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The World Economic Forum kicked off last week in Davos, Switzerland, bringing together corporate
heads and political titans to discuss, among other things, how the “Me Too” movement, pressure to
provide equal opportunities for women and regulations in the U.S. and abroad are driving gender

pay equity further into the spotlight.

Most recently, prompted by sharcholder pressure, Bank of America agreed to disclose its gender
pay gap following CitiGroup earlier this month. The banks, along with six other financial service
firms, received proposals from Arjuna Capital to make such disclosures this year.

During this year’s proxy season, experts say shareholders will be prodding companies to disclose
gender pay figures, but it’s important that boards work with management before disclosing any raw
data. Sources say that companies should be reviewing and, if needed, updating compensation
strategies, narrowing in on the correct data and providing reasonable explanations as to why
discrepancies might exist.

Companies, Investors Differ on
Need for Gender Pay Transparency

Should companies be disclosing their gender pay gap information?*
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“There has been an enormous cultural shift in terms of awareness about women’s inequality, sexual
harassment and abuse, and women are speaking up in a unified voice like we have never seen.
Companies are wise to pay attention and address the issues being brought to the fore, including the
gender pay gap,” says Natasha Lamb, managing director at Arjuna Capital. “We really view any
move by a company to improve pay as a service to attracting and retaining female talent.”

Drivers of Pressure

Shareholders such as Arjuna Capital and Pax World Investments have been pushing companies on
gender pay equality for years. This year, it is expected that efforts by other shareholders and
company stakeholders will intensify due to a social movement to eradicate sexual harassment in the
workplace.

In Davos, speakers including Peggy Johnson, executive vice president at Microsoft, addressed
sexual harassment and equality, while the World Economic Forum reported that the gender pay
gap has widened for the first time since 2006 and that it will take 217 years to close the gap. Another
report presented at the forum indicated that technology will likely widen the gap even more and may
replace more female than male workers.

“As discussions around women and the workplace and having a harassment-free, gender—neutral kind

of presence in the workplace at the highest level gets raised over and over again, hopefully every time

some fixes come with that,” says Davia Temin, CEO of strategy and communications consulting
firm Temin and Company. “Extinguishing sexual harassment in organizations is here to stay, so

with that comes a host of other issues [being addressed] — pay being one of them.”

A driving force for global companies to consider disclosing gender pay gaps is a regulation in the

United Kingdorn issued last year that requires companies with 250 or more employees to file their

gender pay gap data and a written statement for their website with the government by April of this
year. Temin, who has served on multiple boards, says it makes sense for companies that have British

operations already working on disclosing these numbers to do the same for employees in the U.S.

and elsewhere.

In the U.S., state regulations will continue to drive gender pay disclosures. This year’s proxy season
will see companies disclosing CEO-to-employee pay ratios for the first time as well. Sources say this
may drive companies to consider parsing this data by gender, but it remains to be seen. Lamb
encourages companies as they analyze the CEO-to-employee pay ratio numbers to begin calculating
gender pay ratios to disclose them in the future.

“Legislation continues to emerge ... so there is the ongoing need to monitor and ensure compliance,”
writes Nancy Romanyshyn, senior consultant in Willis Towers Watson ’s talent and rewards
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practice, in an e-mail. “Governments are introducing or revising legislation to better ensure gender
pay equity, and leaders in organizations are becoming more public about their commitment to equal
pay and what that commitment means.”

Arjuna Capital started its push for gender pay gap disclosures by focusing on consumer goods
companies and moved on to technology and financial services companies. Six proposals went to a
vote last year, and the movement has led companies such

as Apple, Costco, Facebook and Starbucks to voluntarily disclose this information, most
commonly in the form of diversity and inclusion reports on their websites. Lamb says a total of 12
companies have committed to gender pay transparency after working with Arjuna.

Meanwhile, CitiGroup’s move to disclose this year may influence other financial services firms to do
the same, sources say. Even though Citi reported a virtually nonexistent pay gap after engaging with
Arjuna on the issue, the company said it will be raising pay for female workers and working to
address unconscious bias issues in the workplace through training programs.

“Citi represents a tipping point on the scale because now you have one of the country’s leading banks
stepping into a position of leadership, and I would expect that to compel others to follow rather than
risk being labeled as laggards on the issue,” Lamb says.

Actions to Take Before Disclosing

Experts say shareholder engagement with management and directors is key to getting a firm grasp on
exactly what shareholders want to see.

“We would ultimately like to see both the normalized equal-pay-for-equal-work number but also the
median pay gap to see structural deficiencies and set goals to improve them,” Lamb says. “We want
to see the methodology disclosed and the base bonus and equity compensation included in the
analysis. It would also be good to have the analysis extend to entry-, mid- and senior-level
employees, which we haven’t seen yet.”

Boards are also being pressured by peer companies’ disclosing these numbers, says Brian Levine,
innovation leader for workforce strategy and analytics and a partner in the talent business
at Mercer.

“Boards are seeing proposals at other companies and seeing disclosures, so they need to ask their
management teams what is being done about the issue — ‘Is there an issue? What is the size of the
issue? How can we effectively remediate the issue and make pay changes to be on the right path?’”
Levine says.
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Levine adds that tracking data through HR systems can help boards complete analyses. Stacey
Rapacki, director in Willis Towers Watson’s talent and rewards practice, says that companies
should separately complete a fair pay analysis as a part of effective total rewards program
management to address gender distribution issues — i.e., higher concentrations of males in higher-

paying roles.

Experts say companies should also consider the findings of proxy advisory firm ISS’s survey of
investors and companies on disclosing gender pay gaps. According to the survey of 74 institutional
investors and 251 non-investors that was conducted late last year, 60% of investors think companies
should be disclosing pay gap information, while only 17% of non-investors think so. A little more
than half (53%) of investors and non-investors (58%) said that both diversity and inclusion policies
and compensation philosophies/fair and equitable compensation practices mitigate the absence of

gender pay gap numbers.

Ultimately, ISS issued a policy update that said the firm will continue to look at the shareholder
proposals on a case-by-case basis, but will now take into account “the company’s current policies and
disclosure related to both its diversity and inclusion policies and practices and its compensation
philosophy and fair and equitable compensation practices; whether the company has been the subject
of recent controversy, litigation, or regulatory actions related to gender pay gap issues; and whether
the company’s reporting regarding gender pay gap policies or initiatives is lagging its peers.”

Temin says boards should take a strong, diagnostic look at pay structures separately from other

issues. The board needs to ask for information directly from management to better understand the

magnitude of any equality, cultural or harassment issues regarding gender, including pay, and come

up with a firm strategy to address them.

“The board is interested in growth and profitability of the organization and success and compliance,

but this is rapidly becorning a hot-button issue,” Temin says. “There’s a real reputational risk here —
the last thing you want to do is see your company at the wrong end of a headline.”

Looking Ahead

Levine says companies should not only disclose the raw gender pay gap numbers but also talk about
their strategies to fix any issues. Companies should disclose that they are accounting for different
jobs, locations and job experience that might explain a portion of the gap. What remains might be
“legitimate” drivers of pay differences, which should be put in the context of a disclosure, he says.

“If there is a disparity [in pay between genders], it’s probably critical at the same time [that] you

disclose the numbers to come out with a plan to remediate it for the reputation of the organization.”
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Temin says. “That’s what is taking organizations a while, to [come out with the numbers]: vou would

be foolish to report a ratio and nothing else.”

Ultimately, the overall focus on diversity will continue to be updated and defined by individual
companies, Willis Towers Watson’s Romanyshyn says. “Each organization’s response to the question
of inclusion and diversity becomes an opportunity for that organization to showcase its unique
employee culture, employee experience, and approach to the market.”
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