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Bloomberg BNA: Study Finds 
TSR Doesn’t Drive Company 
Performance 
 

The use of total shareholder return (TSR) as a metric in long-term incentive plans has not 

been effective in improving company performance, according to an analysis by Pearl Meyer 

and Cornell University’s ILR School’s Institute for Compensation Studies. 

Pearl Meyer and Cornell studied S&P 500 companies’ use of TSR in LTI plans over a 10-

year period and whether it had an impact on the firms’ performance.  The research found 

that there appeared to be an unclear link between TSR and business results. 

“TSR isn’t good as an incentive metric over the long term,” David Swinford, President and 

CEO of Pearl Meyer, said in an interview with Bloomberg BNA. 

TSR is stock price appreciation plus reinvested dividends over a specified 

period of time, and measures the value created for an investor and the 

strength of a company’s performance.  

The use of TSR in long-term incentive plans spiked from being in 17 

percent of plans in 2004, to nearly 50 percent of plans in 2013 among 

S&P 500 companies, according to Pearl Meyer.  The increase was 

particularly dramatic among consumer staples and information technology 

companies, the research found. 

“The assumption about TSR is that linking stock performance to executive compensation 

would lead to improved performance because, in part, it would align incentive awards with 

shareholder interests,” according to Swinford. 

Instead, the Pearl Meyer and Cornell research found little to suggest that including TSR in 

an LTI plan led to improved financial performance.  The analysis also found there was a 

slight negative relationship between the use of TSR and revenue growth in the year 

following the implementation of TSR as a metric in LTI plans. 

 
“There is just a 
tremendous 
disconnect 
using TSR.”  
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“We were a little surprised that not only is there no strong positive relation, there’s no 

positive impact or TSR on the firms’ performance,” said Linda Barrington, Executive 

Director of Cornell University’s ILR School’s Institute for Compensation Studies. 

Looking for a link.  The research looked at an abstract economic theory of interests, that 

“if you link people’s financial rewards to owners, they’d act in ways that would support the 

owners.  The reality is that theory doesn’t always play out in practice,” Barrington said. 

The Cornell analysis used measures of the firm’s performance, including one-, three- and 

five-year TSR, as well as annual measures of return on equity, earning per share growth, 

and total revenue growth. 

The research found that companies using TSR plans tended to be larger, based on market 

cap and revenue, but less profitable, based on a 10-year Compound Annual Growth Rate.  

The analysis revealed there is no strong evidence of a positive impact of TSR plans on a 

firm’s performance, according to Barrington.  The Cornell research also found that more 

recently added TSR plans showed a slight decline in current revenue growth.  Firms that 

have added TSR plans are putting less weight on the metric than organizations that have 

used TSR longer, according to Barrington. 

“As more and more companies adopted TSR, they were starting to weight TSR in an overall 

compensation plan lower than those who were early adapters.  Over time, the weight put on 

TSR dropped,” Barrington said.  This might indicate that companies are aware that the use 

of TSR has its drawbacks, but may feel pressured to include it in compensation plans, 

according to Swinford.  

A survey conducted by Pearl Meyer found that companies’ reasons for using TSR in plans 

include peer practices, cited by 75 percent, while 56 percent said investor concerns. 

There is no single perfect metric.  Every organization’s financial state has nuances that 

can make it difficult to do comparisons, according to Swinford.  This makes TSR one 

relatable measure.  “The stock price is easy to calculate, especially from the outside,” he 

said. 

Institutional Shareholder Service and other proxy firms use TSR because it’s something 

that the shareholder can use to compare firms, Swinford said.  TSR would seem to be a 

good metric to use over the long term.  “Everyone agrees the purpose of the business is to 

make profit for the owners,” he said. 

It can be difficult for companies to set multi-year goals, which makes the use of relative 

TSR additionally appealing, according to Swinford.  “Many companies have a hard time 

figuring out the future.  They can’t project what their performance will be over the next 

several years.  If you can’t set goals, it’s debatable what measure of performance you can 

use against a peer group,” he said. 
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However, stock prices may not be that accurate a measure of how the company actually 

functions, according to Swinford.  “There are a lot of things that can influence stock prices 

that are out of the executive’s control,” he said. 

“There is just a tremendous disconnect using TSR,” Swinford said. 

What are the alternatives?  Despite these obstacles, there is nothing that could easily 

replace TSR, according to Swinford.  “There isn’t a single good measure or pair of 

measures that would be a good metric for all companies.  There are different drivers of 

value creation,” Swinford said. 

There might be different components of how companies are valued by the market, such as 

return on investments, return on equity, or growth, he said.  The specific measure that 

would truly be ideal depends on the industry and strategy, according to Swinford. 

Using a metric other than TSR would require some communication skills of a company, 

according to Swinford.  If an organization decides to use another measure other than TSR, 

then it should have good reason to do so, he said.  “It’s incumbent on every company to 

explain to shareholders why they are pursuing the strategy they pursue,” he said. 

“Every investor wants to know what the long term strategy is and how to get there,” 

Swinford said. 

 

 

 

 

 

About Pearl Meyer 

Pearl Meyer is the leading advisor to Boards and senior management on the alignment of 

executive compensation with business and leadership strategy, making pay programs a 

powerful catalyst for value creation and competitive advantage.  Pearl Meyer’s global 

clients stand at the forefront of their industries and range from emerging high-growth, not-

for-profit, and private companies to the Fortune 500 and FTSE 350.  The firm has offices in 

New York, Atlanta, Boston, Charlotte, Chicago, Houston, London, Los Angeles, and San 

Francisco.
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