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Abstract

Although the recent corporate governance initiative of tying environmental, social, and governance
(ESG) targets to executive compensation is gaining popularity in developed economies, difficulties have
been reported in their identification and selection due to a heterogeneity of stakeholder interests.
Drawing on the agency and stakeholder theories, we apply the concept of materiality for the design of
ESG targets in executive compensation and tests its effects on corporate financial and non-financial
performance. By focusing on a unique sample of S&P 1,500 companies from 2011 to 2019, we find that
material CSR contracting has a negative effect on market-based financial performance and a positive
one on environmental performance. These results are robust to endogeneity and further tests suggest
that this approach provide greater effects than simply adding general ESG targets in executive
compensation. These findings imply a trade-off between corporate financial performance and
corporate non-financial performance in the short-term which raises questions about the primary
motivations of corporations and the soundness of shareholder-oriented materiality frameworks.

https://journals.aom.org/doi/abs/10.5465/AMBPP.2022.12151abstract 1/2


https://doi.org/10.5465/AMBPP.2022.12151abstract
https://journals.aom.org/

02/02/2024, 15:58

<

CSR Contracting, Materiality, and Their Effects on Financial and Non-financial Performance | Academy of Management Proc...

ACADEMY OF
Management

Academy of Management

555 Pleasantville Road, Suite N200
Briarcliff Manor, NY 10510-8020, USA
Phone: +1 (914) 326-1800

Fax: +1 (914) 326-1900

https://journals.aom.org/doi/abs/10.5465/AMBPP.2022.12151abstract 2/2


http://aom.org/
http://aom.org/
https://aom.org/privacy-policy
https://aom.org/about-aom/branding-guidelines
http://atypon.com/

