria into the standard compensation criteria. We
consider that this aspect, which is gradually developing
and which is central to our SRI rating process, is crucial in
order to secure the long-term companies sustainability.
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