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When Total Shareholder Return 
Isn't the Answer 
 

Over the course of several years, we have had an increasing number 

of discussions with Boards on the use of Total Shareholder Return 

(TSR) as a dominant metric in public companies' long-term incentive 

(LTI) plans.  

To say that TSR is a trending measure in these plans is an 

understatement.  Multiple sources put the number at around 50%, up 

from 17% since 2004.  It seems there is a generalized perception that 

because TSR is a well-understood benchmark, meets the 

expectations of major proxy advisors, and aligns to investor interest, it 

is an appropriate and possibly even ideal performance measure. 

While TSR absolutely has merit as a summary indicator of long-term 

performance and it offers clear alignment between the interests of 

management and shareholders, we have had some concerns as its use 

becomes more prevalent.  Our suspicion that it may not be the definitive 

incentive measure lies in the concept of line of sight, which is a clear path 

from management's actions to ultimate results.  Further, as a summary 

measure and a lagging one at that, it lacks another fundamental 

requirement of a strong incentive, that is information about what needs to 

be done (or done differently) to create value.  On the surface, TSR doesn't 

appear to have the hallmarks of a model incentive measure. 

So what does the data say?  We felt it was time to get to the bottom of this issue.  Because 

no definitive research was available to tell whether or not the inclusion of TSR in long-term 

incentives actually resulted in improved performance, our firm collaborated with the Cornell 

University ILR School's Institute of Compensation Studies to find out.  The resulting 

empirical research of S&P 500 companies over a ten-year timeframe shows that while this 

approach may conform to market norms, it is simply not effective and does not lead to 

stronger company performance.  Key findings include: 

 There is a marked rise in use of TSR-based incentive plans across all industries; 

“We now know 

definitively through 

research data that 

TSR is not the 

right incentive 

performance 

measure.”  

AUTHOR 

David Swinford 

President & CEO 

 

https://www.nyse.com/governance/hot-topics/compensation-committee/when-shareholder-total-return-isnt-the-answer


  

 
 
When Total Shareholder Return Isn't the Answer 2 

 Firms with TSR-based incentive plans are typically larger (based on market cap and 
revenue), and over time have been less profitable; and 

 There is no evidence that including TSR in an LTI plan leads to improved company 
financial performance or even better future TSR. 
 

While Boards take time to digest this information and determine what alternative approach 

they might take, the pressure to use TSR may grow stronger, in part based on the SEC's 

proposed rules that could mandate disclosure of pay-for-performance based on TSR.  We 

certainly understand the rationale for TSR's popularity and the reasons for its use, but when 

the main objective of an executive compensation program is to spur the successful 

execution of corporate strategy and create shareholder value, the proxy advisory policies 

and external pressures must become secondary considerations. 

We believe the far more effective option for Boards is to dig deep into the factors that guide 

business value generation for the company in question and ensure a clear understanding of 

the corporate strategy, both the long-term aspects and the short-term milestones that help 

drive to longer-range objectives.  Only then can we be comfortable that the right correlating 

goals and measures are in place.  There are several initial steps for Compensation 

Committees to consider: 

 Beyond TSR, incorporate other more strategy-relevant financial and operational 
measures; 

 Understand if and how the company's life cycle stage, competitive environment, or 
industry may play a role in either measure or goal selection, or both; 

 Look at lead (or "driver") metrics that help spur the new actions necessary to enact your 
strategy, in addition to the look-back or lag metrics that evaluate past performance; 

 Ensure goals are set and measured fairly, with clear line of sight, and that they are 
actionable; and 

 Finally, take the extra step to plan a communication strategy that explains all aspects of 
the plan to participants and shareholders alike.  
 

There is no doubt this approach will take more effort and ongoing calibration.  However, 

knowledge is power and we now know definitively through research data that TSR is not the 

right incentive performance measure.  It's important we collectively take this next step in the 

evolution of compensation design and ensure that the Board, the Compensation Committee 

and management are working in concert to most effectively use compensation as a catalyst 

and drive value creation over the long-term.  
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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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