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Executive Summary

The global financial crisis that erupted in 2008 cast a harsh light on executive compensation at many Wall Street banks. 

Legions of executives pocketed large compensation packages or departed with generous severance payments even 

as their banks descended into bankruptcy or were bailed out by the federal government. Many corporate governance 

experts believe that the size and structure of these pay packages offered perverse incentives that helped drive the 

excessively risky decisions that pushed financial markets to the brink of disaster. 

This report investigates the nature and significance for investors of the size and structure of executive compensation 

at Wall Street banks (see table below for the specific banks studied, both pre- and post-crisis). To this end, we 

examined the origins of Wall Street pay, the typical size and structure of executive compensation at Wall Street banks 

and differences between pay on the Street and pay at U.S. non-financial companies and at large non-U.S. financial 

institutions. 

Wall Street Banks in the Study

Pre-Crisis Post-Crisis

Bear Stearns Bank of America 

Citigroup Citigroup 

Goldman Sachs Group Goldman Sachs Group 

JPMorgan Chase Wells Fargo

Lehman Brothers Holdings JPMorgan Chase

Merrill Lynch Morgan Stanley

Morgan Stanley

Our study found that Wall Street’s median total realized compensation levels were between two and three times the levels 

found in the rest of the Fortune 50 during the five years from 2003–2007. The differential was driven for the most part by 

Wall Street’s appetite for larger awards of time-restricted stock. 

The structure of compensation on Wall Street did not differ significantly from the structure of pay at non-financial 

companies. Both were a mix of base salary, cash bonuses, stock options, restricted stock, perquisites and benefits. But 

the balance between these common elements differed markedly. Wall Street executives typically received lower base 

salaries and perks and benefits that were less valuable. Cash bonuses on the Street, however, were significantly higher. 

In theory, many of the pay practices used on Wall Street should have been successful in aligning management interests 

with those of shareowners. These elements included:

■■ Compensation packages that afforded big gains in pay for small increases in performance, with a high proportion of 

incentive compensation 

■■ Heavy use of equity compensation

■■ Long restriction periods applied to much of equity compensation

■■ Modest fixed compensation costs
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Such pay practices, which carry substantial exposure to stock price volatility, should have deterred management 

from going out on too many limbs. However, the collapse of several of the banks and the loss of value in many others 

suggests that these practices did not prevent excessive risk taking and encouraged short-term gains over long-term 

value growth. 

We believe this occurred because other elements of pay on Wall Street had offsetting and damaging consequences for 

shareowners. Such practices included:

■■ Excessive cash bonuses

■■ Excessive focus on short-term annual growth measures

■■ Pay levels that were so high they effectively insured executives against failure

Little or no Wall Street compensation was linked to long-term future performance measures. This contrasts with 

compensation at many non-financial companies, where incentive pay was awarded for hitting long-term performance 

targets. 

In sum, the lack of long-term performance measurement on Wall Street and high absolute levels of compensation likely 

helped to fuel excessive risk-taking. Large amounts of compensation were delivered without restrictions and based on 

short-term performance. Such payouts were partly a legacy of the banks’ origins as partnerships — but without the 

moderating element of partner-ownership.

Pay regulations in the American Recovery and Reinvestment Act (ARRA) of 2009 and other regulatory actions have been 

significant and, in the main, negative. While compensation levels fell overall, the declines were modest and the new rules 

resulted in a less performance-related compensation structure.

In the wake of the financial crisis, the structure of compensation on Wall Street has improved. Positive changes include:

■■ Substantially improved clawback provisions 

■■ Longer deferral periods for pay, especially equity

■■ An increase in equity as a proportion of compensation 

■■ A rebalancing of the fixed pay/variable pay mix to mitigate risk taking

Despite these beneficial changes, none of the banks in the study has addressed adequately the importance of tying 

compensation to long-term value growth. Some banks have increased fixed pay excessively. And the effectiveness of the 

banks’ stronger clawback provisions has not been tested. 

We also compared Wall Street compensation to pay at several leading non-U.S. financial institutions: Bank of Tokyo-

Mitsubishi UFJ, Barclays, BNP Paribas, Credit Suisse, Deutsche Bank and UBS. Our examination revealed that the 

non-U.S. institutions incorporated long-term performance measures in pay even before the crisis. In its aftermath, these 

banks have — voluntarily or otherwise — increased the amount of deferred compensation tied to long-term performance. 

More vigorous federal oversight of Wall Street does not appear to have changed compensation on the Street for the 

better. We encourage concerned shareowners to consider several avenues to address outstanding pay problems. 

Options include engaging directly with Wall Street firms where compensation is most out of line with best practice, 

voting against management say-on-pay resolutions at annual meetings and filing shareowner proposals seeking better 

pay practices. Investors could also lobby Congress and regulators for more effective reforms. Such steps could include 

mandatory deferral of a percentage of incentive compensation, over specified periods, and clawbacks of deferred 

compensation if certain long-term performance targets are not met.
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Introduction

The global financial crisis that erupted in 2008 cast a harsh light on executive compensation at many Wall Street banks. 

Legions of executives pocketed large compensation packages or departed with generous severance payments even 

as their banks descended into bankruptcy or were bailed out by the federal government. Many corporate governance 

experts believe that the size and structure of these pay packages offered perverse incentives that helped drive the 

excessively risky decisions that pushed financial markets to the brink of disaster. 

This report investigates the nature and significance for investors of the size and structure of executive compensation at 

Wall Street banks (see table below for the specific banks studied, both pre- and post-crisis). 

Wall Street Banks in the Study

Pre-Crisis Post-Crisis

Bear Stearns Bank of America 

Citigroup Citigroup 

Goldman Sachs Group Goldman Sachs Group 

JPMorgan Chase Wells Fargo

Lehman Brothers Holdings JPMorgan Chase

Merrill Lynch Morgan Stanley

Morgan Stanley

To this end, we examined several issues, including:

■■ The origins of Wall Street pay

■■ The typical size and structure of executive compensation at Wall Street banks 

■■ The difference between executive compensation on Wall Street and executive pay at non-financial companies

■■ The pros and cons of Wall Street pay, both before and after the crisis

■■ The measures and types of awards used by compensation committees at Wall Street banks to align the interests of 

executives with those of long-term shareowners

■■ The impact of Wall Street pay on the compensation of corporate America at large

■■ The impact of the American Recovery and Reinvestment Act (ARRA) and related legislation on the size and structure 

of Wall Street pay

■■ The size and structure of executive pay at non-U.S. financial institutions 

■■ A shareowner action plan
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The Origins of Wall Street Pay

All of the pre-crisis Wall Street banks in the study, with one exception, JPMorgan Chase, were once partnerships. While 

Citigroup was not originally a partnership, Smith Barney, its investment bank arm, was once a partnership. And while 

Citigroup’s compensation policies did not evolve out of partnership pay policies, its inclusion of Wall Street firms in its 

peer group for compensation purposes had an immense influence indirectly. In many ways, these banks continued to 

take a partnership approach to compensation even after they became public companies, maintaining high levels of 

insider shareownership and “overhang” (equity reserved for use in incentive plans).

Even now, for example, Goldman Sachs officers and directors alone own almost 3 percent of the company, while almost 

half of outstanding equity is reserved for awards under various equity compensation plans. Dilution levels and insider 

ownership were even higher at Lehman Brothers and Bear Stearns. Until recently, one of the banks even named its 

incentive plan “The Managing Partners Plan.”

The typical partnership compensation plan distributes a portion of net income to the partners annually, often calculated 

as a percentage of total net income. In the decade leading up to 2008, many Wall Street banks routinely distributed 

between 50 – 60 percent of revenues to their employees as compensation. Even for a human capital-intensive industry, 

this was highly unusual. This compensation structure prevailed even at those firms that had not begun as partnerships. 

And in the same way that partners often reinvest their partnership units in the firm, Wall Street executives received much 

of their compensation in equity and retained it.

The dizzyingly high level of Wall Street pay in the years leading up to the crisis has another, less obvious explanation. 

In some ways, top Wall Street executives became victims of their own success. As each year’s revenues exceeded 

the last year’s, compensation rose too. This was inevitable given the highly incentivized nature of the pay packages. 

But in the focus on short-term results and short-term growth, long-term value growth was not taken into account. The 

compensation of a relatively few highly paid employees, often traders who generated enormous sums for their firms, also 

drove senior executive pay skyward. A similar ratcheting up effect is common in the media and entertainment industry; 

there the desire to preserve differentials between highly-paid media stars and the executives running the company 

sometimes pushes CEO pay into the stratosphere.
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Pay Levels: Wall Street vs . the Fortune 50, Pre-Crisis

We analyzed pre-crisis total realized pay levels, and the separate elements of pay, for CEOs of the Wall Street banks 

compared with CEOs of other Fortune 50 companies in the five years from 2003–2007. We found a clear differential in 

total rewards, with Wall Street CEOs generally earning double what their Fortune 50 peers earned. Median total realized 

CEO compensation at the Wall Street banks was $30 million, compared with just less than $12 million for the rest of the 

companies in the Fortune 50.

Total realized pay includes base salary, benefits, perquisites, cash bonuses, restricted stock awards and profits realized 

on the exercise of stock options. In addition, in the final year of the study, gains on supplemental retirement benefits were 

also included in realized compensation. In the final year, 2007, compensation amounts reported generally rose as a result 

of expanded executive compensation disclosures mandated by the Securities and Exchange Commission (SEC) in 2006. 

Care has been taken to smooth out the changes so that pay is consistent throughout the period. A five-year period was 

chosen so that peaks and troughs of pay resulting from profits on stock options could be smoothed out. Finally, we 

chose the Fortune 50 as a comparator group because all the banks in the study were in the Fortune 50 at one time or 

another during the five years, except for Bear Stearns.

Some elements of pay were lower or about the same for Wall Street CEOs. Clearly, as reflected in Chart A, salary 

differences did not drive the pay chasm between Street CEOs and other Fortune 50 CEOs. 

Chart A: Average and Median Base Salary,  
2003–2007

Base salary

Fortune 50
Average $1,358,879

Median $1,300,000

Banks
Average $700,146

Median $750,000

Source: The Corporate Library

Indeed, the CEOs of other Fortune 50 companies earned base salaries roughly twice as high. And the differential stayed 

substantially the same in each of the five years. Similarly, accrued pension and non-qualified deferred compensation 

amounts were worth a lot more for the Fortune 50 CEOs (between seven and 15 times as much). Other perks and 

benefits other than pensions were worth around the same for both sets of CEOs. 
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When it came to cash bonuses, however, the big bank CEOs won hands down. Over the five-year period, they pocketed 

average and median cash bonuses more than double those being paid to CEOs of other Fortune 50 companies (Chart 

B). On Wall Street, cash bonuses were worth more than 10 times base salary, even at the median. Such was the effect of 

short-term cash bonuses on overall pay levels that, even adding in base salary and benefits, total annual compensation 

on Wall Street was also about double the amount for other CEOs. Again, differentials were remarkably similar each year, 

as well as over the whole period.

Chart B: Average and Median Cash Bonus,  
2003–2007

Fortune 50
Average $3,449,448

Median $3,100,000

Banks
Average $8,046,559

Median $7,600,000

Source: The Corporate Library

The differential increased dramatically when restricted stock was taken into account, either using the grant date value of 

stock (the disclosure standard for the years 2003–2006) or the value realized on the vesting of the stock (the disclosure 

standard for 2007). Using the grant date value of stock, Wall Street CEOs received nearly five times as much as the other 

Fortune 50 CEOs (Chart C). The median differential could not be calculated as the median restricted stock award was 

zero for the Fortune 50, indicating that more than half of the firms did not utilize this type of award. For value realized on 

the vesting of stock, the average and median differentials were 3:1 and 5:1. In other words, average Wall Street restricted 

stock awards, when vested, were worth three times as much as awards for other CEOs, while median awards were 

worth five times as much.

Chart C: Average and Median Restricted Stock, 2003–2007

Grant date value Value realized on vesting

Fortune 50
Average $2,966,102 $4,802,131

Median $0 $1,851,077

Banks
Average $14,175,817 $14,055,436

Median $10,419,633 $9,384,296

Source: The Corporate Library

Like bonuses, option profits were worth about twice as much for Wall Street CEOs, and as Chart D shows, median total 

realized compensation for Wall Street CEOs was between two and three times as much over the period.

Chart D: Average and Median Total Realized 
Compensation, 2003–2007

Fortune 50
Average $18,943,353

Median $11,835,175

Banks
Average $33,055,197

Median $30,460,451

Source: The Corporate Library
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In sum, Wall Street CEOs earned substantially more in variable pay, including options and bonuses, and less in fixed pay, 

such as pensions and salary, than other Fortune 50 CEOs. That helped drive the substantial gap in total realized pay.

Fixed Pay/Incentive Pay Balance

This picture of a pay structure very heavily weighted towards incentives is supported by the pie chart analysis for total 

realized pay in fiscal 2007 (see Charts E through L). These show fixed pay, variable cash and variable equity for the 

seven Wall Street banks, and an average of these three categories for the other Fortune 50. Fixed pay consists of 

salary, benefits and perquisites. Variable cash includes short and long-term cash bonuses, and variable equity includes 

restricted stock, option profits and any long-term performance stock. 

Chart L: Other Fortune 50 Companies

Chart K: Morgan Stanley

Chart J: Merrill Lynch

Chart I: Lehman Brothers Holdings

Chart H: JPMorgan Chase

Chart G: Goldman Sachs

Chart F: Citigroup

Chart E: Bear Stearns

■ Fixed compensation

■ Variable cash

■ Variable equity
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For Wall Street CEOs, the proportion of fixed to total compensation in 2007 varied between 0 percent and 9 percent, 

while for the rest of the Fortune 50 fixed pay averaged 20 percent of total compensation. Alternatively, at the banks, the 

proportion of incentive pay represented 91–100 percent of total pay. More typically in corporate America, as for the other 

Fortune 50, incentive pay averaged 80 percent of total CEO compensation, with equity representing the largest portion, 

nearly three-fifths of the total package. In contrast, among the individual banks the balance between variable cash and 

variable equity diverged widely. For example, Merrill Lynch paid all incentives in cash, while Morgan Stanley and Bear 

Stearns paid incentives entirely in equity. The other banks fell in between these extremes, though the majority of the 

compensation packages were weighted heavily towards equity.
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The Standard Pay Package on Wall Street, Pre-Crisis

For a snapshot of the standard CEO pay package on Wall Street prior to the meltdown, we examined compensation 

awards and policies in both 2006 and 2007. We looked at pay and policies in both years to avoid distortions caused by 

a significant shift in award policy in one of the years (for example, Bear Stearns did not award cash bonuses in 2007, but 

had in each of the four prior years). The basic package — excluding benefits — differed very little in structure from the 

pay packages elsewhere in the U.S. It was the size and balance of the elements of the typical Wall Street compensation 

package that set Street pay apart.

Salary and Incentives

As Chart M in Appendix I shows, each bank typically paid a base salary, a short-term cash bonus, time-restricted stock 

or stock units and stock options. None paid long-term cash bonuses. Only one company, Lehman Brothers, awarded 

performance-restricted stock. However, this award, in 2007, was predicated on only a single year of future performance 

and required return on equity (ROE) of just 10 percent. Given Lehman’s 23.4 percent ROE the prior year and the 20.8 

percent ROE achieved in 2007, the target seems designed to qualify the awards as tax deductible compensation under 

Section 162(m) of the U.S. tax code rather than as a fully-realized incentive plan. Morgan Stanley’s compensation 

discussion and analysis in its 2007 proxy statement described a plan for 2008 whereby the vesting of stock options was 

predicated on ROE, total stockholder return (TSR) and profit before tax (PBT) over three years. Thus at none of the Wall 

Street banks at the time, was any form of incentive compensation linked to long-term performance. 

Perquisites and Other Benefits

Most of the banks offered the full panoply of executive perquisites and benefits. Generally, though, these perks were less 

valuable than those offered to executives at other companies. 

The chief executive of Goldman Sachs was provided with a car and driver; Morgan Stanley’s CEO made do with just 

a car. At Citigroup, Morgan Stanley, JPMorgan Chase and Merrill Lynch (until 2007), CEOs were required to make all 

personal airplane journeys on the corporate jet. The CEOs of Bear Stearns, Merrill Lynch and Lehman Brothers received 

income tax gross-ups.

As Chart N in Appendix I shows, most Wall Street CEOs were eligible for tax-qualified and/or non-qualified retirement 

benefits of one kind or another. In many cases these were comprised of both non-qualified, supplemental defined benefit 

plans as well as deferred compensation plans. Indeed, only executives at Citigroup and Bear Stearns were not eligible 

for either of these benefit plans, with no additional retirement provisions at all for Bear Stearns executives. On the other 

hand, at some companies, defined benefit plans had been frozen or closed to new entrants. This was the case at Merrill 

Lynch and also at Citigroup, where the CEO was the only beneficiary of what were, in fact, old Travelers supplemental 

pension plans. At Goldman Sachs, even the qualified defined benefit plan had been frozen since 2004. Except at Lehman 

and Merrill, the benefits that had been accrued were not significant. Lehman CEO Richard Fuld was eligible for total 

retirement benefits of around $21.1 million. At Merrill Lynch, CEO Stanley O’Neal was eligible for total retirement benefits 

of $28.8 million. 
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Overall, perks for Wall Street CEOs during the years 2003–2005, were valued at 50–65 percent of the levels of perks 

for other Fortune 50 CEOs. Under the new, expanded disclosure rules that generally covered the fiscal years 2006 

and 2007, when benefits and perks were combined into one “all other compensation” figure, Wall Street levels varied 

between 14 percent and 69 percent of other Fortune 50 levels. 
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The Pros and Cons of Wall Street Pay, Pre-Crisis

Many of the pay practices used on Wall Street, in theory, should have aligned management interests with those of 

shareowners. These elements included:

■■ Compensation packages that afforded big gains in pay for small increases in performance, with a very high proportion 

of incentive pay 

■■ Heavy use of equity compensation

■■ Long restriction periods applied to much of equity compensation

■■ Modest fixed compensation costs

Such pay practices, which entail substantial exposure to stock price volatility, should have prevented senior executives 

from taking excessive risks with shareowners’ money. The collapse of some of the banks and the significant loss of value 

of many others suggests that these practices were not a sufficient bulwark against excessive risk taking. They may have 

incentivized short-term gains over long-term value growth. If so, it calls into question the received wisdom that deferred 

equity compensation is effective at aligning management and shareowner interests.

Other elements of pay had even more damaging implications for shareowners of the Wall Street banks in our study. 

These were:

■■ Excessive cash bonuses

■■ Excessive focus on short-term annual growth measures

■■ Pay levels that were so high they effectively insured executives against failure

In addition, little or no Wall Street compensation was predicated on long-term future performance measures. This was 

in contrast with some large non-financial companies, where incentive policies awarded pay according to long-term 

performance targets.
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Performance Measurement on Wall Street

Critics have questioned both the lack of board oversight on Wall Street and the poorly-aligned incentive plans 

implemented by the compensation committees of these boards. Some observers note that while pay was heavily 

weighted towards incentives, the performance measures did not encourage an alignment between the interests of 

managers and long-term shareowners.

Generally, there are two ways to align management interests with those of long-term shareowners. The first is to ensure 

that managers are rewarded through incentives for long-term shareowner value growth. The second — and arguably 

more effective — way is to turn managers into long-term shareowners.

To determine whether the performance measurement systems in place on Wall Street were effective or not, we collected 

data on performance metrics, the target-setting process, the degree of discretion afforded the compensation committee 

in determining executive bonuses and the periods for which performance was measured. This data was collected from 

the proxies for the 2007 fiscal year and is summarized in Chart O (see Appendix I).

Performance Metrics

The range of performance metrics used was typically extensive. Three firms used a single metric to determine the size 

of the incentive pool, but both Citigroup and Lehman Brothers set individual bonuses using a wider range of metrics. At 

Bear Stearns, individual bonus determinations were purely discretionary. Indeed, all of the banks, except Morgan Stanley, 

gave the compensation committee a wide amount of discretion. In addition, Bear Stearns explicitly stated in its 2007 

proxy statement that it adjusted its ROE target to exclude the effects of the bonus expense. While the other firms did not 

say whether they similarly deducted bonus expense from performance metrics, it is likely that they did. For example, at 

Lehman the 2007 compensation committee report says: “The incentive formula is expected to yield a bonus payment 

except in the event of a loss.”

Almost all the metrics the banks used were short-term operational measures, most commonly ROE, and most were 

measured absolutely rather than relative to peers. Only Morgan Stanley and Merrill Lynch specified a peer performance 

comparison. The problem with absolute measures is that share values for the sector as a whole could rise owing to 

circumstances outside of senior management’s control, making performance easier to hit than if managers had to 

outperform peers at companies benefiting from the same upswing. 

None of the metrics the banks chose included any form of long-term value growth measure, such as a return on 

capital less the cost of capital. Most firms set initial targets at the start of the fiscal year, but often used discretionary 

performance measures at year end to determine final amounts. In most cases the discretion resulted in performance 

assessments that reduced bonuses from the levels generated by performance thresholds met, or from maximum 

percentages of incentive pools. Only one bank, Morgan Stanley, did not give the compensation committee discretion 

over incentive awards.

Once bonus amounts were determined, compensation committees had absolute discretion over how the bonuses were 

delivered. In this, Wall Street is unique in the U.S. economy. The banks used varying combinations of cash, restricted 

stock, restricted stock units and stock options.
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Performance Periods

Only Merrill Lynch utilized a long-term performance metric during the period (see Chart P in Appendix I). At Merrill, 

executives were asked to defer a small portion of their annual cash bonus into performance units that were subject to a 

company match (of $0.75 for each $1 deferred). These were then dependent on a three-year absolute ROE measure. 

However, the amount deferred plus the company match accounted for only 8 percent of the total incentive payment 

the CEO received in 2007. The rest of the incentive depended on a single year’s performance. So, while Merrill Lynch 

introduced an element of long-term performance measurement, the potential amount to be earned was minimal 

compared to incentives based on short-term results. All other performance periods used for all other incentive plans were 

12 months.

Performance Measurement at Non-Financial Firms

The most common performance metric in the wider economy was sales, or gross revenues, followed by earnings per 

share (EPS), according to a 2005 Towers Watson survey1. Net revenues did not feature in the survey at all as a metric, 

while ROE was used by only 9 percent of respondents. Of the most common measures used by our Wall Street group, 

only net income featured, used by 24 percent of respondents. 

At the same time, according to research by The Corporate Library, some 25 percent of S&P 500 companies offered 

some form of incentive that was based on long-term performance measures.

Deferring Pay, Aligning Management With Shareowners

Wall Street firms far exceeded standard best practices in deferring, restricting and retaining compensation, particularly 

equity compensation. Data on requirements for deferring shares, restrictions on restricted stock or stock units and 

retention requirements on vested and exercised equity is summarized in Chart P in Appendix I. 

Only Merrill Lynch lacked significant amounts of deferred compensation. Five of the seven firms applied deferrals to two 

separate equity incentive awards. Restriction periods for restricted stock units (RSU) or stock units were also typically 

lengthy, again except at Merrill Lynch. And only Bear Stearns and Lehman Brothers did not require executives to retain 

vested or exercised equity. Given Lehman’s restrictions on the extended RSUs (between 12 and 19 years) this is hardly 

surprising. Each of the other banks required retention of three-quarters of net shares. In most cases, it would appear that 

such retention requirements were in force until retirement or other termination. Such retention requirements are in place in 

only a handful of firms outside Wall Street.

1  New Research Tracks the Evolution of Annual Incentive Plans, February 25, 2010, Towers Watson
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Restrictions on Wall Street Pay After the Financial Crisis

In the wake of the financial crisis, bank compensation policies were hit by a tidal wave of regulation. The first 

compensation restrictions, included in the Emergency Economic Stabilization Act (EESA), applied to institutions 

that borrowed money under the Troubled Asset Relief Program (TARP). Following the expansion of TARP into the 

Financial Stability Plan (FSP), a further, more inclusive, stimulus bill was signed into law — the American Recovery and 

Reinvestment Act (ARRA). This law revised the original EESA wording to bring it into line with subsequent Treasury 

guidance on executive compensation.

The final compensation regulations from ARRA included:

■■ A ban on incentive compensation that encouraged “unnecessary and excessive” risk taking

■■ Clawback provisions for the top 25 executives

■■ A ban on “golden parachutes” for the top five executives

■■ A ban on bonuses, retention awards or other cash or stock incentives of any kind, except for restricted stock that 

does not vest while TARP money is owed, and that comprises less than one-third of the total amount of annual 

compensation of the employee receiving the stock (ARRA did not initially define what would be included in annual 

compensation)

■■ A waiver for compensation subject to written agreement on or before Feb. 11, 2009

■■ Restrictions on “luxury expenditures”

■■ An advisory shareowner vote on executive compensation 

■■ Review of prior payments to the top 25 executives to ensure they were not “inconsistent with the purposes of … 

[ARRA];” the Treasury secretary was granted authority to require reimbursement to the government if payments were 

deemed inconsistent.

In addition, a Special Master for Executive Compensation was appointed to oversee individual pay packages for the top 

100 paid executives at seven companies, including Citigroup and Bank of America.

What follows is a discussion of the impact of the above restrictions on the surviving major Wall Street banks, post-crisis: 

Bank of America, Citigroup, Goldman Sachs Group, JPMorgan Chase, Morgan Stanley and Wells Fargo.

Reactions to the Pay Restrictions

The most immediate reactions to the pay curbs were the management proposals on compensation that the SEC 

mandated each TARP company to place on its proxy card for the 2009 season. Some of the banks in this study, notably 

Bank of America, received significant opposition to the say-on-pay proposal, but none had a majority vote against 

compensation.

While the other specifics of the compensation restrictions trickled in much more slowly, the net result was significant 

changes to banking compensation, at least for fiscal 2008. Most important, cash bonuses virtually disappeared. 
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Most of the obvious changes followed suit, with incentives limited to awards of restricted stock at the required limit and 

cutbacks in luxury expenditures, though not to the extent that had been predicted. Clawback provisions were introduced 

or strengthened. Finally, in the tradition of unintended consequences for compensation regulations, while incentives were 

capped, salaries, which were not capped, ballooned. Wells Fargo, Citigroup and Bank of America exploited a loophole 

in ARRA to increase salaries by several hundred percent (salary hikes at Morgan Stanley, JPMorgan and Goldman Sachs 

were more moderate). In most cases, these salary increases were paid in the form of stock, which became known as 

salary stock. At Citigroup, salaries rose to between $3,333,333 and $5,333,333 for three named officers. At Bank of 

America, salaries rose to between $6 million and $9.9 million for four officers. And at Wells Fargo, salaries rose more 

than 500 percent, to between $3,339,156 and $5,600,000, for four officers, including CEO John Stumpf. The number 

of shares paid as salary stock was generally calculated using the fair market value of the stock on the grant date or pay 

date for the relevant pay period. Such shares vested immediately.

ARRA did not specifically prohibit raising base salaries; indeed there was strong advice to increase base salaries in order 

to rebalance a compensation package that was too highly incentivized and therefore exposed to too much risk. However, 

it is more likely that such advice envisaged the kind of increases seen at Morgan Stanley, where already relatively low 

salaries generally doubled. For example, the salaries of Morgan Stanley’s chief legal officer and chief administrative offer 

jumped from $400,000 to $750,000. 

Some banks found ways around prohibitions that were explicit, namely the ban on golden parachutes. At least three 

institutions covered by ARRA, none of which however are in this study, paid golden parachutes to departing executives. 

For example, a general counsel at AIG received a severance package and Associated Banc-Corp’s COO received what 

the bank termed a “non-compete” payment that was clearly a golden parachute by another name. 

The Pay Czar, the Fed and the FDIC

Salary stock payments were supported by Kenneth Feinberg, the special master for TARP executive compensation, 

better known as the pay czar. But Feinberg’s influence is likely to be short-lived. As Bank of America noted in its 2009 

compensation discussion and analysis: “Given that the bank has fully repaid all TARP financing, the Compensation and 

Benefits Committee expects that for 2010 it will apply the principled, structured compensation framework described 

above under ‘Overview of Our Executive Compensation Program,’ consistent with our Global Compensation Principles, 

rather than continuing with the forms of compensation required by the Special Master.” 

Banks still face ongoing oversight of pay by the Federal Reserve and the Federal Deposit Insurance Company (FDIC). 

The Fed is now examining pay practices for all banking employees, from top executives to loan officers. The FDIC 

is considering linking its insurance rates to banks’ exposure to risk and analyzing whether compensation policies 

encourage risk.
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Pros and Cons of Wall Street Pay, Post-Crisis

To determine whether significant change to compensation policies has or is likely to occur on Wall Street, we analyzed 

the compensation discussion and analyses of six banks:

■■ Bank of America

■■ Citigroup

■■ Goldman Sachs

■■ JPMorgan Chase

■■ Morgan Stanley

■■ Wells Fargo

In summary, very little of any real import has changed; on balance, pay practices have worsened. 

Still, the banks have all made some positive improvements to executive compensation:

■■ All strengthened or expanded their clawback policies.

■■ Most of the six increased the amount of incentives paid in equity.

■■ Most increased the periods over which incentives are deferred.

■■ Some banks rebalanced fixed and incentive pay appropriately, increasing base salaries and decreasing cash bonuses. 

Examples of the strengthened clawback policies include switching from a fraud-based policy (the executive must have 

been responsible for fraud) to a performance-based policy (clawbacks that apply to all executives in the event of a 

restatement, regardless of who was responsible), and requiring clawbacks if executives fail to identify material risks or 

operate outside the firm’s risk parameters. Bank of America, Goldman Sachs, JPMorgan and Wells Fargo all increased 

incentive equity vesting, deferral periods or retention periods.

Continued Lack of Long-Term Performance Measurement

Despite this change, only two banks, Morgan Stanley and Wells Fargo, have introduced long-term performance 

incentives. At Morgan Stanley, the performance shares, which represent only 20 percent of the total deferred, are based 

on three-year average ROE and TSR targets. Still, three years cannot truly be considered long-term, and one fifth of the 

total bonus is hardly a significant amount. And there are other red flags. For example, between a quarter and three-

quarters of the award will pay out for TSR that ranks 6th–8th place among peers, which is below the median. In addition, 

while internally the threshold ROE requirement of 7.5 percent might be considered challenging given Morgan Stanley’s 

recent performance, it is not a demanding threshold when compared to peers. And the 2010 grants were made with the 

same ROE target, 12 percent with a threshold of 7.5 percent. But since the bank’s current five-year ROE is 14.2 percent, 

and the period includes two of its worst-ever years, shareowners should expect a more challenging target. 
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At Wells Fargo, executives were awarded retention performance shares also based on a three-year ROE measure 

comparing the bank’s performance to the KBW Bank Sector average. However, conditions of vesting permit half of 

any award to vest in three years, even if the bank performs at the lower quartile position in the KBW Bank Sector as 

measured by return on realized common equity. 

None of the other banks have any kind of long-term performance measurement. Compensation policies at the six banks 

are discussed in Appendix II.
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Bank Pay in Other Countries

To compare the pay of U.S bankers to the compensation of peers abroad, we examined the compensation policies of the 

following six large non-U.S. banks:

■■ Bank of Tokyo-Mitsubishi UFJ

■■ Barclays 

■■ BNP Paribas

■■ Credit Suisse

■■ Deutsche Bank

■■ UBS 

Each of the banks except Bank of Tokyo-Mitsubishi UFJ and BNP Paribas, made significant changes to compensation 

policy in 2009 or 2010, or both. In general, these changes included the following:

■■ Increases in fixed pay with corresponding decrease in variable pay

■■ Increases in the proportion of pay deferred

■■ Increases in the proportion of pay deferred as equity

■■ Increases in the proportion of deferred pay linked to future performance

For example, in 2009, Barclays initiated a deferred cash bonus plan in addition to a cash bonus, a performance share 

plan and a deferred share plan. And in 2010, Barclays replaced each of the deferred cash and share plans with new 

plans that extended deferral times and defined forfeiture events more widely.

As a group, these banks responded swiftly to calls for change in compensation practices. Aside from the Bank of Tokyo-

Mitsubishi UFJ, where excessive compensation was clearly not an issue, each of the banks either had in place or moved 

quickly to put in place, long-term performance metrics. Many extended deferral periods significantly and shifted more 

pay into long-term plans. Each of the banks where there was full disclosure indicated that the largest portion of pay was 

subject to long-term performance conditions. Where pay was rebalanced to redress over-reliance on incentives and 

increase fixed pay, the latter rose modestly or was balanced by a reduction in cash bonus. 

Such moves differed markedly from the responses of the big U.S. banks, where long-term performance management 

was virtually unknown and fixed-pay increases were extremely high. Another significant difference was the readiness 

with which executives at the non-U.S. banks refused bonuses and equity incentives while U.S. bank executives sought 

loopholes to the pay limitations in place under ARRA. 

The reasons for these divergent reactions are relatively complicated. First there is the character of the respective 

governments in the countries where the banks are headquartered. In general, governments in France, Germany and 

Britain are far more interventionist. And while there was minimal legislation surrounding pay in those countries in the 

aftermath of the crisis, banks knew that it would be forthcoming if they did not take action. Such market-led solutions 

are, in general, far more preferable to government action but the threat of such action must be in place for the markets 

to respond. Also, executives at many non-U.S. banks seemed to recognize that actions by their institutions had had a 

damaging impact on the wider society, and they were willing to accept a degree of responsibility.

Compensation policies of the six banks are detailed in Appendix III.
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Conclusions and Recommendations for Shareowners

The accepted version of pay-for-performance theory is that the more highly incentivized the CEO, the better performance 

he/she will deliver. On the face of it, this suggests that Wall Street pay structures were structured to incentivize executives 

towards better performance. While this proved true in the short term, it was not borne out in the long term. 

It appears that much of the failure of incentive pay to stimulate long-term growth in shareowner value lies in the U.S. 

banks’ heavy reliance on restricted stock awards. Restricted stock depends for its value on the future value of company 

stock, but it vests regardless of performance. Significantly, only one of the Wall Street CEOs received any kind of equity 

award based on future long-term performance, such as a long-term performance share award. And this single award 

represented a very small portion of overall compensation. On the other hand, CEOs at 27 companies in the rest of the 

Fortune 50 received equity awards tied to future long-term performance at least once during 2003–2007.

It is also plausible that the extremely high variable pay to fixed pay ratio encouraged executives to engage in riskier 

behavior than they might have otherwise. Substantial security nets — high base salaries, significant termination 

payments, generous pensions, savings plans — can incentivize overly risky behavior because they are insurance against 

failure. But Wall Street CEOs did not have the advantage of substantial security nets. Any payments on termination 

consisted of the early vesting of restricted equity awards, which were as vulnerable to extreme loss as other forms of 

stockholdings. 

What we seem to have here is a different kind of “insurance against failure,” one where the levels of vested and realized 

compensation were so high that they allowed executives to treat unvested equity with more recklessness than might be 

expected. Academic studies support this hypothesis.2 

In theory, Wall Street’s stringent retention requirements, which exceeded those in place elsewhere in corporate America, 

should have fully aligned executive interests with those of long-term shareowners and acted as a deterrent against 

excessive risk-taking. Yet this does not appear to have been the case at most if not all of the banks in the study. Some 

other compensatory influence must have mitigated this “alignment” to such an extent as to virtually eliminate it. We 

believe it was the very high levels of already realized compensation.

These incentive packages, which afforded big gains in pay for small increases in short-term performance, also appear to 

have encouraged excessively risky behavior in two other sectors where they were common: residential construction and 

financial services more broadly. 

ARRA’s poorly-written pay restrictions and Feinberg’s often questionable advice on pay arguably worsened the situation. 

Both the salary loophole in ARRA, which opened the door to massive salary increases, and the pay czar’s condoning 

of “salary stock,’’ sharply boosted fixed compensation at many banks. In addition, compensation actions immediately 

prior to the imposition of the restrictions, and in the face of a worsening crisis, suggest that the banks’ attitudes to 

compensation did not change. Citigroup’s initial reaction to the crisis, in awarding premium-priced stock options and 

stock-price target restricted stock, would have been much more effective than Feinberg’s concept of “salary stock,” 

though the stock price targets should have been much more aggressive. 

Despite the widespread strengthening of clawback provisions, the most significant changes were increases in deferred 

compensation. Since we have already seen that vested stock on Wall Street was subject to more stringent restrictions 

than virtually anywhere else in the economy, moves since the crisis to defer pay longer and increase the proportion of pay 

2  The Wages of Failure, Bebchuk, Cohen, Spamann, Harvard Law and Economics Discussion Paper No. 657
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deferred are not promising. Most of the banks appear not to understand that deferring pay over long periods does not 

by itself link pay to the long-term value growth of the company. This excerpt from JPMorgan Chase’s most recent 2010 

compensation discussion and analysis crystallizes this misperception:

The majority of compensation plans at JPMorgan Chase address potential timing conflicts by including 

payment deferral features. Awards that are deferred into equity have multi-year vesting. By staggering the 

vesting of equity awards over time, the interests of employees to build long-term, sustainable performance 

(i.e., quality earnings) are better aligned with the long-term interests of both customers and shareholders. 

Yes, they are better aligned, but they are not nearly aligned enough.

In contrast to U.S. banks, non-U.S. financial institutions increased the amount of pay that is deferred, lengthened deferral 

periods and also increased the amount of pay that is dependent on future performance. And in addition to the more 

commonly used operational metrics — such as net income, revenue and return on equity — more than one of the non-

U.S. financial institutions studied measured long-term performance via an economic profit metric — a metric that requires 

that the return on capital employed exceeds the cost of employing such capital.

Actions for Shareowners

So what, if any, actions should shareowners take? The most salient step would be to engage with Wall Street banks to 

persuade them to introduce compensation policies that better align top executives’ interests with owners’ interests. They 

should press for long-term performance measures, commitments to ensure that a large portion of compensation is tied 

to long-term value growth and that deferment and forfeiture elements are retained.

Where to start?

First steps should include identifying those firms on Wall Street that do not comply with the following list of best practices:

■■ Multi-year performance metrics measure sustained and sustainable long-term shareowner value growth, not 

simply short-term stock price gains. Economic profit metrics that require the return on capital to exceed the cost of 

employing capital should be considered alongside more commonly used operational metrics, such as net income, 

revenue and ROE. Such metrics, also known as shareholder value added, including the widely used Economic Value 

Added®, are a far more reliable indicator of long-term growth than, for example, total stockholder return.

■■ The majority of incentives are delivered as equity.

■■ The majority of vested and realized equity is deferred into retirement.

■■ Incentive compensation is subject to clawback in the event of financial restatement or major loss is incurred, 

regardless of whether an executive has committed fraud.

■■ Base salaries do not exceed the $1 million deductibility cap set by the Internal Revenue Service on pay that is not 

performance-based. 

With the advent of advisory shareowner votes on executive compensation, investors have an attention-getting way 

to signal their displeasure with a portfolio company’s compensation practices. However, a high say-on-pay “against” 

vote is a blunt instrument. Shareowners should ensure that if they do vote against compensation, they explain their 

objections in a letter to the company. A letter to the compensation committee chair with copies to the board chair and 
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corporate secretary is typically the first step in the engagement process, followed by in-person meetings. If change is 

not forthcoming, owners can let the company know that they will vote against the reelection of compensation committee 

members. As a last step, consider filing a shareowner resolution seeking improvements in specific pay practices. 

Concerned shareowners can also advocate vigorously for effective reforms before Congress and at the numerous 

federal regulators and agencies that now have a hand in overseeing bank pay: the Treasury, the Federal Reserve, FDIC 

and the newly created Financial Stability Oversight Board. Such steps could include mandatory deferral of a percentage 

of incentive compensation, over specified periods, and clawbacks of deferred compensation if certain long-term 

performance targets were not met.
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Appendix I 
Details of Wall Street Compensation at Seven Banks,  

Prior to the Financial Crisis

Chart M: The Make-up of the Wall Street Compensation Package — Pay

Bank
Base 
salary

Short-term 
cash bonus

Time-
restricted 
stock/stock 
units

Performance- 
restricted stock/units

Stock 
options/
SARs

Long-
term 
cash 
bonus

Bear Stearns Yes Yes Yes No Yes No

Citigroup Yes Yes Yes No Yes No

Goldman Sachs Group Yes Yes Yes No Yes No

JPMorgan Chase Yes Yes Yes No Yes No

Lehman Brothers Holdings Yes Yes Yes
No in 2006. Yes in 
2007, single year 
performance period

Yes No

Merrill Lynch Yes Yes Yes No Yes No

Morgan Stanley Yes
Yes, not for 
CEO

Yes No Yes No

Source: The Corporate Library

Chart N: The Make-up of the Wall Street Compensation Package — Benefits 

Bank
Qualified 
pension

Supple-
mental 
pension

Qualified  
deferred  
compensation 

Non-qualified  
deferred  
compensation Benefits Perquisites

Bear Stearns No No No No Yes Yes

Citigroup Yes Yes No No Yes Yes

Goldman Sachs Group Yes No Yes Yes Yes Yes

JPMorgan Chase Yes Yes No Yes Yes Yes

Lehman Brothers Holdings Yes Yes No Yes Yes Yes

Merrill Lynch Yes Yes No Yes Yes Yes

Morgan Stanley Yes Yes No Yes Yes Yes

Source: The Corporate Library
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Chart O: Performance Measurement on Wall Street

Bank Performance metrics Setting performance metrics Discretionary
Performance 
period 1

Performance 
period 2

Bear Stearns Pool 1: Adjusted, after-
tax ROE. Pool 2: The 
greatest of adjusted 
pre-tax income, pre-
tax income, expense 
management

“Within 90 days after the 
beginning of each fiscal year, 
the Compensation Committee 
determines the formula that will 
be used to calculate the level of 
bonus funding.”

Yes 1 year (Pool 
1)

1 year (Pool 
2)

Citigroup ROE threshold 
for incentive pool. 
Laundry list of metrics 
determines individual 
awards. 

”Under the terms of the plan, 
a bonus pool is not generated 
if Citi’s return on equity is less 
than 10 percent. As Citi’s return 
on equity for 2007 as defined 
for purposes of the plan was 
3.02 percent, no bonus pool 
was generated for 2007 for 
eligible senior executives, and 
no bonuses or other awards, 
including CAP awards, were 
made under that plan. “

Yes 1 year No

Goldman Sachs 
Group

Net revenues, net 
earnings, diluted EPS

Performance assessed against 
metrics after year end.

Yes 1 year No

JPMorgan Chase Net revenue, net 
income, earnings per 
share, ROE net of 
goodwill, Tier 1 Capital 
Ratio 

“The Compensation Committee 
reviewed 2007 performance 
against results for previous 
years and determined that 
we performed well on key 
operating metrics.”

Yes, 
“substantial”

1 year No

Lehman Brothers 
Holdings

Pre-tax Income. Also 
net revenues, net 
income, earnings per 
share, ROE, return on 
tangible equity

“For the Fiscal 2007 
performance-based Annual 
Incentives payable under 
the EICP, the Compensation 
Committee established 
formulas at the beginning 
of the fiscal year based on 
percentages of the Company’s 
income before taxes, the 
cumulative effect of accounting 
changes, and extraordinary 
items (collectively, “Pre-tax 
Income”).” Other performance 
measured at fiscal year end.

Yes 1 year No

Merrill Lynch Annual: Net revenue 
growth, pre-tax 
earnings growth 
(absolute and relative), 
ROE (absolute and 
relative). Long-term: 
ROE

“CEO objectives determined at 
the beginning of the year.” 3-yr 
ROE target set at beginning of 
period.

Yes 1 year 3 years

Morgan Stanley Absolute: growth in net 
revenues, ROE from 
continuing operations, 
pretax profit margin. 
Relative: stock price 
growth, PE ratio, Price/
Book

Absolute: “financial, strategic 
and other performance 
priorities established at 
the beginning of the year.” 
Relative: at year end compared 
to performance of core 
competitors. 

No 1 year No 
(introduced  
3 year in  
Jan. 2008)

Source: The Corporate Library
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Chart P: Deferrals and Restrictions on Wall Street 

Bank
Deferral 
period 1

Deferral 
period 2

Restriction 
period

Retention 
period

Retention 
amount Quoted retention disclosure

Bear 
Stearns 

Three 
years

Two years Five years No 0%

Citigroup Three 
years

Two years Four years Yes, as long 
as they’re 
members of 
the Citigroup 
Management 
Committee

75% “As part of Citigroup’s Stock Ownership 
Commitment, the named executive 
officers are required to retain at least 75% 
of the equity awarded to them as long 
as they are members of the Citigroup 
Management Committee.”

Goldman 
Sachs 
Group

Three 
years

Three 
years

Four years Yes 75% “Each of our CEO, CFO, COOs and Vice 
Chairmen (or, in certain cases, estate 
planning entities established by such 
persons), is required by our Shareholders’ 
Agreement to retain sole beneficial 
ownership of a number of shares of 
Common Stock equal to at least 75% 
of the shares he has received under our 
SIP since becoming a senior executive 
officer (not including any shares received 
in connection with Goldman Sachs’ 
initial public offering, or as a result of any 
acquisition by Goldman Sachs, and less 
allowances for the payment of any option 
exercise price and taxes).”

JPMorgan 
Chase

Three 
years

Two years Five years Yes 75% “Our policies require share ownership 
for directors and executive officers and 
encourage continued ownership for 
others. Senior executives are expected 
to establish and maintain a significant 
level of direct ownership. Mr. Dimon 
and other members of the Operating 
Committee and the Executive Committee 
(a management committee of 48 senior 
executives that includes members of 
the Operating Committee) are required 
to retain at least 75% of the shares 
they receive from equity-based awards, 
including options, after deduction 
for option exercise costs and taxes. 
In January 2008, certain executives 
received more than 50% of their incentive 
compensation in the form of RSUs. The 
retention requirement will not apply to the 
excess over 50% when such RSUs vest.”

Lehman 
Brothers 
Holdings

Three 
years

No Five years, 
12–19 years 
for extended 
RSUs.

No 0%
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Chart P: Deferrals and Restrictions on Wall Street 

Bank
Deferral 
period 1

Deferral 
period 2

Restriction 
period

Retention 
period

Retention 
amount Quoted retention disclosure

Merrill 
Lynch

Elective 
deferrals

No Two years, 
then subject 
to stock price 
performance 
restrictions 

Yes, one year 75% “Executive Stock Retention Guidelines. 
Members of executive management 
and designated members of senior 
management are also subject to stock 
retention guidelines. Executives who 
are subject to this policy are required 
to retain 75% of the net after-tax value 
of their equity holdings on an annual 
basis. This policy covers all equity 
instruments that we grant, including 
shares issued under performance-based 
instruments. Executives subject to the 
policy may not sell shares unless they 
obtain clearance under the policy prior 
to such sale. Executive officers are not 
permitted to hedge their exposure to 
stock in our Company. For information 
about executive stock ownership, see 
“Beneficial Ownership of Our Common 
Stock — Ownership by Our Directors 
and Executive Officers” in this Proxy 
Statement.”

Morgan 
Stanley 

Three 
years

Two years Three years Yes 75% “Members of senior management 
are subject to an Equity Ownership 
Commitment that requires them to 
retain 75% of common stock and equity 
awards (net of tax and exercise price) 
held at the time they become subject to 
the Equity Ownership Commitment and 
subsequently made to them.”

Source: The Corporate Library 
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Appendix II 
Compensation Policies of Six Large U .S . Banks  

After the Financial Crisis
Source: 2010 proxy statements

Bank of America

At Bank of America the compensation discussion and analysis indicates that it believes that stock ownership “is the 

simplest, most direct way to align our executive officers’ interests with those of our stockholders.” With this in mind 

restricted stock awards and stock options to be used in the future will cliff vest after three years and certain stock option 

grants are subject to a three-year retention clause. In order to determine the size of these awards, at the end of each 

year, the compensation committee reviews performance on EPS, earnings, TSR, and revenue over 1, 3 and 5-year 

periods (and for the CEO over full tenure). However, there are no incentives predicated on future performance tests, and 

there is no discussion whatsoever of the form of the new CEO’s compensation package. 

In addition, on Jan. 2, 2009, Thomas Montag, the bank’s new president of Global Banking and Markets, who was 

originally hired by Merrill Lynch, received more than 2.1 million stock options and more than 2.9 million shares of 

restricted stock during 2008 and 2009 alone. While some of this can be attributed to the original offer of employment 

with Merrill, a substantial amount has been awarded in addition to these “contractual obligations.” While the options are 

currently underwater, Montag has already realized over $10 million on the vesting of certain stock awards and the total 

grant value of awards made during 2009 was greater than $29 million.

Former CEO Kenneth Lewis did not take compensation in 2009.

Citigroup

Citigroup’s executive compensation policy consists of the salary, salary stock, stock incentives and long-term restricted 

stock mandated by pay czar Kenneth Feinberg. None of these awards are predicated on any kind of future performance 

target, though the compensation committee indicated that it assessed performance using a “balanced scorecard” 

approach. However, the compensation discussion and analysis says: “Accordingly, although the objective performance 

criteria listed above were a basis for determining incentive compensation, no specific performance targets were used 

in developing specific compensation recommendations, approving specific compensation amounts, or in any other 

aspect of Citi’s executive compensation process.” This statement suggests that compensation decisions were entirely 

discretionary.

Prior to coming under Feinberg’s dictates, Citigroup also awarded “performance-priced” stock options and performance-

vesting stock to three named executives in January 2009. These comprised 40 percent of the total incentives awarded to 

the executives. Half of the stock option awards were premium-priced at $17.85, though the high during the previous 12 

months had been around $24, and around $58 less than two years previously. 

CEO Vikram Pandit declined compensation for most of 2009.
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Goldman Sachs

While not reflected in the summary compensation table, Goldman Sachs executives each received stock awards worth 

$9 million in addition to their $600,000 salary. The company claims that such awards will enable the company to evaluate 

“performance on a multi-year basis.” However, these awards are only at risk of forfeiture if the executive violates the 

company’s clawback or recapture provisions; they are not dependent on the achievement of future performance targets. 

Indeed the shares are fully vested at grant, though delivery is scheduled annually over the three years following grant.

CEO Lloyd Blankfein was paid the same as the rest of the executive team.

JPMorgan Chase

Incentive compensation policy is comprised of cash bonuses, restricted stock units (RSU) and stock appreciation rights 

(SARs). RSU grants vest 50 percent after two years and 50 percent after three years and SARs become exercisable 20 

percent per year over five years. Despite several aspirational comments in the compensation discussion and analysis 

regarding incentivizing executives over the long term, none of the cash or equity incentives are tied to long-term 

performance metrics. The closest the policy comes is the following:

For members of the Operating Committee, equity awards granted in January 2009 and January 2010 contain 

new conditions. Although it is intended and expected that the RSU and SAR awards would vest and/or 

become exercisable as scheduled, the terms and conditions of the awards allow for reduction, forfeiture 

or deferral in scheduled vesting or exercisability in the event of a determination of the performance of the 

executive and the Firm (which may include more than one performance year) by the CEO, as part of the Firm’s 

annual performance assessment process, that an executive has not achieved satisfactory progress toward the 

priorities that have been established for the executive or that the Firm has not achieved satisfactory progress 

toward the Firm’s priorities for which the executive shares responsibility as a member of the Operating 

Committee. Such determination is subject to ratification by the Compensation Committee. In the case of an 

award to the CEO, such determination would be made by the Compensation Committee subject to ratification 

by the Board of Directors. 

Like Goldman Sachs, this is really only an elaborate clawback policy.

The firm reported not only the changes to executive compensation policy but indicated that from 2010 approximately 

15,000 employees had their total compensation package adjusted to increase fixed compensation (salary) and reduced 

variable compensation (bonuses).

CEO James Dimon earned a base salary of $1 million and was awarded equity incentives worth just over $14 million, 

granted in 2010 for 2009 performance.
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Morgan Stanley

Morgan Stanley’s long-term performance share plan was discussed earlier. The remaining 80 percent of the incentive 

compensation paid by the bank for 2009 was comprised of cash, RSUs and deferred cash. Again, as discussed earlier, 

base salaries were increased to bring them more in line with the market and to redress the fixed pay/variable pay 

balance.

Former CEO John Mack received only his $800,000 base salary during the year. While new CEO James Gorman 

received a $5.7 million bonus, half was deferred over three years and half was deferred over four years.

Wells Fargo

Generally provided to executives at Wells Fargo were the cash salaries, salary stock, and restricted stock already 

discussed. To these were added, at the end of the fiscal year, the performance retention shares discussed above. 

Subsequent to the significant increases in salary awarded to most executives at the company, salaries were generally cut 

in half for 2010. However, the net result is still a significant increase in salary. The table below provides details.

Executive Cash base salary 2009 Cash base salary 2010 Increase

John Stumpf $900,000 $2,800,000 211%

Howard Atkins $700,000 $1,700,000 143%

David Hoyt $700,000 $2,000,000 186%

Mark Oman $600,000 $2,000,000 233%

David Carroll $700,000 $1,500,000 114%

The compensation discussion and analysis explains these increases thus:

The revised annual base salaries for these named executives will be paid entirely in cash, resulting in a mix of 

compensation more in salary and less in short-term incentives to further mitigate compensation risk.

However, Treasury’s principle behind redressing the fixed/variable pay balance was to reduce the incentive to take 

excessive risk rather than to reduce the risk of not receiving compensation.

Similar to the situation at Bank of America with the hiring of Montag from Merrill Lynch, Wells Fargo also hired David 

Carroll at the time of the Wachovia acquisition. Carroll’s employment offer just prior to the implementation of the ARRA 

regulations was similarly generous. He received an 800,000 option award at a price close to the company’s all-time low. 

At the time this was given a grant date value of $2.5 million, but it is now already worth more than $12 million. In addition, 

he received restricted stock rights that are now worth more than $3 million and is in line for an $8 million cash retention 

bonus since he remained an employee for the whole of 2009.

CEO John Stumpf received $5.6 million in salary, along with a $2.8 million restricted stock rights award and a further 

$10.3 million in retention performance shares.
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Appendix III 
Individual Compensation Policies at Six Non-U .S . Banks

Source: bank disclosures

Bank of Tokyo Mitsubishi-UFJ

Limited information is available due to limited Japanese disclosure regulations. Only aggregate data is given on 

compensation for each board. In terms of policy, incentive bonuses are paid but no information is disclosed about them, 

neither the proportion represented by them in aggregate compensation, nor the metrics, nor the form of payment. Since 

2007, the bank has been issuing SARs with a discounted exercise price (1 Yen). Each SAR gives the right to acquire 

100 shares. They vest in one year, but are only exercisable after termination. There are no additional stockholding 

requirements. 

Barclays

Barclays’ compensation is covered by the Financial Services Authority Remuneration Code and the Financial Stability 

Board Implementation Standards endorsed by the G20.

Cash bonuses are subject to deferral for from three to five years and, under a new deferral plan, awards are subject to 

reduction to zero in certain circumstances, such as a restatement of accounts. Long-term equity incentives were based 

on TSR and economic profit (EP), but for 2009 the EP target was changed to a Return on Risk-weighted Assets target. 

There is no award of TSR shares for performance below median. Long-term performance shares due to vest in 2010 

were covered for an additional two years by a further performance-based clawback policy.

For the second year running, CEO John Varley refused to accept any incentive awards.

BNP Paribas

French companies, including banks, were already subject to the strict requirements of the French corporate governance 

code AFEP-MEDEF prior to the economic crisis. At BNP, cash bonuses are based on EPS growth, operating income 

and, for the chief operating officers, net income before tax, and divisional operating income. In addition, all equity 

long-term incentives are already subject to performance vesting conditions. Stock options require the share price to 

outperform the bank’s peers. If it underperforms by only marginal amounts the options will vest but the exercise price 

then increases in proportion to the underperformance. If the bank underperforms by more than 20 percentage points, 

the shares lapse. Performance shares will vest if EPS growth is 5 percent on average over the two to four-year vesting 

period. If this target is not met, the shares become subject to the same metrics as the stock options. The bank has 

instituted a stockholding requirement of seven times salary, and there are retention requirements over 50 percent of net 

shares.

All executives waived incentives for 2008, and incentives and stock options for 2009.
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Credit Suisse

In light of regulations promulgated by FINMA, the Swiss financial supervisory authority, and Switzerland’s Financial 

Stability Board, compensation was redesigned in 2009. Changes included:

■■ increased salary for a more appropriate balance between fixed and variable compensation 

■■ a higher proportion of deferred incentives

■■ two new performance plans that are both deferred and linked to the future performance of the firm.

Compensation is now comprised of 40 percent salary, 60 percent incentive (of which half is cash, half deferred into 30 

‘at risk’ cash and shares, split 50:50). Unrestricted cash is also capped at $100,000. Above this amount it is subject to a 

deferral grid that increases the amount of deferred compensation as compensation increases. For executive directors, all 

incentives are deferred. Finally, investment banking performance is now based on EP not revenue. 

The two new performance plans are SISUs (Scaled Incentive Share Unit) and APP awards (Adjustable Performance 

Plan). SISUs vest over four years with potential additional shares based on share price growth and average ROE over the 

four-year period; this does not affect the amount of share units granted at the beginning of the period, only the additional 

shares.

The APP plan is a deferred cash-based plan. Again, ROE can adjust the awards positively over the three-year vesting 

period, but the awards can also be adjusted negatively if there is a group loss.

Deutsche Bank

Under the current and former policies, the bank’s annual cash bonus was based on ROE, with a mid-term incentive 

(MTI) based on TSR versus peers over two years. In addition, a minimum of 60 percent of incentives were deferred into 

restricted incentive awards and restricted equity awards. Restricted incentives were then further based on ROE growth 

over the three-year vesting period. The value of the restricted equity depended solely on the share price at the time of 

vesting, which took place over four years.

Going forward, however, as at Credit Suisse, base salaries were increased for all management board members but target 

bonuses were reduced accordingly. Furthermore, the annual bonus will now reflect two years of performance, and the 

MTI will be measured over three years and is now deemed a long-term incentive. The cash bonus will continue to be in 

part deferred into restricted incentive awards and the long-term award will largely be deferred, but into restricted equity 

awards.

During 2009, Chairman Josef Ackermann received the full panoply of compensation awards.
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UBS

At UBS, a complete overhaul of compensation began at the start of 2009. For example, the Cash Balance Plan is now 

at least 40 percent deferred over two years. The award will be forfeited in the event of financial loss, restatements or if an 

executive breaks restrictive covenants. In addition, the Performance Equity Plan cliff vests after three years based on EP 

and TSR metrics. Finally, the Incentive Performance Plan is another equity plan that cliff vests after five years, based on a 

share price target. In addition cash caps and other compensation caps require all compensation above a certain level to 

be deferred into shares that vest over five years.

As if these changes were not enough, additional changes made in 2010 reduced the cash cap further and increased the 

amount of mandatory deferral into shares with additional forfeiture features.

On the other hand, the new CEO, Oswald Grubel, was awarded, as a make-whole award, an extremely large grant of 4 

million stock options at the very low strike price of CHF 10.10, which options were immediately vested. 

Chief Executive Robert McCann, recruited from Merrill Lynch’s brokerage house in 2009, was granted $10 million in 

shares.
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