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Abstract

This literature review summarizes previous quantitative archival research on

sustainability-related executive compensation (SREC) as the overarching research

method in this field. Based on stakeholder agency theory, we included 66 peer-

reviewed studies on the determinants (governance, financial, and sustainability

drivers) and consequences of SREC on firm value (financial and sustainability conse-

quences). Regarding SREC, we differentiated between the Chief Executive Officer

(CEO) and the total executive level. Although we note a lower attraction of SREC

research on possible determinants, there are clear indications that SREC has a posi-

tive effect on sustainability performance. In contrast to the business case argument

for sustainability, this is not true for financial performance. We find major limitations

and research gaps in previous studies that should be recognized in future studies

(e.g., differentiation between symbolic and substantive use of SREC). Our results are

mainly important for researchers, business practice and regulatory bodies.
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1 | INTRODUCTION

This study focuses on sustainability-related executive compensation

(SREC) as the inclusion of environmental and/or social aspects in the

variable executive compensation for executive directors. Specifically,

we are interested in the governance, financial, and sustainability

determinants of SREC and its financial and sustainability conse-

quences. SREC, as a modern corporate governance mechanism, is a

relevant topic for the following reasons. The inclusion of SREC is still

voluntary in most settings, highly recommended by several institu-

tions (Adu et al., 2022), and already recognized by many firms. More-

over, controversial discussions on the specific dimensions of SREC

have emerged (Walker, 2022). The literature on business

administration promotes the inclusion of environmental and/or social

goals in executive compensation (e.g., Adu et al., 2022), among others,

but law scholars have recently raised major concerns about it

(Bebchuk & Tallarita, 2022; Walker, 2022). Our analysis is based on

stakeholder agency theory (Hill & Jones, 1992) and assumes an

incentive-alignment between top managers and stakeholders using

SREC (Hill & Jones, 1992). The implementation of SREC can decrease

agency conflicts (information asymmetries and conflicts of interest)

because executive directors will be paid for recognizing specific envi-

ronmental and/or social goals (Almici, 2023). However, SREC may be

used as a pure marketing tool to signal ethical behavior to stake-

holders (Winschel & Stawinoga, 2019). This stresses the heteroge-

neous results of previous research.
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In comparison with the number of reviews on financial-related

CEO compensation (e.g., Aggarwal, 2008; Bebchuk & Fried, 2010a,

2010b; van Essen et al., 2015), we know very little about the major

determinants and consequences of SREC. Thus, this study presents a

structured literature review of archival studies regarding SREC. As

Winschel and Stawinoga (2019) is the only review on SREC, we

describe in detail the differences in our approach, the major research

gaps, and our key contribution. First, Winschel and Stawinoga (2019)

included various studies on long-term financial compensation as

SREC. They refer to either (long-term) financial or environmental and

social goals in executive compensation. This strategy may be related

to the low number of empirical studies on environmental and/or social

goals in management pay when they prepared their study. In our anal-

ysis, we are interested in the inclusion of environmental and/or social

components in executive compensation to ensure an increased com-

parability of the included studies. Furthermore, a comparative analysis

of this restricted SREC concept is extremely useful due to the increas-

ing awareness of environmental and/or social goals in management

pay in recent years. We also stress the limitations and formulate inno-

vative research recommendations exclusively for SREC in this

restricted definition.

Second, in contrast to Winschel and Stawinoga (2019), we are

only interested in archival studies to show the main statistical rela-

tionships between the determinants and consequences of SREC. This

restriction is linked to the increased comparability and validity of our

research. Third, Winschel and Stawinoga (2019) did not clearly differ-

entiate between the CEO and executive levels. Conversely, we clearly

differentiate between the two levels, as there are major pay differ-

ences between the CEO and other executive directors in business

practice. Fourth, as archival research on SREC has greatly increased in

recent years, we have a final sample of 66 studies compared with

Winschel and Stawinoga (2019)'s number of 37 studies. Only 10 stud-

ies from our literature review were also reflected in Winschel and Sta-

winoga (2019) study. Fifth, as Winschel and Stawinoga (2019)

presented a complex research structure with various proxies in their

review, we rely on the separation in governance, financial, and sus-

tainability determinants, as well as the financial and sustainability con-

sequences for firm value. This strategy allows for a better

comparative analysis of the major attributes.

Finally, due to the heterogeneous use of previous literature, there

is a strong need for a detailed and comparative analysis of the respec-

tive SREC proxies and the designs of archival SREC studies. Thus, in

contrast to Winschel and Stawinoga (2019), we refer to the sub-pillars

of sustainability, such as environmental and social issues. This pre-

sents the key contributions of the present literature review. In detail,

we selected 66 peer-reviewed archival studies on SREC and posed

the following major research questions based on stakeholder agency

theory:

1. What are the main determinants of the voluntary inclusion of SREC,

based on governance, financial and sustainability determinants?

2. What corporate financial and sustainability consequences are related

to SREC?

Our structured literature review indicates that many research

results on specific firm determinants or consequences were either too

low in number or too heterogeneous. We found many research gaps

related to significant research gaps. However, there are clear indica-

tions that SREC increases corporate sustainability performance. This

is in accordance with our stakeholder agency-theoretical framework,

which assumes a positive effect of SREC on stakeholder satisfaction.

One major implication of our review is that SREC may be a positive

contributor to successful stakeholder management. However, previ-

ous research does not mainly support the business case argument for

sustainability, assuming a positive relationship between SREC and

future financial performance. This implication may be related to either

conflict of interests between shareholders and other stakeholders

concerning SREC or a lack of integration of financial and sustainability

goals in compensation contracts. Our literature review extends and

complements the scholarship on archival sustainable board gover-

nance. We stress the significant limitations of previous research and

present useful recommendations for future research, based on con-

tent and methodological aspects. We see an urgent need to increase

our knowledge of stakeholder pressure and reactions to SREC in

archival research in accordance with stakeholder agency theory.

This article is structured as follows. First, we explain our stake-

holder agency theoretical framework and the key determinants of

SREC and its firm consequences (Section 2). We then stress the objec-

tives and explain the research method (Section 3). Section 4 provides

an overview of the key findings of the literature review, the biblio-

metric and descriptive content analysis (4.1), determinants (4.2), con-

sequences for firm value (4.3) and key results (4.4). Section 5

discusses the main implications, the limitations of previous research,

and the possibilities for future research on SREC, as well as provides a

summary of the study.

2 | THEORETICAL FRAMEWORK

Previous literature on SREC predominantly used either principal agent

theory (Jensen & Meckling, 1976; Ross, 1973) or stakeholder theory

(Freeman, 1984). Other theories, such as institutional, managerial

power, and resource dependence theories, are of low relevance. Our

goal is to present the current status of archival research on the gover-

nance, financial, and sustainability determinants of SREC and its con-

sequences for firm value. We need a management theory to specify

possible drivers and an economic theory to analyze the market reac-

tions of SREC. Thus, this literature review is based on stakeholder

agency theory (Hill & Jones, 1992) as a useful combination of two

dominant theories (Winschel & Stawinoga, 2019) and a good mix of

management and economic perspectives.

Stakeholder agency theory assumes that executive directors have

a contractual relationship with a broad range of stakeholders (Hill &

Jones, 1992). Thus, top managers are requested to recognize stake-

holders' demands in business strategies and processes. As the classical

agency problems of conflicts of interests and information asymmetries

(Jensen & Meckling, 1976; Ross, 1973) can also be related to top
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managers and stakeholders, these problems may be solved by incen-

tive alignment and monitoring (Hill & Jones, 1992). Corporate gover-

nance deals with solid supervision and control mechanisms to change

the attitude of top managers (Shleifer & Vishny, 1997). The inclusion

of environmental and/or social goals in executive remuneration as an

incentive alignment represents a major instrument for decreasing

agency conflicts (Adu et al., 2022). From a traditional view, compensa-

tion packages are mainly linked to financial goals and short-term pref-

erences (Velte, 2023a, 2023b, 2023c). By contrast, SREC should

increase the extrinsic motivations of executive directors to include

substantive sustainable management and implement ambitious envi-

ronmental and social business strategies (Winschel &

Stawinoga, 2019). Therefore, we assume that SREC leads to better

stakeholder relationships and firm reputation (Gao et al., 2023). The

positive consequences for firms may be related to increased financial

and sustainability performance. The positive connection between sus-

tainability and financial performance is highlighted in the “business
case argument” for sustainability (Schaltegger et al., 2019). This con-

cept assumes that SREC, as an inclusion of financial and sustainability

goals, can satisfy both shareholders and other stakeholders

(Schaltegger et al., 2019).

As the recognition of SREC is voluntary in most regimes and is

subject to management discretion in accordance with potential conse-

quences for firms, stakeholder agency theory can also explain specific

firm determinants (Hill & Jones, 1992). Corporate governance charac-

teristics other than SREC and country governance may also have a

major effect on SREC (Velte, 2023a, 2023b, 2023c). Either a comple-

mentary or a substitutive relationship can be assumed, leading to

increased or decreased motivation to include SREC. Potential pressure

to recognize SREC can come from the board of directors or owners

(Ikram et al., 2019). Referring to cross-country settings, specific coun-

try effects (e.g., shareholder rights or enforcement strength) influence

management decisions. The inclusion of SREC requires increased

resources, such as implementation costs or monitoring costs. Conse-

quently, financial aspects as slack resources may be the precondition

for a future recognition of SREC (Ittner et al., 1997). Firms may also

be more aware of SREC if prior sustainability efforts are successful or

if stakeholder relations are more intensive. Thus, sustainability perfor-

mance may be a relevant determinant of SREC. In this context, sus-

tainability performance refers to environmental and/or social

performance to differentiate it from our financial performance cate-

gory. As financial performance is mainly linked to shareholders' wealth

and economic performance, sustainability performance leads to stake-

holder value and the sustainable transformation of business.

In the following section, we present our conceptual framework

and the categories of determinants and consequences of SREC based

on these stakeholder agency-related explanations.

3 | CONCEPTUAL FRAMEWORK,
OBJECTIVES, AND RESEARCH METHOD

Figure 1 provides an overview of the conceptual framework for the

literature review. In accordance with prior frameworks

(e.g., Winschel, 2022), we stress the main firm- and country-related

determinants of SREC and its effect on firm value. According to

Winschel (2022), governance aspects are one of the major determi-

nants of SREC. Based on our stakeholder agency-theoretical frame-

work, opportunistic management behavior can be linked to SREC,

leading to a symbolic implementation in contrast to stakeholder

demands. Proper governance mechanisms at the corporate and coun-

try levels are needed as a monitoring tool to increase the sensibility of

the board to include SREC with high quality. Moreover, Winschel

(2022) and Winschel and Stawinoga (2019) also highlighted the need

for adequate financial and sustainability resources as a major require-

ment for SREC. Financial and sustainability slack increases the proba-

bility that firms will implement SREC as a substantive management

tool in accordance with stakeholder preferences. Moreover, based on

the business case argument for sustainability, SREC may be related to

positive consequences for firm value. Shareholders and other stake-

holders may include information about SREC in their decision-making

processes, leading to increased firm reputation and related financial

 

CONSEQUENCES FOR 
FIRM VALUE

DETERMINANTS

Executive levelGovernance determinants

Financial determinants

SREC LEVEL

CEO level

Sustainability 
consequences

Financial consequences

Sustainability determinants

STAKEHOLDER AGENCY THEORY:
SREC as incentive alignment between executives and stakeholders

F IGURE 1 Conceptual framework
on sustainability-related executive
compensation (SREC).
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and sustainability consequences. Therefore, we formulated the fol-

lowing major research questions of our study:

1. Which governance, financial, and sustainability determinants

affect SREC?

2. What are the consequences of SREC on firm value, based on financial

and sustainability aspects?

We note a great diversity of the collected data, study approaches,

theoretical frameworks, and analytical techniques in previous

empirical research on SREC, which is linked to an increased complex-

ity. Thus, it is a great challenge to structure the key results of previous

studies and to highlight the tendencies and research gaps in

previous research. Table 1 summarizes the heterogeneous use of the

variables used in the included research articles.

In the following section, we explain the selection of our research

method and the related steps involved in selecting the relevant litera-

ture. In this context, we followed the guidelines of Massaro et al.

(2016). There are different types of literature reviews (e.g., narrative,

research synthesis, systematic and structured literature reviews). As

TABLE 1 Included variables of the literature review.

Determinants (independent variable(s))

Sustainability-related

executive
compensation (SREC) Consequences for firm value (dependent variable(s))

1. Governance:
a. Board composition:

• Gender diversity

• Compensation committee

• CSR committees (dummy; sustainability

expertise)

• Board independence

• Board size

• Classified boards

• Board cooption

• CEO power

• CEO duality

• Director experience of using SREC in

other firms

• Abnormal executive compensation

b. Ownership structure:

• (Sustainable/long-term) institutional

ownership

• Ownership structure

• Block ownership

• Managerial/CEO ownership

c. Country governance:

• Social and environmental regulatory

pressure

• EU Non-Financial Reporting Directive:

mandatory ESG reporting

• Country-related ESG performance

• Board regulations

2. Financial determinants:
• (environmentally sensitive) Industry

• Firm size

• Earnings volatility; noise in financial

performance

• Growth rate

• Product life cycle

• Financial performance (ROA)

3. Sustainability determinants:

• Corporate sustainability assurance

• CSR performance; carbon performance

• Resource efficiency policy

• Innovation-oriented strategy

• Strategic quality initiatives

• Sustainability business plans;

declaration of carbon neutrality goals

and target-related year

1. Executive level:
• Dummy (CSR/ESG;

environmental; social))

• Dummy (environmental

quality manager, plant

manager)

• Ratio (CSR/ESG)

• Qualitative versus

quantitative/hard

targets;

• Objective versus

subjective targets

2. CEO level:

• Dummy (CSR/ESG;

environmental; social)

• Ratio (CSR/ESG)

• Number of CSR/ESG

dimensions

• Majority of quantitative

measures

1. Sustainability consequences:
• CSR performance and subpillars

• Environmental practices; environmental product innovation

strategy; environmental (carbon) activities; environmental

investments; environmental regulatory performance; environmental

capital expenditures

• Pollution prevention performance

• Emission performance; toxic emission reduction; toxic release index

• Energy performance

• Water performance

• Resource use performance

• Carbon reduction management; carbon performance

• Waste management

• Compliance performance

• Spill performance

• Long-term orientation in business reports

• Pay-for-sustainability sensitivity; CEO bonus pay sensitivity to

shareholder return

• Innovation (patents; green patents); R&D investments

• Employee innovation productivity

• Corporate sustainability assurance; carbon assurance

• Corporate sustainability reporting and subpillars (e.g., sustainably

supply chain reporting)

• Climate reporting

• Integrated reporting

2. Financial consequences:
• Accounting-based: ROE, ROA volatility

• Market-based: Tobin's Q; shareholder return

• Earnings management

• CEO performance-induced turnover

• Non-transient institutional ownership; shareholder voting support;

engagement, voting support and ratio of institutional ownership

• Excess annual cash bonus

• Cost of equity

• Price volatility

• Firm risk

3122 VELTE

 15353966, 2024, 4, D
ow

nloaded from
 https://onlinelibrary.w

iley.com
/doi/10.1002/csr.2741 by U

niversitaet Lueneburg Zeitsch, W
iley O

nline Library on [18/11/2025]. See the Term
s and C

onditions (https://onlinelibrary.w
iley.com

/term
s-and-conditions) on W

iley O
nline Library for rules of use; O

A
 articles are governed by the applicable C

reative C
om

m
ons License



we rely on a structured literature review, we briefly clarify the major

differences between structured, systematic, and narrative reviews. In

contrast to systematic or narrative reviews, we require a rigid struc-

ture in the included papers. This specifically relates to the variety of

SREC proxies and the distinction between performance and reporting

as well as the basic structure of determinants and consequences. As

we aim to account for archival research and the economic relation-

ships between related proxies, a structured literature review is more

useful than other literature reviews, which are more open-ended in

terms of structure (Massaro et al., 2016). In the following, we present

Massaro et al. (2016) steps for developing a structured literature

review. We remain consistent with the literature review protocol pre-

sented by these authors.

First, we identified our research gap and focus. In contrast to

Winschel and Stawinoga (2019), this review focuses on quantitative

archival research as the dominant research method and CSR-related

executive compensation. We present the main drivers and conse-

quences of SREC, differentiating between the total executive and

CEO levels. Second, we determined the types of studies and con-

ducted a comprehensive literature search. We used Scopus and Web

of Science databases to conduct the literature review (Thorpe

et al., 2005; Tranfield et al., 2003). We use asterisks to capture related

terms and we include relevant keywords (“compensation”, “remunera-

tion”, “pay”, “incentives”, in connection with “CSR“, “ESG”, “sustain-
ability”, “environment”, “social”, “governance”, “carbon”, “climate”,
“executives”, “top management”, “CEO”, and “directors”, and mixed

terms) (“CSR-related compensation”, “ESG-related compensation”,
“CSR-linked compensation”, “ESG-linked compensation”, “sustainabil-
ity-related compensation”, and related terms). We start with an initial

sample of 178 studies.

Then, we set the exclusion criteria. As stated previously, we

restrict our literature review to quantitative archival research. As

archival research represents the dominant research method in view of

a few qualitative or conceptual designs, we are interested in studying

the determinants and consequences of SREC. This leads to the exclu-

sion of 32 studies. In contrast to Winschel and Stawinoga (2019), we

excluded pure long-term financial-related compensation studies from

“sustainability”. We are interested in SREC, which is related to the tri-

ple bottom line as financial, environmental, and social goals. Thus, we

deleted another 48 studies. Articles published in English in high-

quality journals with double-blind review processes were recognized

solely. In this context, we refer to well-known international journal

rankings (Journal Citation Reports, VHB-Jourqual, SC Imago

Journal Rank, TI Journal List, Journal Quality List, ABDC Journal Qual-

ity List, and Financial Times Research Rank) and exclude any study

not included in at least one of these lists. Thus, 32 more studies were

excluded. Most studies include archival data for selecting indepen-

dent, dependent, and control variables for their regression models

(e.g., Refinitiv or Bloomberg as external ESG databases). Some studies

used mixed-method design and obtained primary data, such as con-

tent analyses of sustainability or compensation reports. We do not set

a temporal limitation on included studies. This screening process

resulted in a final sample of 66 studies for this literature review.

Figure 2 illustrates the sample selection process.

Finally, we coded these studies in accordance with the selected

(sub-)constructs and previously developed framework. Using

vote-counting methodology (Light & Smith, 1971), we measured the

significant findings and their indicators. Table 2 presents the signifi-

cant positive coefficients (+), negative coefficients (�), and insignifi-

cant results (+/�).

4 | KEY FINDINGS

4.1 | Bibliometric and descriptive content analysis

Figures 3–9 show the results of the bibliometric and descriptive analy-

sis of the literature review. Figure 3 stresses an increased awareness

of SREC research in recent years (2021–2023). Figure 4 shows that

both cross-country and single studies were often conducted with a

focus on a US setting. Based on Figure 5, management & sustainability

journals represent the most important publication outlet in compari-

son to disciplinary accounting and finance journals. Among others, the

“Journal of Business Ethics” and “Corporate Governance” were often

included. As Figure 6 indicates, most research is linked to the impact

of SREC on firm value, while analyses on determinants are of lower

attraction yet. Figure 7 illustrates that the validity of prior research is

limited due to the dominant use of SREC as a dummy variable. Other

proxies, such as the ratio or the specification of either environmental-

or social-related goals were rarely included. Moreover, in line with

Figure 8, the incentive function of SREC based on classical principal

agent theory was mainly discussed. However, stakeholder theory, as a

counterpart of agency theory, was also recognized at a moderate

level. Finally, as shown in Figure 9, many studies did not properly

 

178 studies
Initial sample after use of

keywords

- 32 studies No archival study

- 48 studies
No SREC study (triple

bottom line)

- 32 studies

No double-blind English 

journals based on 

international rankings

= 66 studies
Final sample included in the

literature review

F IGURE 2 Selection process of the final sample.
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TABLE 2 Main results of the literature review.

Determinants

(independent variable(s))

Sustainability-related executive

compensation (SREC) Executive level

Sustainability-related executive

compensation (SREC) CEO level

Consequences for firm value

(dependent variable(s))

Determinants

Governance
determinants:

a. Board composition:

• Board independence: + (Cohen

et al., 2023; Hong et al., 2016;

Ikram et al., 2019)

• Board size: + (Ikram et al., 2019)

• Board cooption: – (Ikram

et al., 2019)

• Classified boards: +/� (Ikram

et al., 2019)

• Compensation committee

(independence): + (Abdelmotaal &

Abdel-Kader, 2016)

• Gender diversity: + (Liu

et al., 2023)

• CSR committees: + (Al-Shaer &

Zaman, 2019); sustainability

expertise of CSR committees: +

(Yang, 2023)

• CEO power: + (Bachmann

et al., 2020)

• CEO duality: – (Ikram et al., 2019)

• Board independence: + (Schiehll &

Bellavance, 2009)

• CEO power: – (Cho et al., 2019);

+/� (Ittner et al., 1997)

• Director experience with SREC in

other firms: + (Li & Yang, 2023)

b. Ownership structure: • Ownership structure: +/�
(Abdelmotaal & Abdel-

Kader, 2016)

• Block ownership: + (Hong

et al., 2016)

• Sustainable/long-term institutional

investors: + (Focke, 2022)

• Managerial ownership: – (Hong

et al., 2016)

• CEO ownership: + (Schiehll &

Bellavance, 2009)

c. Country governance: • Social and environmental

regulatory pressure: + (Aresu

et al., 2023)

• EU NFRD: + (Fiechter

et al., 2022); mandatory ESG

reporting (Cohen et al., 2023)

• Board regulations: + (Liao

et al., 2021)

• Country-related ESG performance

(Cohen et al., 2023)

Financial determinants • Firm size: + (Abdelmotaal &

Abdel-Kader, 2016; Cohen

et al., 2023)

• Industry: + (Ikram et al., 2019);

environmentally sensitive industry

(Cohen et al., 2023)

• Product life cycle: +/�
(Abdelmotaal & Abdel-

Kader, 2016)

• Earnings volatility: – (Ikram

et al., 2019); +/� (Abdelmotaal &

Abdel-Kader, 2016); + (Cohen

et al., 2023)

• Growth rate: +/� (Abdelmotaal &

Abdel-Kader, 2016)

• Stock return: + (HassabElnaby

et al., 2005)

• Tobin's Q: – (Ikram et al., 2019)

• ROA: + (Cohen et al., 2023)

• Industry: + (Ittner et al., 1997)

• (Noise in) financial performance: +

(Ittner et al., 1997)
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TABLE 2 (Continued)

Determinants

(independent variable(s))

Sustainability-related executive

compensation (SREC) Executive level

Sustainability-related executive

compensation (SREC) CEO level

Consequences for firm value

(dependent variable(s))

Sustainability

determinants

• CSR performance: + (Abdelmotaal

& Abdel-Kader, 2016; Cohen

et al., 2023); � (Ikram et al., 2019);

carbon performance: – (Cohen

et al., 2023)

• Corporate sustainability assurance:

+ (Al-Shaer & Zaman, 2019)

• Resource efficiency policy: +

(Abdelmotaal & Abdel-

Kader, 2016)

• Product and service quality policy:

+/� (Abdelmotaal & Abdel-

Kader, 2016)

• Innovation-oriented strategy;

strategic quality initiatives: +

(Ittner et al., 1997)

• Sustainability business plan and

declaration of carbon neutrality

goals and target-related year: +

(Ratti et al., 2023)

• Environmental report: +/� (Ratti

et al., 2023)

Consequences on firm value

• CSR performance: +

(Almici, 2023); (Liu et al., 2023):

(Adu et al., 2022); (Wasiuzzaman

et al., 2022); (Ben-Amar

et al., 2021); (D'Apolito

et al., 2019); (Flammer

et al., 2019); (Ikram et al., 2019);

(Maas, 2018, only hard targets);

(Hong et al., 2016); (Velte, 2016);

(Banker et al., 2000); +/�
(Baraibar-Diez et al., 2019, but +

by interaction with CSR

committees)

• ES performance: + (Minciullo

et al., 2022; Cavaco et al., 2020;

Cohen et al., 2023; Derchi

et al., 2021 after third year

adoption); (Galbreath, 2017,

negative impact of board non-

independent members is positive

by interaction)

• Environmental performance: + (Al-

Shaer et al., 2023; Rodrigue

et al., 2013; Garcia Martin &

Herrero, 2020, but not resource

use, water, energy and emission;

Velte, 2023a, 2023b, 2023c, but

not biodiversity and water); +/�
(Mahmoudian et al., 2022);

environmental investments: +

(Bhuiyan et al., 2021);

environmental product innovation

strategy: – (Birindelli &

Palea, 2023); environmental

innovation: + (interacted with

sustainability targets: Ullah &

Nasim, 2021); (Flammer

et al., 2019)

• Waste management: gender

diversity interacted: + (Gull

et al., 2023)

• Carbon performance: + (Cohen

et al., 2023; interacted with total

compensation and only symbolic:

Haque & Ntim, 2020);

(Haque, 2017, initiatives, but not

• CSR/ESG performance and sub-

pillars: + (Khenissi, Hamrouni, &

Farhat, 2022)

Sustainability consequences

(Continues)
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TABLE 2 (Continued)

Determinants

(independent variable(s))

Sustainability-related executive

compensation (SREC) Executive level

Sustainability-related executive

compensation (SREC) CEO level

Consequences for firm value

(dependent variable(s))

emissions); +/� (Lu &

Wang, 2021)

• Toxic emission reduction

performance: + (Flammer

et al., 2019); toxic release index:

+/� (Cordeiro & Sarkis, 2008); +

(Russo & Harrison, 2005, only for

facility managers, not for

environmental quality managers)

• Compliance and spill index: +

(Cordeiro & Sarkis, 2008 only be

absolute performance terms)

• CSR assurance: + (Simic

et al., 2023; Wang et al., 2020)

• Innovation, employee innovation

productivity, R&D investments: +

(Tsang et al., 2021)

• CSR/ESG reporting: +

(Mahmoudian et al., 2022); +

(Nandy et al., 2023); mediator of

CSR committee: + (Radu &

Smaili, 2022); (Lu & Wang, 2021)

• Climate reporting: + (Cordova

et al., 2021; Luo et al., 2021; Park

et al., 2023); +/� (Garcia-Sanchez

et al., 2023)

• Sustainable supply chain reporting:

+ (Velte, 2023a, 2023b, 2023c)

• Long-term orientation in annual

reports: + (Flammer et al., 2019)

• Integrated reporting: + (Wang

et al., 2020; materiality disclosure

quality: Velte, 2022)

• ROE: +/� (Cavaco et al., 2020);

(D'Apolito et al., 2019); ROA: +

(quantitative targets; long term:

Bachmann et al., 2020); (Banker

et al., 2000); +/� (Cavaco

et al., 2020); (D'Apolito

et al., 2019); ROA volatility: +

(Tsang et al., 2021)

• Tobin's Q: + (Flammer

et al., 2019); � (Liu et al., 2023);

+/� (Cavaco et al., 2020);

shareholder return: +

(Abdelmotaal & Abdel-

Kader, 2016); (Said et al., 2003)

• Firm risk: CSR performance

interacted: + (Uyar et al., 2023); �
only when risk is above the

optimal level (Gao et al., 2023)

• Cost of equity: +/� (Chouaibi

et al., 2021)

• Pay-for-sustainability sensitivity: +

(Adu et al., 2022)

• Non-performing loans and price

volatility: – (D'Apolito et al., 2019)

• Excess annual cash bonus

compensation: – (Keddie &

Magnan, 2023)

• ROE: +/� (Khenissi, Hamrouni, &

Farhat, 2022)

• Tobin's Q: – (Khenissi, Hamrouni,

& Farhat, 2022)

• Earnings management: – (Khenissi,

Jahmane, & Hofaidllaouni, 2022)

• CEO performance-induced

turnover: – (Qin & Yang, 2022)

• CEO bonus pay sensitivity to

shareholder returns: + (Cho

et al., 2019)

• Non-transient institutional

ownership; shareholder voting

support: + (Qin & Yang, 2022)

Financial consequences
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check for endogeneity concerns using advanced regression models

(e.g., 2 state least square (SLS)/instrumental variable (IV), generalized

method of moments (GMM), propensity score matching (PSM), and

difference-in-difference approach).

4.2 | Determinants of SREC

Whereas most studies in our literature review discuss the conse-

quences of SREC on firm value, we begin with a summary of the major

drivers of SREC. Research on selective determinants is structured in

governance (corporate and country governance), financial, and sus-

tainability aspects.

4.2.1 | Governance

Board composition

Consistent with our stakeholder agency-theoretical framework, SREC

represents a major element of sustainable corporate governance

(Velte, 2023a, 2023b, 2023c). SREC should be an incentive-alignment

between executives, shareholders, and other stakeholders (Hill &

Jones, 1992). Eleven studies in our review have included the effect of

board composition on SREC. In this context, the monitoring and con-

sulting function of the board of executive directors was addressed.

TABLE 2 (Continued)

Determinants

(independent variable(s))

Sustainability-related executive

compensation (SREC) Executive level

Sustainability-related executive

compensation (SREC) CEO level

Consequences for firm value

(dependent variable(s))

• Engagement, voting support and

ratio of institutional ownership

(Cohen et al., 2023)
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First, sustainable board attributes, such as board gender diversity (Liu

et al., 2023) and CSR committees (Al-Shaer & Zaman, 2019;

Yang, 2023) are positively related to SREC. Second, “traditional”
board characteristics, such as board independence, also strengthen the

probability of including SREC at the executive level (Cohen

et al., 2023; Hong et al., 2016; Ikram et al., 2019) and CEO level

(Schiehll & Bellavance, 2009). This also relates to (independent) com-

pensation committees (Abdelmotaal & Abdel-Kader, 2016) and director

experience with SREC in other firms (Li & Yang, 2023). According to

Ikram et al. (2019), board size increases SREC, whereas board cooption

reduces it and classified boards do not have any main effect. Overall,

there are some tendencies for the composition of the board to be a

major promoter of SREC in accordance with stakeholder interests.

A few heterogeneous results are related to the effect of CEO

power on SREC, as Bachmann et al. (2020) found positive results at

the executive level, whereas others stated a negative link (Cho

et al., 2019) or an insignificant relationship (Ittner et al., 1997) at the

CEO level. Ikram et al. (2019) found that CEO duality decreases SREC.

Ownership structure

In accordance with board composition, ownership as an additional

active monitoring mechanism may also have a huge effect on SREC.

Based on the diversity of ownership preferences (financial

vs. sustainability), there may be a positive or negative impact on SREC.

Overall ownership structure is not related to SREC (Abdelmotaal &

Abdel-Kader, 2016), while block ownership (Hong et al., 2016) and sus-

tainable (long-term) institutional investors (Focke, 2022) increase

it. Controversial results were observed for managerial (CEO) owner-

ship, as negative (positive) results were found (Hong et al., 2016;
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Schiehll & Bellavance, 2009). Thus, stakeholder interests are only par-

tially included in owners' decision-making.

Country governance

We know little about country governance as a possible complement to

or substitute for corporate governance and its influence on SREC.

Aresu et al. (2023) found a positive relationship between social and

environmental regulatory pressure and SREC. This also relates to

country-related ESG performance (Cohen et al., 2023). The EU Non-

Financial Reporting Directive (NFRD) 2014 (Fiechter et al., 2022), sus-

tainability reporting regulations (Cohen et al., 2023), and international

board regulations (Liao et al., 2021) also contribute to higher SREC

awareness, indicating some arguments for evidence-based regulations

and the inclusion of stakeholder demands.

4.2.2 | Financial determinants

In this section, we differentiate between financial and sustainability

determinants and assume that adequate financial and

sustainability conditions within a firm may lead to increased aware-

ness of SREC implementation. Previous research results on the finan-

cial determinants of SREC are heterogeneous. Firm size

(Abdelmotaal & Abdel-Kader, 2016; Cohen et al., 2023) and (environ-

mentally sensitive) industries increase SREC at the executive level

(Cohen et al., 2023; Ikram et al., 2019) and CEO pay (Ittner et al.,

1997). Moreover, Ittner et al. (1997) found a positive impact of (noise

in) financial performance on CEO compensation. A non-significant link

was found for product life cycle, growth rate and earnings volatility

(Abdelmotaal & Abdel-Kader, 2016). However, others have reported a

negative impact of earnings volatility and Tobin's Q (Ikram et al., 2019)

or a positive influence of volatility, stock returns, and ROA (Cohen

et al., 2023; HassabElnaby et al., 2005) on SREC.

4.2.3 | Sustainability determinants

The sustainability determinants of SREC are rarely included yet. Con-

sistent with stakeholder agency theory, we assume a positive effect

of sustainability determinants on SREC. However, previous research

results have remained inconclusive. Some researchers found a positive

impact of CSR performance, carbon performance, and resource efficiency

policy (Cohen et al., 2023); Abdelmotaal and Abdel-Kader (2016),

while product and service quality policy was not found to be related to

SREC. Whereas innovation-oriented strategies were found to increase

SREC for CEOs (Ittner et al., 1997), CSR performance reduces SREC

(Ikram et al., 2019). Ratti et al. (2023) found a positive influence of

sustainability business plans, declarations of carbon neutrality goals

and target-related years on sustainability-related CEO pay, while envi-

ronmental reporting was not significant. Finally, voluntary CSR assur-

ance was found to increase the implementation of SREC (Al-Shaer &

Zaman, 2019).

4.3 | Consequences of SREC on firm value

4.3.1 | Sustainability consequences

Performance

Most studies in this literature review addressed the effect of SREC on

total sustainability performance, environmental and social perfor-

mance, or solely on environmental performance. In line with CEO

compensation (Khenissi, Hamrouni, & Farhat, 2022), there are clear

indications that SREC increases total sustainability performance

(Almici, 2023; Liu et al., 2023; Adu et al., 2022; Wasiuzzaman

et al., 2022; Ben-Amar et al., 2021; D'Apolito et al., 2019; Flammer

et al., 2019; Ikram et al., 2019; Maas, 2018, related to hard targets;

Hong et al., 2016; Velte, 2016; Banker et al., 2000). While

Baraibar-Diez et al. (2019) found an insignificant link, with the inclu-

sion of sustainability board committees as a moderator, leading to a

positive significance. According to Wang et al. (2020) and Simic et al.

(2023), SREC increases voluntary CSR assurance. Few studies have

documented a positive impact on combined environmental-social per-

formance (Minciullo et al., 2022; Cavaco et al., 2020; Cohen

et al., 2023; Derchi et al., 2021, after third-year adoption of SREC).

According to Galbreath (2017), the negative association between

non-independent board members and environmental-social perfor-

mance is positive if SREC is interacted. These results are consistent

with stakeholder agency theory, assuming greater stakeholder attrac-

tion after the implementation of SREC as a corporate governance

mechanism.

However, previous results on environmental performance are

inconclusive, as a positive (Al-Shaer et al., 2023; Bhuiyan et al., 2021;

Flammer et al., 2019; Garcia Martin & Herrero, 2020; Rodrigue

et al., 2013; Ullah & Nasim, 2021), insignificant (Mahmoudian

et al., 2022), and negative associations (Birindelli & Palea, 2023, based

on an environmental product innovation strategy) were stated. Thus,

the sub-pillars of environmental performance were also focused in

SREC research. Carbon performance is one of the “hot topics” in envi-

ronmental research, but the research results are heterogeneous.

Cohen et al. (2023) found a positive effect of carbon performance on

SREC, whereas Haque and Ntim (2020) stressed that symbolic SREC,

interacted with total executive compensation, increases carbon per-

formance. Similarly, according to Haque (2017), SREC leads

to increased input-related carbon performance (initiatives), but not to

increased output factors (emissions). Lu and Wang (2021) also

stressed insignificant results. Using toxic emission reduction perfor-

mance and indices, SREC was found to have a positive association

(Flammer et al., 2019; Russo & Harrison, 2005, related to facility man-

agers, but not to environmental quality managers), while Cordeiro and

Sarkis (2008) found insignificant results. Gull et al. (2023) examined

waste management and documented a positive influence of SREC

when interacting with board gender diversity. According to Tsang

et al. (2021), SREC increases innovation, employee innovation productiv-

ity, and R&D investments. Moreover, SREC positively affects the com-

pliance and spill index (Cordeiro & Sarkis, 2008).
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Reporting

Compared with performance, related sustainability reporting proxies

have been included to a smaller degree. There are tendencies that

SREC increases overall sustainability reporting quality (Mahmoudian

et al., 2022; Nandy et al., 2023; Radu & Smaili, 2022, based on sus-

tainability board committees as a mediator; Lu & Wang, 2021). This is

in line with our stakeholder agency-theoretical framework. Moreover,

SREC leads to increased long-term orientation in annual reports

(Flammer et al., 2019), integrated reporting quality (Velte, 2022; Wang

et al., 2020), sustainable supply chain reporting (Velte, 2023a, 2023b,

2023c), and carbon reporting (Park et al., 2023; Luo et al., 2021;

Cordova et al., 2021, based on scopes 1 and 2). Carbon reduction

management was not affected (Cordova et al., 2021). Moreover,

Garcia-Sanchez et al. (2023) did not find any impact on climate

reporting.

4.3.2 | Financial consequences

Based on the business case argument for sustainability (Schaltegger

et al., 2019) and stakeholder agency theory, SREC positively affects

financial outputs. However, the following results are inconclusive.

Regarding ROE and ROA as accounting-based performance, there is no

significant effect of SREC at the executive level (Cavaco et al., 2020;

D'Apolito et al., 2019) or CEO level (Khenissi, Hamrouni, &

Farhat, 2022). Bachmann et al. (2020) only found a positive associa-

tion with ROA for quantitative and long-term compensation targets.

Tsang et al. (2021) found that SREC and ROA volatility are positively

related.

Inconclusive results were also observed for Tobin's Q and share-

holder return as market-based financial performance. Positive

(Abdelmotaal & Abdel-Kader, 2016; Flammer et al., 2019), negative

(Liu et al., 2023; Khenissi, Hamrouni, & Farhat, 2022, based on CEO

compensation), and insignificant results (Cavaco et al., 2020) were

found in the literature. Khenissi, Jahmane, and Hofaidllaouni (2022)

reported a negative impact of SREC on earnings management.

Other financial consequences

Regarding firm risk, Uyar et al. (2023) observed a positive effect of

SREC, interacted with CSR performance. According to Gao et al.

(2023), SREC reduces firm risk, if it was above the optimal level.

Chouaibi et al. (2021) did not find any impact of SREC on the cost of

equity. Adu et al. (2022) reported a positive influence of SREC on pay-

for-sustainability performance sensitivity, while D'Apolito et al. (2019)

found a negative impact on non-performing loans and price volatility.

Two studies examined CEO compensation. Qin and Yang (2022)

found that SREC leads to increased non-transient institutional

ownership and shareholder voting support as well as lower CEO

performance-induced turnover. Cohen et al. (2023) documented a pos-

itive relationship between SREC and engagement, support, and the

ratio of institutional ownership. Finally, CEO bonus pay sensitivity to

shareholder returns increased (Cho et al., 2019). The included studies

of this literature review are summarized in the appendix table.

4.4 | Summary

In summary, most of the studies included in this review analyzed the

effect of SREC on corporate sustainability performance as firm conse-

quences (see Table 3). Due to the voluntary implementation of SREC

in most regimes, studies on governance, financial, and sustainability

determinants are also important. Previous research was either too low

in number or showed inconclusive results. Thus, there were no clear

indications of which firm and/or country characteristics drive the

motivation of the boards to include SREC. Whether regulatory or

stakeholder pressure has a significant impact on sustainable corporate

governance, remains unclear.

Regarding the consequences for firm value, based on the studies

reviewed, there are clear indications that SREC significantly promotes

corporate sustainability performance, consistent with our stakeholder

agency-theoretical framework. However, this is not true for financial

performance. Although this contradicts the business case argument

for sustainability (Schaltegger et al., 2019), firms include SREC to push

future corporate sustainability performance and attract stakeholders.

In accordance with stakeholder agency theory, the recognition of sus-

tainability goals in executive compensation decreases conflicts of

interest and information asymmetries between top managers and

stakeholders. Consequently, SREC can guarantee incentive alignment

between firms and related stakeholders, leading to increased stake-

holder trust and firm reputation. This was also supported by other

researchers (e.g., Winschel & Stawinoga, 2019).

However, as most included studies referred to a dummy variable

without any variation in SREC, these studies are not able to differenti-

ate between symbolic and substantive CSR policies. On the one hand,

firms may implement SREC as one part of a sound and holistic sustain-

able management system, assuming a sustainable business

TABLE 3 Summary of research recommendations.

Content-related aspects Methodological aspects

• Research on stakeholder

pressure and stakeholder

reactions on the voluntary

implementation of SREC, for

example, suppliers,

customers, and NGOs

• Differentiation between

qualitative and quantitative

goals in SREC, based on

certain subpillars of

environmental and/or social

aspects (e.g., climate

neutrality)

• Interaction between SREC

and other sustainable

corporate governance

attributes, for example,

board gender diversity,

sustainability board

expertise, and sustainable

institutional ownership

• Endogeneity checks by

advanced regression models,

for example, difference-

in-difference approach, GMM,

PSM, or 2SLS/IV

• Content analyses of

compensation, corporate

governance, and sustainability

reports to generate innovative

SREC variables, based on

symbolic or substantive use of

SREC (e.g., critical mass of

sustainability goals in

comparison to financial goals)
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transformation and increased stakeholder value (Haque &

Ntim, 2020). On the other hand, in contrast to stakeholder demands,

SREC may be regarded as a marketing tool to attract new stake-

holders without any consequences for overall business strategies and

processes (Haque & Ntim, 2020). This opportunistic management per-

spective can also be realistic. In view of these research results, we

address the key limitations of previous research and present useful

research recommendations in the next chapter.

5 | IMPLICATIONS

5.1 | Limitations of previous studies and research
recommendations

5.1.1 | Content-related aspects

Based on our conceptual framework and stakeholder agency theory,

future studies should include a broad range of stakeholders, such as

top managers, employees, shareholders, customers, suppliers, NGOs,

or regulatory bodies, to address the degree of stakeholder and regula-

tory pressure on firms' decision to include SREC. As previous research

focused on the consequences for firm value, we know little about the

effect of stakeholder pressure on SREC. Although few studies have

concentrated on capital providers (e.g., Focke, 2022; Hong

et al., 2016), other stakeholders could also pressure boards of direc-

tors to implement SREC or to increase the ambitiousness of the sus-

tainability targets. Specifically, future studies should question which

sustainability topics are important from stakeholders' views and

whether other sustainable corporate governance mechanisms should

be jointly included to attain a successful and sustainable transforma-

tion. In accordance with stakeholder-related determinants, stake-

holder reactions to SREC should be reflected more in future research.

In view of the dominant use of sustainability performance measures,

we know little about the inclusion of SREC in the decision-making

processes of specific stakeholder groups.

Recently, some regulators (e.g., the EU Commission) have dis-

cussed the mandatory inclusion of carbon targets in variable remuner-

ation for PIEs. Few studies have differentiated between qualitative

(soft) and quantitative (hard) sustainability goals (e.g., Haque &

Ntim, 2020), while most social goals are not easily monetarized com-

pared with environmental goals (e.g., CO2 emissions). Thus, it is ques-

tionable whether the inclusion of quantitative (hard) targets can

automatically realize the substantial use of SREC. As the non-

executive board members must supervise the achievement of these

goals of the executive directors, they may also fear quantitative fig-

ures because they increase their monitoring duties. The inclusion of

qualitative goals (e.g., those related to unspecified targets) may be

easier for them to report on supervision tasks. However, qualitative

social goals are also needed for sustainable business transformation

and should be included in compensation reporting.

Moreover, future studies should analyze the interactions between

SREC and related sustainable corporate governance attributes,

especially board gender diversity, sustainability board expertise, and

sustainable investors (Velte, 2023a, 2023b, 2023c). Board gender

diversity refers to the inclusion of female directors, either as execu-

tives or non-executives within the board of directors. Sustainability

board expertise is mainly connected to an institutionalized integration

of environmental and social competence through sustainability board

committees or a Chief Sustainability Officer (CSO). Sustainable inves-

tors, especially those focused on institutional investors, request the

inclusion of either long-term or sustainability goals in the investment

decisions of shareholders (Velte, 2023a, 2023b, 2023c). From an

international perspective, in accordance with SREC, these sustainable

corporate governance attributes are also voluntary for firms in many

countries (Adu et al., 2022). However, many countries have imple-

mented mandatory gender quotas on the board of directors for spe-

cific firms (e.g., Norway and the UK). Moreover, regarding the

European Green Deal project and related sustainable corporate gover-

nance, reporting and finance regulations, investors in the EU must

include ESG criteria in their investment decisions and report on these

issues. Future researchers should analyze a possible complementary

versus substitutive relationship between SREC, other sustainable

board attributes, and sustainable ownership. This mainly relates to

cross-country studies with mandatory or voluntary inclusion of sus-

tainable corporate governance.

5.1.2 | Methodological aspects

From a methodological perspective, previous archival research on

SREC has been confronted with massive endogeneity concerns, such

as omitted variable bias and reversed causality. Most studies in our lit-

erature review only measured correlation but not causality. While

most studies assumed and analyzed the impact of SREC on financial

and sustainability consequences, there may be an inverse or even bidi-

rectional relationship. The interdependency of financial and sustain-

ability aspects as possible drivers and consequences of SREC were

also stated in our conceptual framework. Regarding finance journals,

in recent years, an increased number of researchers have included

causality tests using quasi-natural experiments based on the

difference-in-difference approach (DiD) as a complement to 2-stage

least squares (SLS) models and instrumental variables (IVs) in SREC

research. This relates to Liu et al. (2023), Fiechter et al. (2022), Liao

et al. (2021) or Gull et al. (2023) in our literature review. These studies

on SREC often used modified (lagged or mean-related) dependent or

independent variables as IV. This “easy” selection of IVs is not valid

and thus be extended up more “creative” and innovative instruments

Table 1.

As a quasi-experimental research design, the DiD is a useful strat-

egy for studying causal relationships. The DiD approaches in prior

research on SREC are few and have mainly been related to finance

journals (e.g., Liu et al., 2023). As (non) financial performance may rep-

resent either a driver or a consequence of SREC, advanced regression

models, such as the DiD approach can prove a causal relationship and

not a reversed causality, leading to more valid regression results.
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Although archival research represents the dominant research

method in this field, we emphasize the need for additional qualitative

research or mixed method designs. Regarding SREC, we found a very

low number of eight qualitative studies, addressing the content analy-

sis of compensation and business reports (Eccles et al., 2014;

Hartikainen et al., 2021; Maas & Rosendaal, 2016; Nigam et al., 2018;

Winschel, 2021), case studies (Cavallaro et al., 2018; Kolk &

Perego, 2014), and interviews (Emerton & Jones, 2019). As the major-

ity of studies included in this review used SREC as a dummy variable

(1 = yes, 0 = no), the content analyses of compensation, corporate

governance, and sustainability reports are useful to increase the valid-

ity of research on SREC. The dominant use of SREC as a dummy vari-

able cannot differentiate between the symbolic and substantive use

of sustainable corporate characteristics on the one hand and specific

sustainability topics on the other hand. First, inspired by critical mass

theory (Kanter, 1977) and related empirical quantitative studies on

board gender diversity (Nuber & Velte, 2021), future studies should

analyze whether a critical mass of environmental and/or social goals

compared with financial issues (at least 30%) can be recognized

as SREC.

Second, as sustainability-contingent components in management

pay are heterogeneous, researchers should reflect on the specific

dimensions of SREC, differentiating between environmental, social and

governance issues and its sub-pillars. In this context, a clear separation

between major environmental topics, such as climate change, biodi-

versity, and the circular economy, should be realized in future designs.

Moreover, sustainability-contingent components in management pay

may also refer to financial topics in line with the triple bottom line of

CSR. If firms only include sustainable financial goals without recogniz-

ing environmental or social issues, stakeholder needs will not be

addressed properly. SREC can be classified as a “low-hanging fruit”
then and can be used for symbolic reasons, if only one component of

the CSR concept in line with the triple bottom line is addressed.

5.2 | Summary

Since the financial crisis of 2008–09, firms have been massively criti-

cized for their short-term and financially oriented compensation for

their executive directors (Mahoney et al., 2013). In accordance with

stakeholder agency theory (Hill & Jones, 1992), the voluntary recogni-

tion of SREC can lead to incentive alignment between top managers

and a broad range of stakeholders (Jensen & Meckling, 1976;

Ross, 1973). Consistent with with board gender diversity, board sus-

tainability expertise and sustainable ownership, SREC represents a

major sustainable corporate governance mechanism that should lead

to positive consequences for firms (Velte, 2023a, 2023b, 2023c). Due

to the voluntary implementation of SREC in most regimes, stake-

holders are interested in possible factors that promote extrinsic moti-

vations of boards of directors to link sustainability to executive pay.

Moreover, many regulators currently discuss the mandatory inclusion

of SREC to increase the degree of sustainable business transformation

(e.g., the EU Commission as part of the ambitious Green Deal project).

Thus, SREC may be associated with positive financial and sustainabil-

ity consequences for firms.

Based on the practical and regulatory relevance of sustainable

corporate governance, an increased number of empirical studies have

analyzed SREC at the CEO and total executive levels (Liu et al., 2023).

Compared with qualitative designs (e.g., Winschel, 2021), most

researchers referred to quantitative archival studies and found hetero-

geneous results. In the current study, we conducted a structured liter-

ature review of 66 peer-reviewed studies on the main determinants

of SREC and its consequences for firms. We mainly contribute to a

previous literature review (Winschel & Stawinoga, 2019) as follows.

First, unlike Winschel and Stawinoga (2019), we clearly distinguished

between the CEO and the executive level of SREC. Second, we

focused on CSR targets as SREC and deleted pure financial goals in

executive compensation in comparison to Winschel and Stawinoga

(2019) to increase the comparability of research. Third, restricting on

archival studies increases the comparability of the results. Fourth, the

determinants were categorized into governance, financial and sustain-

ability aspects. Only a few studies have analyzed potential determi-

nants compared with consequences for firm value. While many results

on included categories were inconclusive or too low in number, we

found clear tendencies of a positive effect of SREC on sustainability

performance. As SREC may be either a symbolic or a substantive cor-

porate governance tool, there seems to be an adequate probability

that firms will use the voluntary implementation of SREC as a success-

ful sustainability driver. In accordance with stakeholder agency theory,

SREC represents a successful corporate governance tool for substan-

tive sustainability and stakeholder management. However, this is not

true for financial performance in contrast to the business case argu-

ment (Schaltegger et al., 2019). Thus, the association between finan-

cial and sustainability-related compensation items and the overall

reactions of capital providers remain questionable. The integration of

financial and sustainability KPIs should be improved.

In this literature review, we presented the major limitations and

research gaps that should be recognized in future designs. We

highlighted the need for a more detailed analysis of the specific

dimensions and the ratio of SREC, the association between SREC and

other sustainable corporate governance factors, and the differentia-

tion between the symbolic and substantive use of SREC. Based on our

conceptual framework and stakeholder agency theory, there should

be more emphasis on the effects and consequences of the

stakeholder-related aspects on SREC, such as pressure from suppliers,

customers, and the media. Possible conflicts of interest between

shareholders and other stakeholder groups should be reflected in

future research designs. Our results are most important for corporate

governance researchers, business practice and regulatory bodies. Due

to increased stakeholder and regulatory pressure, we expect a mas-

sive awareness of SREC research in the following years from an inter-

national perspective. The EU standard setter plans to include

mandatory climate-related executive compensation for a wide range

of firms to promote the ambitious goals of the EU Green Deal project

to reach climate-neutral economy. The EU standard setter assumes

that SREC is a successful driver of sustainable business
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transformation. However, SREC is only one mechanism in line among

many other regulations, such as mandatory sustainability reporting or

sustainable supply chain duties. Thus, we emphasize the need for an

integrated analysis of sustainability management instead of a single

evaluation of SREC.

As a major managerial implication, the board of directors should

ensure that SREC is not implemented as a symbolic stakeholder tool,

but as a substantive part of a holistic stakeholder management sys-

tem. Environmental and/or social goals in compensation contracts

must also be linked with the overall key performance indicators of the

firm and a corporate sustainability strategy. Sustainability targets in

SREC should be ambitious and measurable, as the non-executive

directors have to supervise the achievement of these goals on an

annual basis. As there is an increased awareness of climate-related

compensation, other environmental issues (e.g., biodiversity or circular

economy) should also be integrated to recognize the major interdisci-

plinarity between sustainability issues. To decrease information asym-

metries between management and stakeholders, a solid compensation

report is also important. The voluntary external assurance of these

reports (e.g., through the auditors) can increase reliability and lead to

increased firm reputation. The massive use of SREC as a simple

dummy variable in previous studies shows the low transparency of

compensation reports in business practice. Stakeholders should be

better informed about the specific dimensions of environmental

and/or social targets (Bhuiyan et al., 2021; Cordeiro & Sarkis, 2008;

Russo & Harrison, 2005), qualitative (soft) versus quantitative (hard)

measures (Bachmann et al., 2020; Maas, 2018; Qin & Yang, 2022),

and objective versus subjective measures (Ikram et al., 2019).
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