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With the Trump administration, investors are anticipating an 

easing in banking regulations and modest increases in interest 

rates. Accordingly, the market response to Trump’s election sent 

bank stock prices surging. From election to year-end, the Keefe, 

Bruyette & Woods NASDAQ Banking Index, which is made up of 

money center banks, as well as regional banks and thrifts, was up 

22 percent, alongside a very strong 7 percent increase in the S&P 

500. Full year returns were even better, and they were better for 

many smaller banks as well. For example, banks with total assets 

between $1 billion and $10 billion saw returns of 20 percent to 65 

percent.  

 

In our experience, large swings in stock prices trigger important design considerations for 

long-term incentive grant strategies and grant policies.  

 

Long-term Incentive Strategies—Target Value Versus Fixed Share  

 

Long-term incentive strategies among banks typically incorporate the use of full-value 

awards, such as restricted stock or performance shares, or stock options.  

 

There are two common approaches used to determine the number of shares granted under 

equity awards—a target value approach and a fixed share approach. 

▪ Target value approach: The bank targets a specific award “fair value.” Thus, as stock 
prices surge, the number of shares granted is reduced to deliver the same grant value. 
Conversely, when stock prices decline, more shares are granted. This is the most 
common method for determining the number of shares awarded.  
 

AUTHOR 

David Seitz 

Managing Director 

 

http://www.bankdirector.com/index.php/committees/compensation/surging-stock-prices-and-your-long-term-incentive-strategy/


  

 
 
Your Bank’s Long-Term Incentive Strategy and Surging Stock Prices 2 

▪ Fixed share approach: The bank targets a specified number of shares. Thus, as stock 
prices surge, the fair value of the award also increases. The volatility in grant value is 
one of the reasons this approach is less common. 

 

No matter the approach used, sudden surges in stock prices will result in significant 

changes in either the number of shares granted or the fair value of the award, assuming no 

adjustments are made to the grant strategies. For example, the increase in stock prices 

over the past year for banks with assets between $1 billion and $10 billion will likely result in 

a 16 to 40 percent decline in shares delivered through a target value approach or a 20 to 65 

percent increase in fair values at banks utilizing a fixed share approach.  

 

The advantages in delivering equity through a target value approach include providing 

tighter controls over the accounting expense of long-term incentive programs, a clearer 

understanding of the award value to the participant, greater consistency in disclosed 

compensation values for proxy-reported officers, and maintaining alignment with 

competitive market compensation levels. However, when stock prices surge, no matter the 

cause, the resulting reduction in shares under a target value approach may be perceived as 

a so-called performance penalty by participants. Your participants in the plan might wonder, 

“The stock price went up and you cut my shares?”  

 

Alternatively, under the fixed share approach the increase in the fair value of the award may 

result in higher compensation expense, greater variability of disclosed compensation, and 

compensation levels that are positioned higher relative to the market than the bank’s stated 

compensation philosophy.  

 

Considerations  

 

In light of the potential variability in grant values or the number of shares issued, banks 

should thoroughly review the impact of recent stock price changes on their long-term 

incentive grant strategies to avoid unintended consequences.  

 

Target value programs can be adjusted through an increase in the value delivered or 

revisions to the approach used to determine shares, or a combination of these two 

approaches. Generally, an increase in the value delivered would not correspond directly 

with the increase in stock price, for example award values would increase 20 to 30 percent 

of the gain in stock price. In adjusting the approach used to determine the number of shares 

issued, banks can use an average stock price (for example, 90 to 150 days) rather than the 

price on the date of grant.  

 

Conversely, fixed share programs would be adjusted to reduce the grant value through a 

reduction in the number of shares issued. For example, shares granted would be reduced 

by 10 percent to 15 percent of the gain in share price.  
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In all cases, the impact of adjustments to long-term incentive strategies on total 

compensation should be evaluated against market compensation and share utilization 

levels as well as the bank’s stated compensation philosophy. Further, the rationale for 

adjusting long-term incentive strategies should be communicated clearly to program 

participants. 
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