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What is strategy?
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“Big thinking with little follow-up”
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“Un-realistic, un-implementable ideas”
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“High-priced consultants”
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“A waste of time”
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“It’s execution that matters anyway”
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“Who said these day-long seminars

were worth anything?

I’d rather have gotten something done”
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Strategies and strategic planning disappoints
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•Targets are set simply by challenging prior year performance

What is termed “strategic planning” is often not strategy at all

What is “Strategic Planning?”

•Managers complain 90% of time spent spreadsheet-building rather than 

real analysis

•Business units manipulate plans downward to maximize incentive 

bonus potential

•Corporate managers argue over arbitrary or uncontrollable factors: 

betas, multiples, calculations

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.
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Performance Valuation
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Execution Performance Valuation

Actions Results Forecasts
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Strategy Execution Performance Valuation

Plans Actions Results Forecasts
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Strategy Execution Performance Valuation

Plans Actions Results Forecasts
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Plans Actions
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Plans Actions Results
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Plans Actions Results Forecasts
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Plans Actions Results Forecasts
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In Search of Excellence?
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“In Search of Excellence,” 1983 
By Thomas Peters & Robert Waterman, Jr. 
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“In Search of Excellence,” 1983 
By Thomas Peters & Robert Waterman, Jr. 

3M CO MMM Frito-Lay (Pepsi) PEP

Amdahl AMH Hewlett-Packard HPQ

Amoco AN IBM INTC

Avon Products AVP Intel IBM

Boeing BA Johnson & Johnson JNJ

Bristol-Meyers Squibb BMY K-Mart (LBO)

Catepillar CAT Maytag (Whirlpool) WHR

Dana Corp DCNA McDonalds MCD

Data General DGN Merck MRK

Delta Airlines DALR National Semiconductor NSM

Digital Equipment DEC Procter & Gamble PG

Disney DIS Reychem RYC

Dow Chemical DOW Schlumberger SLB

Du Pont DD Texas Instruments TXN

Eastman Kodak EK Wal-Mart WMT

Emerson Electric EMR Wang Labs WANG

32 Publicly Traded "Most Excellent" Companies (The Excellence Index)

Source: http://www.forbes.com
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Amoco (AN)
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Caterpillar (CAT)
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Dow Chemical (DOW)
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Du Pont (DD)
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Delta Airlines (DALR)
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Walt Disney (DIS)
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Eastman Kodak (EK)

1%
3% 3%

-3%

8%

-15%

-5%

5%

15%

1963 1965 1967 1969 1971 1973 1975 1977 1979 1981 1983 1985 1987 1989

Asset'
Growth

4.4% 4.9%
6.1%

2.8%

5.3%
4.2%

5.6%

0%

5%

10%

15%

1963 1965 1967 1969 1971 1973 1975 1977 1979 1981 1983 1985 1987 1989

ROA'

25.0

75.0

125.0

175.0

1963 1965 1967 1969 1971 1973 1975 1977 1979 1981 1983 1985 1987 1989

TSRr

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



32

“In Search of Excellence,” 1983 
By Thomas Peters & Robert Waterman, Jr. 
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SOUTHWEST AIRLINES (LUV)

34

Airlines Price: 13.45 (May 2, 2008)
Market Cap : 9.883 USD
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From 1,435 companies studied, 
authors found 11 “Great” companies*

Abbott Laboratories
Circuit City
Fannie Mae
Gillette Co.
Kimberly-Clark Corp.
Kroger Co.
Nucor Corp.
Philip Morris Cos. Inc.
Pitney Bowes Inc.
Walgreen Co.
Wells Fargo

*Good to Great: Why Some Companies Make the Leap ... 
And Others Don't ( HarperBusiness, 2001 )
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The popularity of “Good to Great” has been immense

From 1,435 companies studied, they found 11 “Great” companies*

Abbott Laboratories Circuit City

Fannie Mae Gillette Co.

Kimberly-Clark Corp. Kroger Co.

Nucor Corp. Philip Morris Cos. Inc.

Pitney Bowes Inc. Walgreen Co.

Wells Fargo

*Good to Great: Why Some Companies Make the Leap ... And Others Don't ( HarperBusiness, 2001 )
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The popularity of “Good to Great” has been immense

From 1,435 companies studied, they found 11 “Great” companies*

Abbott Laboratories Circuit City

Fannie Mae Gillette Co.

Kimberly-Clark Corp. Kroger Co.

Nucor Corp. Philip Morris Cos. Inc.

Pitney Bowes Inc. Walgreen Co.

Wells Fargo

*Good to Great: Why Some Companies Make the Leap ... And Others Don't ( HarperBusiness, 2001 )

What was the method used for
determining this select group? 

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 
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CIRCUIT CITY STORES INC (CC)
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Computer & Electronics Retail Price: 4.86 (May 2, 2008)
Market Cap : 0.818 USD
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KROGER CO (KR)
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Food Retail Price: 27.37 (May 2, 2008)
Market Cap : 18.146 USD
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NUCOR CORP (NUE)
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Steel Price: 74.30 (May 2, 2008)
Market Cap : 21.398 USD
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The popularity of “Good to Great” has been immense

From 1,435 companies studied, they found 11 “Great” companies*

Abbott Laboratories Circuit City

Fannie Mae Gillette Co.

Kimberly-Clark Corp. Kroger Co.

Nucor Corp. Philip Morris Cos. Inc.

Pitney Bowes Inc. Walgreen Co.

Wells Fargo

*Good to Great: Why Some Companies Make the Leap ... And Others Don't ( HarperBusiness, 2001 )

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



42

Does the conclusion for “Level 5 Leadership” hold water?
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Are “great” 
business leaders 

meek and 
un-charismatic?

Schwab
Ellison

Goizueta
Walton

Bloomberg
Jobs

Welch
Sloan

Ford…

Does the conclusion for “Level 5 Leadership” hold water?
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From 1,435 companies studied, 
authors found 11 “Great” companies*

Abbott Laboratories
Circuit City
Fannie Mae
Gillette Co.
Kimberly-Clark Corp.
Kroger Co.
Nucor Corp.
Philip Morris Cos. Inc.
Pitney Bowes Inc.
Walgreen Co.
Wells Fargo

A better title?

*Good to Great: Why Some Companies Make the Leap ... 
And Others Don't ( HarperBusiness, 2001 )
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Screening for great strategy 

and high performance
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What is “great business strategy”? 
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Great business strategy results in great business performance

So, study the high-performers: Long-term approach to be certain

• 10+ Years ROA’ about double (2x) or more the cost of capital, AND

• 10+ Years Asset’ Growth rates exceeding GDP (2x), AND

• 10+ Years TSR consistent with ROA’s and Growth
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Companies that have exhibited extraordinary performance
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What is “great business strategy”? 

48

Great business strategy results in great business performance

So, study the high-performers: Long-term approach to be certain

• 10+ Years ROA’ about double (2x) or more the cost of capital, AND

• 10+ Years Asset’ Growth rates exceeding GDP (2x), AND

• 10+ Years TSR consistent with ROA’s and Growth

40,000+ companies screened globally over 40+ years of performance

• Common activities that led to great performance

• Common activities that led to poor performance
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Activities:
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Activities:
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Foundations:

Activities:
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Foundations:

Activities:
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Strategy Execution Performance Valuation

Plans Actions Results Forecasts

23%
28%

18% 21% 25% 26% 29% 27%
19%

12%
4% 8% 10%

32%

17%
9% 11% 8%

14% 14%

2%
0%

50%

100%

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

Asset'
Growth

25%
22%

25%
30%

27% 29% 29% 28% 26% 24% 22%
27% 28% 27% 26%

21%

16%
13%

16% 17%
21% 23% 23%

0%

10%

20%

30%

40%

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

ROA'

0.0

200.0

400.0

600.0

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

TSRr

23%
28%

18% 21% 25% 26% 29% 27%
19%

12%
4% 8% 10%

32%

17%
9% 11% 8%

14% 14%

2%
0%

50%

100%

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

Asset'
Growth

25%
22%

25%
30%

27% 29% 29% 28% 26% 24% 22%
27% 28% 27% 26%

21%

16%
13%

16% 17%
21% 23% 23%

0%

10%

20%

30%

40%

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

ROA'

0.0

200.0

400.0

600.0

1985 1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009

TSRr

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



55

Foundations:

Activities:

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



56

Insights from Return Driven Strategy

The SEC Required 

Definitive Schedule 14A

“The DEF14A”

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



57

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



58

“…evaluated Company performance against a number of financial and market 
metrics on an absolute basis and relative to a comparison group comprised of 
Bank of America Corp., Barclays Plc, Citigroup Inc., Credit Suisse Group, Deutsche 
Bank AG, Goldman Sachs Group Inc., JPMorgan Chase & Co., UBS AG, and Wells 
Fargo & Company”
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Strategic Objective

Continue to improve Wealth 

Management margins through cost 

discipline and revenue growth

Improve Fixed Income and 

Commodities ROE: risk-weighted 

assets (RWAs) reductions and 

strategic solution for Commodities

Additional expense reductions and 

improvement in expense ratios

Progress regarding Morgan Stanley-

specific growth opportunities: most 

notably, the U.S. Bank
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Strategic Objective 2014 Progress

Continue to improve Wealth 

Management margins through cost 

discipline and revenue growth

Increased Wealth Management pretax margin(6) from 18% in 2013 to 

20% in 2014(7)

On track to achieve stated goal of 22-25% by year-end 2015

Improve Fixed Income and 

Commodities ROE: risk-weighted 

assets (RWAs) reductions and 

strategic solution for Commodities

Reduced Basel III RWAs(10) in Fixed Income and Commodities from 

$280 billion at year-end 2012 to $210 billion at year-end 2013 and 

$188 billion at year-end 2014 (excluding lending)

On track to achieve year-end 2015 target of <$180 billion

Sold/divested TransMontaigne Inc. and CanTerm Canadian Terminals. 

Committed to selling Global Oil Merchanting business

Additional expense reductions and 

improvement in expense ratios

Non-compensation efficiency ratio (adjusted non-compensation 

expenses / net revenue) improved from 30% in 2013 to 29% in 2014(11)

Institutional Securities incentive compensation restructured in order to 

reduce compensation to net revenue ratio to 39% or less starting in 

2015

Progress regarding Morgan Stanley-

specific growth opportunities: most 

notably, the U.S. Bank

Combined U.S. Bank assets increased 21%, from $125 billion at year-

end 2013 to $151 billion at year-end 2014

Combined U.S. Bank loan balances grew 70%, from $35.0 billion at 

year-end 2013 to $59.6 billion at year-end 2014(12)



Monetary goals:

Level of cash flow

Volatility/stability of cash flow

Purpose of the cash flow
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Monetary goals:

Level of cash flow

Volatility/stability of cash flow

Purpose of the cash flow

And, what are the non-monetary goals?
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In order to achieve wealth, 

shouldn’t we first define it?
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Insights from Return Driven Strategy

Why Ethics?

Rule No. 1

Rule No. 2

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



Rules number one and two…
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Rules number one and two…

Enron
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Rules number one and two…

Enron, Worldcom
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Rules number one and two…

Enron, Worldcom, Adelphia, Tyco, Waste 

Management
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Rules number one and two…

Enron, Worldcom, Adelphia, Tyco, Waste 

Management, Rite Aid, ZZZZ Best, Krispy Kreme, 

Computer Associates, Global Crossing, Lucent, 

Microstrategy, Sunbeam, Xerox, Tyco
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Rules number one and two…

Enron, Worldcom, Adelphia, Tyco, Waste 

Management, Rite Aid, ZZZZ Best, Krispy Kreme, 

Computer Associates, Global Crossing, Lucent, 

Microstrategy, Sunbeam, Xerox, Tyco, 

Healthsouth
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Rules number one and two…

Enron, Worldcom, Adelphia, Tyco, Waste 

Management, Rite Aid, ZZZZ Best, Krispy Kreme, 

Computer Associates, Global Crossing, Lucent, 

Microstrategy, Sunbeam, Xerox, Tyco, AIG
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Rules number one and two…

Enron, Worldcom, Adelphia, Tyco, Waste 

Management, Rite Aid, ZZZZ Best, Krispy Kreme, 

Computer Associates, Global Crossing, Lucent, 

Microstrategy, Sunbeam, Xerox, Tyco, AIG, 

Valeant
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Rules number one and two…

Enron, Worldcom, Adelphia, Tyco, Waste 

Management, Rite Aid, ZZZZ Best, Krispy Kreme, 

Computer Associates, Global Crossing, Lucent, 

Microstrategy, Sunbeam, Xerox, Tyco, AIG, 

Valeant, Volkswagen
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Ethical behavior does not 

guarantee success
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Ethical behavior does not 

guarantee success

It reduces the risk of 

massive financial failure
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Foundations:

Activities:
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Great product

vs.

Great business

PCs: AAPL, IBM, DELL
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Apple desktops and notebooks

“…removed from the survey… because the 

company scores so high that it’s like the 

class genius blowing the curve…”

PC Magazine 18th Annual survey
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Notebooks
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Reliability Tech Support Repairs % Needing Repair

1. Apple

2. Fujitsu

3. IBM

4. Averatec

5. Acer

6. Dell

7. Sony

8. Toshiba

9. HP/Compaq

10. Gateway

1. Apple

2. IBM

3. Dell

4. Toshiba

5. Gateway

6. HP/Compaq

7. Sony

1. Averatec

2. Apple

3. Acer

4. HP/Compaq

5. Sony

6. Toshiba

7. Fujitsu

8. IBM

9. Dell

10. Gateway

1. Apple

2. IBM

3. Dell

4. Toshiba

5. HP/Compaq

6. Gateway

7. Sony

Source: 18th Annual Reader Satisfaction Survey, www.pcmag.com
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Desktops
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Reliability Tech Support Repairs % Needing Repair

1. Apple

2. Alienware

3. Clone

4. MPC/Micron

5. Sony

6. Dell

7. ABS

8. Shuttle

9. Gateway

10. Systemax

11. IBM

12. eMachines

13. HP/Compaq

1. Apple

2. Clone

3. IBM

4. eMachines

5. HP/Compaq

6. Dell

7. Gateway

8. Sony

1. Clone

2. eMachines

3. IBM

4. HP/Compaq

5. Dell

6. Gateway

7. Sony

1. Apple

2. Sony

3. Shuttle

4. Dell

5. eMachines

6. Alienware

7. HP/Compaq

8. Systemax

9. IBM

10. Gateway

11. MPC/Micron

12. Clone

13. ABS

Source: 18th Annual Reader Satisfaction Survey, www.pcmag.com
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IBM Tops the PC Market With PC Hardware

“…outperformed its chief competitors in 

customer satisfaction with notebook 

hardware quality and reliability…”

(1)Technology Business Research, Inc., "Corporate IT Buying Behavior & Customer Satisfaction Study: 

Notebooks -- First  Quarter 2004," May 27, 2004.
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INTL BUSINESS MACHINES CORP (IBM)

93

Computer Hardware
Market Cap : 157.834 USD
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APPLE INC (AAPL)
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Computer Hardware
Market Cap : 107.412 USD
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DELL – What is the real unmet need of the customer?
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APPLE INC (AAPL)

96

Computer Hardware
Market Cap : 107.412 USD
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BMW – Great product vs. great business
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MCD – Great product vs. great business
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JBLU – Great product vs. great business
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MSFT – pricing power
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Excess ROA’ levels are driven by pricing power
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Excess ROA’ levels are driven by pricing power

Pricing power is driven by

fulfilling otherwise unmet customer need
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WMT – What are the real needs?
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TOY – What were the real needs?
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TOY
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• Still touting their competitive advantage as… 

• “…broadest range of merchandise…”
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Net Promoter Score 
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Source: Reichheld, Fred.  “The Ultimate Question: Driving Good 

Profits and True Growth.”  Harvard Business School Press 2006.

HomeBanc* 82% American Express 51%

Harledy-Davidson 81% Commerce Bank 50%

Costco 81% Dell 50%

Amazon.com 79% Adobe 48%

Chick-fil-A* 73% Electronic Arts 48%

eBay 72%

Vanguard 71%

SAS 70%

Apple 66%

Intuit (TurboTax)* 66%

Cisco 58%

FedEx 57%

Southwest Airlines 56%
* All NPS statistics are based on Bain or Satemtrix surveys, with the exceptions of Intuit, Chick-fil-A,

and HomeBanc.  For these firms, we used data that they provided.  Their data was gathered in a

reasonable (but not perfectly equivalent) fashion.

NPS Stars
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LEAP: Growth in prepaid phone service in the USA
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DANA HOLDING CORP (DAN)
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Auto Parts & Equipment Price: 12.21 (May 2, 2008)

Relative Wealth Chart

Market Cap : 1.832 USD
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Is it really, truly, absolutely

“the brand?”
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“Strongest brands” don’t see highest valuation levels

“Strong brands” do not correlate with V/A levels

• Polaroid, Kodak

Branding and valuation…
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EK – Retreat to survive
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“Strongest brands” don’t see highest valuation levels

“Strong brands” do not correlate with V/A levels

• Polaroid, Kodak

Branding and valuation…
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“Strongest brands” don’t see highest valuation levels

“Strong brands” do not correlate with V/A levels

• Polaroid, Kodak

• MCD

• Coors/RKY &TAP

• BUD & InBev

Branding and valuation…
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“Stronger brands” do not mean higher valuations…

Company Ticker

5-yr Median 

CFROI

5-yr Mean 

CFROI

5-yr Median 

VCR

5-yr Mean 

VCR Company Ticker

5-yr Median 

CFROI

5-yr Mean 

CFROI

5-yr Median 

VCR

5-yr Mean 

VCR

ADIDAS-SALOMON AG NPVADSG 12.4 12.3 2.0 2.0 MICROSOFT CORP COM MSFT 14.4 14.5 4.2 4.4

AMAZON COM INC COM AMZN 5.3 1.4 5.2 6.9 NIKE INC CL B NKE 11.3 11.1 2.6 2.6

APPLE COMPUTER INC COMAAPL 1.9 2.9 1.2 1.5 NOKIA OYJ EUR0.06 NOK1V 18.6 20.4 3.1 5.5

AVON PRODS INC COM AVP 21.2 21.4 6.0 6.1 NESTLE SA CHF1(REGD) NESN 13.4 13.4 2.1 2.2

AMERICAN EXPRESS CO COMAXP 19.0 19.4 4.1 4.4 NINTENDO CO LTD NPV 7974C 8.8 9.1 3.0 2.5

BOEING CO COM BA 6.7 6.6 1.8 1.9 ORACLE CORP COM ORCL 19.9 20.3 6.7 9.1

BAYER MOTOREN WERK EUR1BMWG 6.0 5.9 0.9 1.0 PEPSICO INC COM PEP 22.9 22.6 5.5 5.7

BP ORD USD0.25 BP 5.9 6.1 1.4 1.4 PFIZER INC COM PFE 18.1 18.3 3.7 4.4

ANHEUSER BUSCH COS INC COMBUD 13.5 13.2 3.4 3.4 PHILIPS ELEC(KON) EUR0.20PHG 2.9 3.1 1.2 1.2

CITIGROUP INC COM C 16.5 16.1 2.6 2.8 POLO RALPH LAUREN CORP CL ARL 11.9 11.4 1.7 1.7

CANON INC NPV 7751C 9.6 10.0 1.6 1.6 REUTERS GROUP ORD GBP0.25RTR 9.5 10.5 2.7 2.8

CARLSBERG SER'B'DKK20 CARLb 7.4 7.6 1.1 1.1 SAP AG ORD NPV SAPG 14.6 14.5 5.5 5.4

COLGATE PALMOLIVE CO COMCL 23.9 23.7 7.2 7.5 STARBUCKS CORP COM SBUX 7.7 7.8 3.6 3.8

CISCO SYS INC COM CSCO 11.9 11.5 3.9 4.7 SONY CORP NPV 6758C 6.7 6.4 1.2 1.3

DAIMLERCHRYSLER AG ORD NPV(REGD)DCXGn 2.7 3.0 0.7 0.7 AT&T CORP COM NEW T 5.7 6.2 0.8 0.8

DELL INC COM DELL 24.2 25.2 8.4 8.2 TIFFANY & CO NEW COM TIF 11.4 10.8 3.0 2.7

DISNEY WALT CO COM DISNEYDIS 7.6 7.2 2.1 2.1 TOYOTA MOTOR CORP NPV7203C 7.3 7.4 1.1 1.1

EASTMAN KODAK CO COM EK 5.7 6.0 1.2 1.2 TEXAS INSTRS INC COM TXN 8.9 9.2 2.7 2.6

ERICSSON(LM)TEL SEK1 SER'B'ERICb -2.7 0.2 1.6 1.9 VIACOM INC CL B VIA.B 11.0 11.3 3.2 3.2

FEDEX CORP COM FDX 4.6 4.6 1.3 1.3 VOLKSWAGEN AG ORD NPVVOWG 2.5 2.4 0.6 0.6

FORD MTR CO DEL COM PAR $0.01F 3.2 3.1 1.0 1.0 DOW CHEM CO COM DOW 2.8 3.0 1.2 1.2

GILLETTE CO COM G 16.5 17.3 5.2 5.5 WRIGLEY WM JR CO COM WWY 17.9 17.9 6.1 6.2

GENERAL ELEC CO COM GE 18.4 18.1 4.2 5.3 EXXON MOBIL CORP COM XOM 6.3 6.3 1.6 1.7

GAP INC DEL COM GPS 8.2 8.1 1.8 2.0 XEROX CORP COM XRX 5.2 4.8 1.3 1.3

GOLDMAN SACHS GROUP INC COMGS 12.9 13.3 2.2 2.3 YAHOO INC COM YHOO 6.9 7.4 3.5 4.3

HARLEY DAVIDSON INC COMHDI 19.4 18.7 4.6 5.0 YUM BRANDS INC COM YUM 11.8 11.4 2.1 2.2

HEINEKEN NV EUR1.60 HEIN 10.2 10.2 2.2 2.3 SUN MICROSYSTEMS INC COMSUNW 0.3 3.9 1.2 2.3

HONDA MOTOR CO NPV 7267C 8.8 7.7 1.1 1.1 MOTOROLA INC COM MOT 1.0 2.8 1.1 1.1

HEINZ H J CO COM HNZ 17.9 17.3 3.4 3.6 TIME WARNER INC COM TWX 8.6 9.3 1.7 3.1

HEWLETT PACKARD CO COMHPQ 8.2 7.9 1.6 1.7 MATSUSHITA ELC IND NPV 6752C 2.3 0.8 0.8 0.8

INTERNATIONAL BUSINESS MACHS COMIBM 8.8 9.1 2.9 2.9 ROYAL DUTCH PETROL EUR0.56RD 7.4 7.4 1.5 1.6

INTEL CORP COM INTC 10.7 11.0 3.6 3.3 MATTEL INC COM MAT 15.3 15.3 2.6 2.6

KIMBERLY CLARK CORP COMKMB 12.0 12.3 2.7 2.9 DIAGEO P L C SPON ADR NEWDEO 21.9 22.8 3.4 3.5

COCA COLA CO COM KO 29.5 30.6 7.2 7.6 BROWN FORMAN CORP CL BBF.B 13.0 12.7 2.8 2.9

KELLOGG CO COM K 16.8 16.3 4.2 3.8 PEARSON ORD GBP0.25 PSON 14.2 15.8 2.5 2.9

LVMH MOET HENNESSY EUR0.30LVMH 14.0 14.1 3.8 3.7 HILTON HOTELS CORP COMHLT 9.7 9.8 1.6 1.7

MCDONALDS CORP COM MCD 7.6 7.6 1.6 1.6 SIEMENS AG NPV(REGD) SIEGn 4.6 5.0 1.2 1.3

MERRILL LYNCH & CO INC COMMER 11.8 11.7 1.9 2.0 SWATCH GROUP CHF2.25(BR)UHR 9.6 10.0 1.6 1.8

ALTRIA GROUP INC COM MO 23.4 23.4 3.7 3.7 BENETTON GROUP SPA EUR1.30BNG 8.5 8.1 1.5 1.7

MERCK & CO INC COM MRK 16.8 17.4 3.1 3.5

Top Brands 9.7 11.2 2.2 3.0

S&P 500 9.8 10.8 2.0 2.8
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Roberto Goizueta, CEO, KO

“You can have your commercials…”
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Hoover, Wal-Mart, GE
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Is it really, truly, absolutely
the brand?
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To protect the confidential and proprietary information included in this material, it may not be 
disclosed or provided to any third parties without the approval of Hewitt Associates LLC.

The Impact of Human Capital on 
Investment Capital
Hewitt and HOLT: Examining human capital metrics 
that drive business performance

 May 13, 2008
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Linkage to Business Results and CFROI1

– Quantifying what’s been “fuzzy”

 Shareholder value

– “Apples-to-Apples" results

 Industry by industry

– Statistical validity:

 “Reverse causality"

CFROI and Total Business Return

1997 – 2007, N = 115 companies

Incremental Cost of Talent 

versus

Measurable Business Impact  

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”, (Raza, Samir)

Data on 1000 companies, 20 million employees 
8 Pilot companies (Verizon, Alcoa, JC Penney, Lilly, 

Nationwide, Sony Electronics, Siemens, MeadWestvaco)
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Talent Quotient Definition

Measuring and monitoring “pay progression”

The people getting the highest total pay increases…

…are they leaving or staying?
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TQ Impacts Business Results—Cross Industry Study1

Deep Empirical Study

Companies grouped by 
TQ result in 2001 (N=115)

Performance Measures in Following Three Years 
(2001-04)

Revenue 
Growth

(3Y CAGR)

Operating Cash 
Flow Growth 
(3Y CAGR)

CFROI®2 

(3Y annualized)

Total Business 
Return

(3Y annualized)

Bottom 1/3 

(TQ Avg. 80)
2.2% 5.0% -1.0% 11.7%

Top 1/3 

(TQ Avg. 126)
4.5% 11.6% 7.9% 15.1%

Difference + 2.3% + 6.6% + 8.9% + 3.4%

In both analyses, Talent Quotient is predictive of financial performance in succeeding years

 2 CFROI®, CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or registered trademarks of Credit Suisse or its 
affiliates in the United States and other countries. HOLT is a corporate performance and valuation advisory service of Credit Suisse © 2008 Credit Suisse and its subsidiaries and affiliates. All rights reserved.

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”.
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TQ Impacts Business Results—Cross Industry Study1

WORST 10 in TQ

BEST 10 in TQ

Median

Median

Sales Growth
3 year annualized 

(ending 7/07)

5.8%

8.0%

Total Return
3 year annualized 

(ending 7/07)

7.1%

13.2%

Price to Book 
(at 7/07)

1.8

2.9

Average
2004 TQ

84

141

 2 CFROI®, CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or registered trademarks of Credit Suisse or its 
affiliates in the United States and other countries. HOLT is a corporate performance and valuation advisory service of Credit Suisse © 2008 Credit Suisse and its subsidiaries and affiliates. All rights reserved.

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”.

In both analyses, Talent Quotient is predictive of financial performance in succeeding years

“Best 10–Worst 10” Comparison
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Median
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Sales Growth
3 year annualized 

(ending 7/07)

5.8%

8.0%

Total Return
3 year annualized 

(ending 7/07)

7.1%

13.2%

Price to Book 
(at 7/07)

1.8

2.9

Average
2004 TQ

84

141

 2 CFROI®, CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or registered trademarks of Credit Suisse or its 
affiliates in the United States and other countries. HOLT is a corporate performance and valuation advisory service of Credit Suisse © 2008 Credit Suisse and its subsidiaries and affiliates. All rights reserved.

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”.

In both analyses, Talent Quotient is predictive of financial performance in succeeding years

“Best 10–Worst 10” Comparison
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Unique measures and metrics

133

KO and 50 Foot/Population rule

Share of stomach

WMT and 10 Foot Rule

What are key units of measure with:

Asset managers? 

Motorcycle makers?

Construction companies?

When is Six Sigma too “loose”?
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KO and 50 Foot/Population rule

Share of stomach

WMT and 10 Foot Rule

What are key units of measure with:

Asset managers? 

Motorcycle makers?

Construction companies?

When is Six Sigma too “loose”?

What is being measured in Lean Manufacturing?
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Analyzing Strategy, 

Performance, and 

Valuation Together
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JNJ – Johnson & Johnson
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BP – BP plc
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CROX – Crocs, Inc
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Asset Growth is Like Principal Growth – SBUX 
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EK – Retreat to survive
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ROK – Shrink and grow rich
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IP – Quality of M&A growth is case-by-case
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F – Retreat to survive
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XRX – Retreat to survive
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IP – Quality of M&A growth is case-by-case

-2%

12% 9% 4% 6%
12%

-2%

6% 7% 6%

25%

40%

-5% -2%

31%
24%

-10%

2% 1%

-5%
-15%

-8%

-50%

0%

50%

1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008

Asset'
Growth

1%

3%

4%

6% 6%
5%

3%
2%

1%
2%

6%

3% 3% 3% 3%

6%

2%

3% 3% 3% 3%
4% 4%

0%

2%

4%

6%

8%

10%

1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

ROA'

0.0

50.0

100.0

150.0

1984 1986 1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010

TSRr

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



163

PAYX – Quality of M&A growth is case-by-case
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SYY – Quality of M&A growth is case-by-case
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DHR – Quality of M&A growth is case-by-case
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NINTENDO CO., LTD.(C) (7974)

Home Entertainment Software

Relative Wealth Chart

Market Cap : 65.847 USD
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Foundations:

Activities:
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Insights from Return Driven Strategy

Execution of strategy

requires a strategy for execution
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Insights from Return Driven Strategy

Execution of strategy

requires a strategy for execution

Use case, rehearsal, pilot…

TOY
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NINTENDO CO., LTD.(C) (7974)

Home Entertainment Software

Relative Wealth Chart

Market Cap : 65.847 USD
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NINTENDO CO., LTD.(C) (7974)

Home Entertainment Software

Relative Wealth Chart

Market Cap : 65.847 USD
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Innovation Alone Is Not Enough
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Source: HOLT Value Associates

($ in Thousands) 1992 1993 1994 1995 1996 1997 1998 1999

Sales Revenue 15,586      136,139      172,107      321,404      390,246      451,679      399,942      238,089      

R&D 

Expenditure 1,173        11,843        15,991        23,968        28,983        40,425        52,024        40,831        

R&D % of 

Revenue 7.53% 8.70% 9.29% 7.46% 7.43% 8.95% 13.01% 17.15%

Annual Cash Flow Returns from 1988 through 2000
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Glenayre stock performance vs S&P 500
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GEMS

Source: Money Central
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What is the value of the brand?
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Annual Cash Flow Returns from 1980 through 2000

Source: HOLT Value Associates
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Partner Deliberately

No company is an island
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Strategic Partnering Analysis
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What type of partnership?

Company 1

Genuine

Assets

Company 2

Genuine

Assets

Operational

Excellence

Offering

Innovation

Brand

Management

Info X          Arm length      Outsourcing    Co-branding        Legal JV         Merger & Acquisition

Transactions Joint Venture

• Purpose of the partnership?

• Required exclusivity?

• The right type?
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Map and redesign processes

Reliable navigation begins

with reliable maps
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Inputs

Processes

Production

Outputs

Customer

Total Customer Experience
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Inputs

Processes

Production

Outputs

Customer

What are 

customers 

needs 

here?

Total Customer Experience
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Inputs

Processes

Production

Outputs

Customer

What are 

customers 

needs 

here?

Total Customer Experience

 DELL
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Engage Employees and Others

High-performing recruiting 

strategy is just like

marketing strategy
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Maximizing employee engagement beyond compensation
(Courtesy of Hewitt Associates)
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Engagement

Leadership
• Credibility
• Trust

Relationships
• Coworkers
• Managers
• Customers

Work Activities
• Impact
• Challenge/Interest
• Status/Pride

Total Compensation
• Pay/Financial recognition
• Benefits

Culture and Purpose
• Sense of purpose
• Organizational values 

and behaviors
Opportunity
• Growth/Development
• Advancement
• Interaction

Quality of Life
• Physical environment
• Time/Work/Life

Seven Levers Of Engagement
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Balance Focus and Options

How lightning strikes

and plants grow
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Offering Innovation:
To meet customer needs in ways un-replicable
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Failure is an option
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Options and Portfolio: Achieving Balance
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Value creating opportunity
(Stay in Business, Incremental ROIs, Breakthrough Value Creation)

SIB IROI BVC

Size of bubble denotes relative size of investment

Cannibalize markets Dominate and Create New Markets

Staying grounded

Reaching, Stepping Out
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Options and Portfolio: Achieving Balance
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Value creating opportunity
(Stay in Business, Incremental ROIs, Breakthrough Value Creation)

Low

High
SIB IROI BVC

Size of bubble denotes relative size of investment

Ongoing R&D

Internet 3

Reengineering

Initiative

Distribution

partnership

Internet 2

Internet 1

Wireless 1

Internet 4

Cannibalize markets Dominate and Create New Markets

Staying grounded

Reaching, Stepping Out
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Communicate Holistically

“Holistic” for the whole

Investors

Competitors

Customer PR

Internal

The public
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Communicate Holistically

Speak and write as if

everything you say and type

will be heard and read

by everyone
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Return Driven Strategy

Professor Joel Litman
Chief Investment Strategist
November 12-14, 2014
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CSCO – Quality of M&A growth is case-by-case
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What about the top line?

IBM Stock Price versus Sales
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Valuation

Forecasts
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Financial

“To succeed 
financially, how 
do we measure 
and dive cash 

flow generation, 
ethically?”

Process and Risk 
Management

“To satisfy our 
shareholders and 
customers, how to 

excel at our 
processes?”

People

“To achieve our 
vision, how will we 

engage our 
employees to 

innovate, brand, and 
operate?”

Customer

“To achieve our 
vision, how should 
measure our ability 
to fulfill otherwise 
unmet customer 

needs?”
Vision &

Strategy
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Execution Performance Valuation

Actions Results Forecasts
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Strategy Execution Performance Valuation

Plans Actions Results Forecasts
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Unique need fulfillment = pricing power

Pricing power can reveal itself relative to

variable costs OR fixed costs
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Easier to ride a wave than 

storm a beachhead
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When to shrink and grow rich

or grow and grow poor
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Better to steal your own sales 

than for someone else to
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Large companies

versus great companies
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DRIVEN:

Business Strategy,

Human Actions, and

The Creation of Wealth

www.returndriven.com

www.driventhebook.com
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Return Driven Strategy
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Source: www.nytimes.com

Source: www.nytimes.com

Forgetting Rules 1 and 2

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



217

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



218

Insights from Return Driven Strategy

Ethical behavior does not 

guarantee success

It reduces the risk of 

massive financial failure
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APPLE INC (AAPL)
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Computer Hardware
Market Cap : 107.412 USD
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Great product

vs.

Great business

PCs: AAPL, IBM, DELL

BMW, JBLU, MCD

Real needs? Betamax, Sega, Glenayre…
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