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Abstract

'The controversy surrounding executive compensation has received attention in the popular press and academic literature. We explore executive
compensation through the lens of Catholic Social Teaching (CST), outline the basic principles of CST and compare and contrast them with
corporate social responsibility (CSR), and identify human dignity, in contrast to profit maximization, to be the differentiator between the two.
Next, we use CST to develop a model for measuring excessive executive compensation. We then conduct a cluster analysis of our measure
of excessive compensation with another CST variable: investment in employees. Lastly, we examine differences in the clusters regarding
environmental performance. In the full sample, we find that firms that pay their executives more excessively invest less in employees and
that environmental performance is significantly and positively correlated with excessive executive compensation. This suggests that firms
either pay their executives excessively for better environmental performance or use “greenwashing” to distract society from the justice issues
surrounding executive compensation. Next, we break the sample into clusters based on excessive executive compensation and investment
in employees. Within the cluster that most closely aligns with CST, a greater investment in employees suggests greater environmental
performance; solidarity among people is positively and significantly related to solidarity with the earth. However, in cluster two, environmental
performance is positively related to higher excessive executive compensation which is also related to lower investment in employees; in
cluster one, there is no such relationship.
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Introduction Teaching (CST). Specifically, we address the question

. . . Qs of whether there is a logic in CST that can provide
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over the past few decades. At the core of the controversy in executive pay relative to worker pay along “.Ht.h the
. . . . . criticism of that gap, they fall short of providing a
is the issue of fairness—in popular press articles, the .. .

disparity between executive pay and average worker moral prescription for executive pay.

parity pay )

salaries in the industry appears to generate a perception
of unjust executive compensation. And while a
literature has built up around the issue of executive
compensation, a framework for understanding fairness
in executive compensation remains elusive. Without a
logical framework to help them understand whether
executive compensation is fair, companies have little
to guide them in the moral rightness of executive pay.
At the same time, the social narrative from critics
of executive compensation has little to guide their
criticism other than a vague sense of fairness which
may be based on an intuitive sense of justice but which
may also derive from a sense of envy.

Basic economic theory would suggest that the
labor market for executives values executive activity
and dictates the level of executive pay as firms seek
executives whose actions can best maximize profits for
shareholders. In this case, either “fairness” is irrelevant
or the labor market is the best arbiter for determining
fairness because, as economists argue, it is removed
from individual human biases. A more sophisticated
approach through an economics lens suggests that “high
pay disparity across hierarchical levels can strengthen
incentives for employees in promotion tournaments”
(Shen & Zhang, 2016). That is, the extreme pay gap
between C-suite executives and employees sets up a
type of compensation tournament in which people

In this paper, we explore the question of fairness in ) ..
papeh P q are motivated to be the best and the individuals

executive pay from the perspective of Catholic Social
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who are “best” at executive performance compete
for the very best salaries. While this perspective
may provide an explanation for the extant levels of
executive compensation, it seems to avoid the issue of
fairness by placing responsibility for fairness on the
ubiquitous “market.” Additionally, from a sociological
and psychological perspective, perceived pay inequities
often lead to lower productivity and product quality,
decreased employee morale, and increased turnover
(Murphy, 1999).

In an early attempt to provide a framework
around the social controversy surrounding executive
compensation, Jensen and Murphy (1990) approached
the problem from an agency theory perspective and
argued that executive pay contracts are not simply a
private matter between a principal and an agent. Their
conclusion was that although executive pay should
be strictly a function of shareholder wealth creation,
strong political forces among several public and private
stakeholders play roles in determining executive
compensation. Those authors argued that because
public disclosure of executive pay in publicly-held
companies is required by the Securities and Exchange
Commission (SEC), a variety of groups such as
employees, consumer groups, the U.S. government, and
the media heavily influence the level of executive pay.
For example, federal legislation was introduced in the
early 1990s disallowing deductions for compensation
exceeding 25 times that of the lowest-paid worker in
an organization (Lublin & Thurm, 2006). Government
and regulatory policies continued to impact executive
compensation during the subsequent 20-plus years
(Murphy, 2013). The conclusion from this approach is
that the level of executive compensation is influenced
by a variety of stakeholders from both inside and
outside the organization which complicates the
decision regarding how much to pay a company’s
executives. Yet while this perspective explains that the
level of executive compensation is the result of forces
from various stakeholders, it offers no prescription for
what would be a fair and just level of compensation.

Corporate social responsibility (CSR) is a relatively
new concept with multiple definitions (Dahlsrud,
2008) that generally focus on the corporation as a
member of society. CSR principles tend to revolve
around three foci—typically referred to as the triple
bottom line (Savitz & Weber, 2006), CSR directs
the firm to maximize profits, improve the well-being
of individuals within the organization’s community
(employees, supply chain members, and the larger
society), and protect the environment. However, since
there is no comprehensive theory that guides CSR
research or managerial decision-making, decisions are

based on interpretations of the meaning behind the
triple bottom line. As such, CSR does not provide
prescriptive advice for executive compensation. CSR
literature does suggest that employee empowerment
and development are important in their own right,
and so an argument could be made that “excessive”
executive compensation may detract from employee
empowerment. Unfortunately, without a comprehensive
theory to guide this argument, the mechanisms by
which executive compensation would detract from
employee empowerment are pure conjecture. At the
same time, an argument could also be made that
executive compensation is a function of the executive’s
ability to impact profits positively, and so the profit-
maximizing “market” should decide the amount
that executives should be compensated with. CSR
provides very little guidance for how to balance these
two arguments.

Literature Review

Catholic Social Teaching

Catholic Social Teaching is comprised of a collection
of papal encyclicals published by the Roman Catholic
Church regarding the common good in society
beginning with Rerum Novarum in 1891. The official
compilation and summary is the Compendium of the
Social Doctrine of the Church (Pontificium Consilium
de Tustitia et Pace, 2004). The Compendium not only
sets forth the social teachings of the Church but also
establishes the reasoning behind her authority to
proclaim such. The Compendium begins by describing
God’s gratuitous actions in creation and Jesus as the
fulfillment of the Plan of love. Next, it describes the
Church and her roles and responsibilities in the world.
Although the Church is concerned primarily with the
salvation of humankind (spirituality) and not temporal
(worldly or business) matters, to fulfill that role, she is
called to be a “sign and defender of the transcendence
of the human person” (Pontificium Consilium de

Tustitia et Pace, 2004: 21).

All of CST, therefore, is founded on the central
idea of the dignity of the human person. All prescriptive
norms in CST derive from the understanding of the
dignity of the human person (Santos & Laczniak,
2009), specifically, that human persons are made in the
image and likeness of God and that human and social
actions toward them are moral and just in so far as
these support and affirm this dignity. The Compendium
devotes ten separate chapters to how specifics of society
are ordered toward or in opposition to the dignity of
the human person. Some relate directly to business
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while others relate indirectly to business issues, such as
the environment or family. An exhaustive study of the
Compendium and business is beyond the scope of this
research; what follows is a short summary of its basic
principles in terms of human work and economic life.

'The Compendium identifies three main principles:
the common good, subsidiarity, and solidarity. The
common good is the total of social conditions that
enable persons, as individuals or as organizations,
to reach their potential more fully and more easily
(Pontificium Consilium de Iustitia et Pace, 2004:
164). This suggests that good business practice
usually promotes the common good. The interests of
business and the common good are only misaligned
in circumstances where the actions a business takes or
fails to take inflict harm on another person or group of
persons or inhibit the development of their potential.
A prescription from this principle is the universal
destination of goods, that God gave the earth for the
use of all of humanity, without the exclusion of any
person or group (Pontificium Consilium de Iustitia
et Pace, 2004: 171). However, this should not be
interpreted to mean that all goods should be available
to each person or equally to all people because not all
objects are equally useful or belong to each person or
all people (Pontificium Consilium de Iustitia et Pace,
2004: 173). Instead, it is

an invitation to develop an economic vision
inspired by moral values that permit people not
to lose sight of the origin or purpose of these
goods, so as to bring about a world of fairness
and solidarity, in which the creation of wealth
can take on a positive function. (Pontificium

Consilium de Tustitia et Pace, 2004: 174)

From this perspective, the role of business in wealth
creation is a good activity as long as it is done in a
way that encourages the continued development of
the full potential of human persons as God’s creation.
That is, any individual benefitting from wealth creation
activities is fair and just as long as those activities also
promote the common good.

Subsidiarity is the oldest and most consistent of
the social principles identified in CST, mentioned
first in Rerum Novarum in 1891 and repeated in social
encyclicals throughout history.

Just as it is gravely wrong to take from
individuals what they can accomplish by their
own initiative and industry and give it to the
community, so also it is an injustice and at
the same time a grave evil and disturbance of
right order to assign to a greater and higher

association what lesser and subordinate
organizations can do. For every social activity
ought of its very nature to furnish help to the
members of the body social, and never destroy

and absorb them. (Pius XI, 1931)

Business, therefore, especially entrepreneurial business
and small businesses, should be supported, or at least
not be hindered, by the government. Subsidiarity
prescribes work toward full participation in society.
Participation of business in society (or an employee in
a business)

is expressed essentially in a series of activities
by means of which the citizen [or employee'],
either as an individual or in association
with others, whether directly or through
representation, contributes to the cultural,
economic, political and social life of the civil
community. (Second Vatican Council, 1965)

The participation of all members of society in all
aspects of society leads to a fuller realization of human
dignity. Greater participation is evidence of subsidiarity
that flows from an authentic understanding of

human dignity.

Lastly, solidarity is an awareness and appreciation
of the interdependence of peoples. It is not a vague
compassion toward others or a shallow distress at
their misfortunes but rather a firm and persevering
determination to commit oneself to the common good
(Pontificium Consilium de Iustitia et Pace, 2004: 193).
Solidarity is necessary to business, particularly within
a business, as all members of a business must commit
to working toward the goals of the business for it to
prosper. History has examples of businesses that ceased
to exist because of lack of solidarity during lean times
as well as businesses that were able to maintain a spirit
of solidarity and make the changes necessary to survive.
In terms of executive compensation, solidarity would
suggest that it should not reach a level where it may
directly or indirectly cause misfortune to another. In
other words, executive compensation should not reach
a level where it limits the firm’s ability to employ and
develop others.

CST Compared to Corporate Social
Responsibility (CSR)

Catholic Social Teaching (CST) and Corporate Social
Responsibility (CSR) have many similar prescriptions

but also fundamental differences. Environmental

! Parenthetical added.



10 James Martin, Mariah Webinger, & Brian M. Saxton

issues are a concern under both theoretical lenses
(Pontificium Consilium de Iustitia et Pace, 2004;
Lyon & Maxwell, 2008). Employee empowerment,
participation, and development are also ideas held in
common (Pontificium Consilium de Iustitia et Pace,

2004: Chapter 6).

On the other hand, the two theories are not
identical. First, CST is well defined and has a significant
historical imprint. There is a singular driving force
behind it: the dignity of the human person. Whereas
CSR has grown through a series of ideas that are
loosely connected through the triple bottom line, it
remains without a common definition or a common
driving force (Dahlsrud, 2008). Secondly, the level
of detail and consistency across principles in CST
creates the potential for identifiable hypotheses for
testing whereas CSR leaves much of the interpretation
up to the researcher. Lastly, and most importantly,
the foundations of the two principles are different.
The foundation of CST rests in the dignity of the
human person whereas CSR is built on a profit
maximization assumption.

These definitional issues extend to the name of the
field. A recent well-cited review stated that “for the
purposes of [the] article, ESG is preferred to ‘corporate
social responsibility’ (CSR), as it explicitly delineates
its concerns (environmental, social and governance)”
(Huang, 2021: 336). Reviews describing the evolution
of the field have pointed to this issue as well as
associated issues with measurement (e.g., Christensen
et al., 2022; Montiel & Delgado-Ceballos, 2014;
Sheehy, 2015). The term ESG has been increasingly
used in the corporate and consulting worlds as well. In
this manuscript, we will use CSR to include all of this
general research area.

Although CST and CSR prescribe many of the
same business practices, the difference in foundation
(human dignity vs. profit maximization) is significant.
Clarke and colleagues (2005) assert that there is
no dichotomy between good business and good
citizenship but also that profit maximization is not
analogous to maximization of the common good in
all circumstances. For example, if a corporation is a
separate legal entity, it has a moral obligation to society
similar to that of a person. As such, a corporation can
do any sort of philanthropic work as long as a minimal
(not maximal) economic fairness to shareholders is
maintained. This argument is consistent with CST
but not with CSR where philanthropic work would
be good as long as it resulted in economic returns to
the shareholders. Likewise, Porth and McCall (2001)

compare “learning organization” as a contemporary

management theory and CST. The prescriptions
of both theories are the same: develop employees.
'The difference is in the why. Learning organization
advocates for the development of employees in firms
in dynamic industries to be competitive. The market
and business develop so quickly that employees must
constantly be retrained to be successful and retraining
is less costly than turnover. CST teaches that work is
good for the development of human beings and that
each human being has a duty to work (Pontificium
Consilium de lustitia et Pace, 2004: Chapter 6). CST
identifies work that does not develop the God-given
talents of employees as unjust and inconsistent with
the dignity of a person. Porth and McCall (2001) then
point out that while prescriptively (what should be
done) the two frameworks are the same, descriptively
(why it should be done) they are very different. The
difference is important when generalized beyond the
identified circumstances of dynamic industries. The
adage “good ethics is good business” is often being
interpreted to mean that anything that is profitable is
therefore morally acceptable (Porth & McCall, 2001).
'There are many business examples of profit chasing that
lead to disastrous social situations.

CST and Executive Compensation

In a review of the literature on executive compensation,
Nichols and Subramaniam (2001: 349) say, “As with
most normative questions, the question of whether
CEOs are appropriately compensated perhaps cannot
be decided based on compelling, conclusive evidence to
support an answer.” However, CST offers a theoretical
framework for building a model of just wages. The
distribution of salaries inside a firm can be seen as a
function of the common good. While it is just that
an executive makes the highest salary in the firm, it
becomes unjust when the salary is so high that it is
paid by lowering the salaries of the rest of the firm’s
employees. Magnan and Martin (2019) find that
inconsistencies in pay practices for the compensation
of executives versus the remuneration of lower-ranking
employees tend to be to the benefit of executives and/
or to the detriment of employees. Pope Leo XIII
identified that

before deciding whether wages are fair, many
things have to be considered; but wealthy
owners and all masters of labor should be
mindful of this—that to exercise pressure upon
the indigent and the destitute for the sake of
gain, and to gather one’s profit out of the need
of another, is condemned by all laws, human

and divine. (1891)
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CST calls on executives to stand in solidarity with
their employees. When an executive’s salary becomes
excessive, it creates a barrier between executive and
employee. Wealth creation is a positive force when
it grows participation in the distribution of wages.
Significant differences in pay place a barrier between
individuals. HR policies such as profit sharing and pay
mutuality help team building (Porth & McCall, 2001).
Also, participation calls not just for a living wage but
also for full employment that a firm can reasonably
and stably support. Therefore, simply paying employees
salaries above market rates does not justify a higher
executive wage since that money could be used to
provide work for another human person. If excessive
wages are supported by employing fewer people,
CST would identify this as unacceptable just as if the
excessive wages were supported by paying employees
below a living wage.

CST and Investment in Employees

In this research project, we also examine a firm’s
investment in employees, specifically the decision to
invest in a labor force over investing in capital. The
Compendium teaches about the dignity of work: “Work
is the ‘essential key’ to the whole social question and
is the condition not only for economic development
but also for the cultural and moral development of
persons, the family, society and the entire human race”
(Pontificium Consilium de Tustitia et Pace, 2004:
no. 269). In particular, the Compendium devotes five
paragraphs to the relationship between labor and
capital (276-280), teaching that capital is simply the
accumulation of past labor and is used at the service
of humanity and not to replace the worker. “Labor
has an intrinsic priority over capital” and “there is an
urgent need to create economic systems in which the
opposition between capital and labor is overcome”
(Pontificium Consilium de Iustitia et Pace, 2004: no.
277). In addition, “the Church cannot fail to indicate
unemployment as a ‘real social disaster,” above all
with regard to the younger generations” (Pontificium
Consilium de lustitia et Pace, 2004: no. 287). When
viewed through this lens (the primary purpose of work
is to develop and enrich humanity), a firm should
devote a greater portion of its resources to investment
in employees.

CST and Environmental Performance

In addition to its teaching on the proper relationship
between employers, employees, and society discussed
above, CST has frequently discussed the environment

and the responsibility of all people to protect it. While
the environment has perhaps been less emphasized
than other topics over the whole of the last century,
Pope Francis’s recent encyclical Laudato Si°(2015),
which focuses on the environment, stands in continuity
with the teaching of other Popes on the topic. Yet even
before Laudato S7, the Compendium of the Social Doctrine
of the Church identified three major themes of CST
related to the environment: the role of people in the
universe of created things, the crisis in the relationship
between people and the environment, and the common
responsibility of humanity to protect the environment.

The recent encyclical from Francis, Laudato S7’,
expands this tradition in new directions and applies
it to current problems. It calls for a new respect for
the earth and the acceptance of, and adherence to,
ecological practices. Francis argues that this approach
to CST is inherently social, placing responsibility
for the world on every individual, as everyone reaps
rewards from the earth. In this encyclical, he criticizes
big businesses and consumerism for causing so much
damage to the world through excessive intervention and
waste. Francis claims that most of the damage occurs
in developing countries as corporations take advantage
of their inexpensive resources, exploiting them and, in
the process, causing the depletion of natural resources,
deforestation, pollution, and unemployment. He argues
that the best way to combat this destruction of the
earth is to act with a sense of “universal communion’—
everything is connected, and we, as people, have a
responsibility to each other and the earth.

CSR/CST and Greenwashing

In addition to CST’s exploration of environmental
issues, research and practice from a CSR perspective
have also informed the environmental responsibility
efforts of firms. Environmental sustainability has
been viewed as an important aspect of CSR basically
from the beginnings of the field (Carroll, 1999; Geva,
2008). Generally speaking, this research has focused
on the benefits of CSR in general and environmental
sustainability in particular to the firm. These include
high customer loyalty and lower employee turnover
(HoefHler et al., 2010), higher employee morale (Branco
& Rodrigues, 2006), and possibly higher mean sales
growth, return on assets, and pre-tax income (Ameer
& Othman, 2012). As one can infer from these
results, CSR practices suggest a predominant interest
in financial success. Environmental claims made for
the sake of financial gain are sometimes referred to
as greenwashing.
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Popularly called “greenwashing,” this recent,
albeit alarming, phenomenon merges
the concepts of “green” (environmentally
sound), and “whitewashing” (to gloss over
wrongdoing) to describe the deceptive use of
green marketing which promotes a misleading
perception that a company’s policies, practices,
products or services are environmentally

friendly. (Kewalramani & Sobelsohn, 2012)

In this research, we expand the definition of the term
greenwashing to encompass firms that engage in
environmentally responsible business to distract from
other socially undesirable actions. Particularly, we use
it to identify firms that behave in an environmentally
friendly fashion but do so not out of respect for human
dignity or contrary to CST norms, specifically in that
they would pay their executives excessively or limit
their investment in employees.

Methodology

First, we assert that the distribution of wages in a
specific firm is a normal distribution based on the
mean and standard deviation of the industry wage
set. We use industry data provided by the Bureau of
Labor Statistics and calculate a mean and standard
deviation for wages from all occupations within an
industry. We use these statistics to identify the upper
tails of the firm wage distribution. Executive wages will
naturally fall in the upper tail. Wages higher than the
upper tail limit constitute “excessive wages”; a firm with
such wages must either pay their employees less than
market value (as determined from industry statistics)
or employ fewer employees to support the executive’s
wage. In estimating the upper tail for a specific firm,
we calculate the upper tail (alpha) as 1/(firm-specific
number of employees). We use that alpha and industry
statistics to calculate a normal executive wage for that
specific firm size in a specific industry.

For the purpose of this study, we are testing only
cash-based compensation and not options or equity
compensation. CST asserts that executive wages are
excessive only to the degree that they reduce potential
employment by the firm or reduce wages below a living
wage. Options and equity compensation are not paid
by the firm. The firm incurs no liability and transfers
no asset to an executive when it authorizes options for
them. The executive does receive a valuable asset but
the value is “paid” by shareholders through dilution.
Whether options or equity compensation is excessive
to shareholders is an interesting question; however, it
is beyond the scope of this research.

Sample Selection Process

We started with the Fortune 50 companies (McGirt,
2017) and included all the industries captured in
that group. All firms with a SIC matching one of the
Fortune 50 companies that filed a 10-k and a Def 14A
with the SEC, had an environmental score via the CSR
Hub, and for whom we could locate an employment
number were included in the sample. This resulted
in 28 unique industries which mapped to 26 unique
NAICs from the US Bureau of Labor Statistics. There
were, on average, ten firms per industry (minimum
of two, maximum of 33), resulting in a total of 272
unique firms. Two firms were eliminated because of
extreme values. Accounting results from the 10-k and
executive compensation information from the Def 14A
were matched with CSR Hub environmental score
information and resulted in a total of 270 observations.
See Appendix A for a list of variables and their

descriptions.

Results

Variable Transformation

Firms in different industries face very different
environmental situations and labor/capital needs. For
example, a petroleum firm’s environmental challenges
differ significantly from those of a bank. We are
interested, therefore, in how a firm is performing
environmentally relative to firms in the same industry
that would most likely face similar environmental
challenges. Thus, the CSR Hub environmental scores
were normalized by industry (subtract industry mean
and divide by industry standard deviation). The number
of employees was scaled by total assets to control for
firm size. While we expected that larger firms would
employ more people, we were interested in employment
relative to size. The same normalization was also
performed on the number of employees divided by
total assets for similar reasons. As firms in the same
industry have similar operations that demand labor
and capital, we wish to identify firms that are investing
more in employees (employing more people) relative to
other firms in their industry.

Environment, — Environment,,
i industry

Normed Environmental Score = -
Environment,

industry

Normed Investment in Employees =

Employees to Total Assets; - Employees to Total Assets,,, dustry

Employees to Total Assets,,

industry
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To create our variable of excessive compensation,
we first find the average of all executives’ compensation
disclosed in a firm’s proxy statement. This usually meant
the top five executives but sometimes only three or
four executives’ compensation was disclosed. For a
particular executive’s compensation, we summed their
salary, bonus, and non-equity bonus. Equity-based pay
was excluded because equity compensation is paid for
by the shareholders through dilution. Whether the
level of compensation paid for by shareholders is just
is an interesting question but beyond the scope of this
research. We focus this study on the allocation of the
firm’s asset pool available for compensation between
executives and other employees. Next, we find the alpha
(the normal distribution percentile) for each firm’s
executive compensation. We then use the industry mean
annual wage and the standard deviation of the mean
annual wage to construct the normal distribution of
wages and identify the normal executive compensation
based on a firm’s alpha. Finally, we take the difference
between the observed average executive compensation
and the calculated normal executive compensation as
our measure of excessive compensation.

Excessive Executive Compensation = Average Comp; — Norm Comp;

1 —(norm comp; — “industry)z

alpha;= —— «¢ 2ofndustry
V27T0'indusrry
alphai= ———
employees;

Descriptive statistics and
full sample correlations

Notice the skewness difference in the transformed
and untransformed variables of the Environmental
Score and Investment in Employees score (see Table
1). Remember that these variables are normed by
industry SIC. Excessive Compensation is created based
on industry mean and standard deviation and firm-
specific employment levels and therefore is not normed.
Notice that the lowest average executive compensation
is only $11,501; this firm is Biostar Pharmaceuticals.
The highest average executive compensation is with

Twenty-first Century Fox, Inc. at $10,220,000.

Descriptive Statistics - full sample

N Minimum
Environment 270 16.00
Normed Environmental Score 270 (3.14)
Employees to Total Assets 270 0.002
Normed Investment in Employees 270 (2.48)
Average Comp 270 $11,501.00
Excessive Compensation 270 $(134,049.32)

Maximum Mean Std. Deviation
75.00 47.02 9.58
3.41 0.03 1.03
33.03 2.61 4.21
8.55 0.12 1.31
$10,220,000.00 $1,322,987.10 $1,405,036.26

$10,002,821.30 $1,160,840.59 $1,391,527.81

Table 1: Descriptive Statistics (annual data in US$)

Correlations - full sample

Pearson Correlation
Sig. (2-tailed)
N

Excessive Compensation

Pearson Correlation
Sig. (2-tailed)
N

Normed Environmental

Score

Pearson Correlation
Sig. (2-tailed)
N

Normed Investment in

Employees

Excessive Normed Normed Investment
Compensation Environmental in Employees
Score
1 3217 -.1677
.000 .006
270 270 270
3217 1 -.087
.000 153
270 270 270
-.167" -.087 1
.006 153
270 270 270

Table 2: Correlations of Variables (annual data in US$)
*Correlation is significant at the 0.01 level (2-tailed)
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CST norms suggest that excessive compensation
for executives would be compensating them at levels
beyond what the firm can support at full employment.
This predicts that a firm with low investment in
employees would have greater excessive executive
compensation. The negative correlation between
Investment in Employees and Excessive Compensation
suggests such a trade-off among the variables (see
Table 2). In our sample, we find that firms with a
greater investment in employees give less excessive
compensation to their executives compared to firms
with low investment in employees.?

The Normed Environmental Score performs the
opposite of what CST norms suggest. CST norms posit
that affirming human dignity implies a special care
for the earth. However, the sample finds that higher
Excessive Compensation suggests a higher Normed
Environmental Score. This may suggest “greenwashing.”
Companies that pay excessive wages may engage in pro-
environmental activities to bolster their public image
or mitigate any fallout from excessively compensating
their executives. Our sample also finds no significant
relationship between Normed Environmental Score and
Normed Investment in Employees—firms that affirm
human dignity with greater investment in employees
do not outperform their peers in the environmental

CSR Hub score.

Cluster Analysis

We performed a two-stage cluster analysis based on
the variables Normed Investment in Employees and
Excessive (Executive) Compensation (see Table 3).3 The
analysis yielded three clusters. The first cluster has high
Excessive Compensation and low Normed Investment
in Employees. The second cluster has low Excessive
Compensation and low Normed Investment in Employees.
The third cluster has low Excessive Compensation and

2 There is a significant correlation between financial
performance (measured as return on assets [equity]) and
investment in employees, and additional analysis using this
variable still finds a significant and negative relationship
between investment in employees and excessive executive
compensation. Theoretically, CST is grounded in the
common good rather than profit maximization; thus, it is
not included in this analysis. Future research comparing and
contrasting CSR and CST would need to include financial
performance as an element of CSR.

3 We also performed a cluster analysis using all three
variables: excessive compensation, normed investment
in employees, and normed environmental score. Clusters
were very similar and normed environmental score had low
predictor importance.

high Normed Investment in Employees and aligns the
most with CST norms.

The following is a graphical representation of
the distribution of the clusters compared with the
distribution of the entire sample.

Clusters

Input (Predictor) Importance

E1.0Mos@os004002000

Cluster 1 2 3
Label

escription

EZG

| | 13.0% | | 56.3%) | | 20.7%
(179)

difexaccomp

nputs difexeccomp difexeccomp

Figure 1: Cluster distribution of excessive compensation and
investment in employees
Difexeccomp = Excessive Compensation

NormemployTA = Normed Investment in Employees

Next, we looked at each cluster. In particular, we
were interested in how the environmental performance
variable behaved within each cluster. In the full sample,
this variable correlated positively with excessive
executive compensation. This suggests that executives
position their firms as environmentally responsible
not out of a sense of solidarity with the employees
but rather as a marketing tactic. Within the clusters,
however, the relationship with the environmental
performance variable changes. See Tables 4 and 5.

Cluster One had the highest excessive executive
compensation and the lowest investment in employees.
Its environmental performance was not very different
from that of the other two clusters in terms of means
and there was no significant correlation among the
variables in this cluster.

Cluster Two had low excessive executive
compensation and low investment in employees.
Excessive Compensation was negatively and significantly
related to Normed Investment in Employees. The more
these firms pay their executives, the fewer people they
employ. Excessive Compensation was also positively
related to Normed Environmental Score. The more these
firms pay their executives, the more likely they are to
position their firms as environmentally responsible. This
could suggest a “greenwashing” motive wherein firms
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engage in socially acceptable environmental behaviors
to mitigate or distract from any social pressure around
excessive executive compensation. CST norms posit
that the motive for environmental performance comes
from the call to solidarity with humanity (Francis,
2015). However, there is also no significant relationship
between environmental performance and investment in
employees in this cluster.

Tot_sample_cluster
12500000 O1

O2
3

10000000 o
7500000+

5000000

difexeccomp

25000007

normemployTA

Figure 2: Scatterplot of firms by excessive compensation and
investment in employees

Difexeccomp = Excessive Compensation

NoremployTA = Normed Investment in Employees

Cluster Three is the cluster that most closely
aligns with CST norms. These firms have low
excessive executive compensation and the highest
investment in employees. Interestingly, we found
within this cluster only a positive correlation between
Normed Environmental Score and Normed Investment
in Employees. This evidence would be consistent with
environmental performance that proceeds from a

commitment to solidarity, which is how CST specifies
the motive for environmental performance.

Conclusions

This research provides some introductory analysis of
firm performance in accordance with CST norms.
CST suggests that the human person is the “subject,
toundation and goal” (Pius XII, 1945) of every element
of social life. Business exists to support the human
person. Profits, production, cash flow, etc. are means
to achieve the authentic flourishing of humanity.
They are not ends in themselves. CST also suggests
some aspects of business that affirm human dignity.
This research focuses on the CST norm of solidarity
between employers and employees measured by the
lack of excessive executive compensation. We then
compare that to the CST norm of the common good,
measured as investment in employees or commitment
to participation by employment, and the CST norm
of environmental performance as a collective good and
necessary to the sharing of goods.

We find that our sample clusters, as well as
variables within some clusters, correlate in a manner
predicted by CST. In the full sample, we find that
investment in employees is significantly and negatively
correlated with excessive executive compensation.
Firms that pay their executives more excessively
invest less in employees. However, environmental
performance in the full sample does not behave in a
manner consistent with the promotion of the human
person. Instead, we find environmental performance
to be significantly and positively correlated with
excessive executive compensation. This suggests that
firms either pay their executives excessively for better
environmental performance or use “greenwashing” to

Clusters

Average Silhouette = 0.6 (good cluster quality)

cluster 1 2 3
Size 35 179 56
means by cluster
Excessive Compensation $ 4,054,056.14 $ 773,109.18 $591,936.61
Normed Investment in Employees -0.31 -0.38 2.01
Factors
predictor importance
Excessive Compensation 1.0
Normed Investment in Employees 0.75

Table 3:

Cluster Formation (annual data in US$)



16

James Martin, Mariah Webinger, & Brian M. Saxton

Excessive Compensation

N Minimum

35  $2,371,608.32

Cluster 1

Maximum

$10,002,821.30

Mean

$4,054,056.14

Std. Deviation

$1,821,226.95

Normed Environmental Score 35 -1.057 3.405 0.797 0.957
Normed Investment in Employees 35 -1.564 1.608 -0.314 0.643
Cluster 2
Excessive Compensation 179  $(46,484.82) $2,255,636.49 $773,109.18 $559,639.95
Normed Environmental Score 179 -3.136 2.664 -0.009 1.010
Normed Investment in Employees 179 -2.484 0.719 -0.381 0.508
Cluster 3
Excessive Compensation 56  $(134,049.32) $2,290,436.30 $591,936.61 $510,731.54
Normed Environmental Score 56 -2.677 2.020 -0.304 0.929
Normed Investment in Employees 56 0.707 8.546 2.008 1.661
Table 4: Cluster Analysis - Descriptive Statistics
Excessive Normed Normed Investment in
Cluster 1 ; Environmental
Compensation Employees
Score
Pearson Correlation 1 .019 .072
Excessive Compensation
Sig. (2-tailed) 912 682
Normed Environmental  Pearson Correlation .019 1 -.269
Score Sig. (2-tailed) 912 118
Normed Investment in Pearson Correlation .072 -.269 1
Employees Sig. (2-tailed) 682 118
Excessive Normed Normed Investment in
Cluster 2 : Environmental
Compensation s Employees
core
Pearson Correlation 1 2927 -.156
Excessive Compensation
Sig. (2-tailed) .000 .037
Normed Environmental  Pearson Correlation 2927 1 -.110
Score Sig. (2-tailed) .000 142
Normed Investment in Pearson Correlation -.156 -.110 1
Employees Sig. (2-tailed) 037 142
Excessive Normed Normed Investment in
Cluster 3 : Environmental
Compensation s Employees
core
Pearson Correlation 1 105 -.158
Excessive Compensation
Sig. (2-tailed) 440 244
Normed Environmental  Pearson Correlation .105 1 322
Score Sig. (2-tailed) 440 015
Normed Investment in Pearson Correlation -.158 322 1
Employees Sig. (2-tailed) 244 015

Table 5: Cluster Analysis - Correlations
*Correlation is significant at the 0.05 level (2-tailed)
*Correlation is significant at the 0.01 level (2-tailed)
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distract society from the justice issues surrounding
executive compensation.

Next, we break the sample into clusters based on
excessive executive compensation and investment in
employees. Cluster Three, with the lowest excessive
executive compensation and the highest investment in
employees, is the cluster that most closely aligns with
CST. Within this cluster, environmental performance
performs in a manner consistent with CST norms.
Greater investment in employees suggests greater
environmental performance; solidarity among people is
positively and significantly related to solidarity with the
earth. However, in Cluster One there is no relationship,
and in Cluster Two, environmental performance is
related to higher excessive executive compensation
which is also related to lower investment in employees.

These results are of interest to investors who are
concerned about promoting the common good in a
manner consistent with CST—with the human person
at the center. They are also of interest to employees
who are attempting to discern the authenticity of a
firm’s position on compensation, employment, and
environmental performance. However, these results
do not lead to policy implications. Although market
controls are necessary to protect individuals from
forces contrary to their development, CST principles
of subsidiarity suggest government interference only
when necessary. In this situation, regulation limiting
executive compensation would hurt environmental
performance in one of the clusters, while regulation
mandating environmental performance would lead to
lower investments in employees in one of the clusters.
Only if legislation could be crafted to navigate these
market complexities could there be a prescriptive policy
implication from the results.

Future research is needed to explore normative CST
claims for equity- and options-based compensation.
While these were excluded from this research project
because they are not paid out of the pool of assets
available, they are indeed compensation to the executive
and, in many cases, make up the most significant
portion of the executive’s pay. Shareholders pay this
cost through the dilution of their shares. Whether this
pay practice aligns more with the common good than
direct cash compensation as studied in this project
remains for future research. How compensation levels
move over time, pre- and post-pandemic or other
economic shock, is also not investigated in this project
but remains a potentially significant area of research.
In addition, the effect of firm financial performance
on executive compensation, investment in employees,
and environmental performance would be a fruitful

tuture avenue of research, particularly in exploring
the differences between CSR and CST as theoretical
models and in identifying firms that fit the normative
prescriptions offered by the different theories.

This research project was also limited to US
Fortune 50 firms and those in the same industry
and filing with the US Securities and Exchange
Commission. The issue explored was whether excessive
executive compensation is associated with other CST
variables, if firms pay excessive executive compensation
at the expense of the environment or other lower
economic level employees. In well-developed countries,
the principal-agent problem is that excessive executive
compensation is at the expense of the public investor.
In developing countries, many large companies are
held by elites and their families who may maximize
their pay at the expense of minority stakeholders.
The principal-agent problem is different in these two
situations. Future research is needed to use CST as a
theoretical framework to explore issues of justice in
executive compensation in developing countries.
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Appendix 1: Variable Descriptions
Variable Name
Environment CSR Hub Environmental score

CSR Hub Environmental score normed by

Normed Environmental Score .
industry

Employees to Total Assets Number of employees divided by total assets

Number of employees divided by total assets

Normed Investment in Employees normed by industry

Average of the top executives’ pay as listed on the
company’s proxy statement

Average Comp

Average of the top executives’ pay normed by

Excessive Compensation .
industry

Appendix A: Variable Descriptions
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