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2   VALUE CREATION 

“Shareholder value is a result, not a strategy.”  

Jack Welch 

As the quote above implies, value and value creation 

strategies are distinct concepts that are often in 

conflict.  Many of the actions undertaken for the sake 

of unlocking value to reward current shareholders 

end up compromising future value, while less 

popular decisions that do not reward today’s 

shareholders can turn out to be the ones that add the 

most value in the outer years.  This tradeoff between 

short-term pain and long-term gain is the essence of 

investing.   

In his 2016 book titled Investment: A History, Norton 
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Reamer, the former CEO of Putnam, writes:  

“Investment management is all about asset pricing, 

and each manager brings to the task his or her own 

theories of value.  So, while there is more to do in the 

academic arena, we will never resolve a theory of 

value that is universal and perfect – that, after all, is 

the very art of investing.”1 Indeed, investors come in 

many forms.  Some find value in turnarounds and 

distressed situations while others focus on outsized 

growth.  While the mandates and timeframes of these 

different types of investors can vary widely, those of 

company managements tend to be more constant.  As 

stewards of shareholder capital and guardians of the 

franchises that they lead, company managements 

must look after the well-being of all constituents, 

including employees and customers, over a much 

longer timeframe (i.e. perpetuity) than most modern 

investors are willing to commit.  This divergence of 

purpose explains many of the battles between 

otherwise strong managements and their more 

demanding shareholders.   

Another argument against shareholder-value- 

creation mandates was proposed by John Kay.  In his 

2010 book titled Obliquity:  How Our Goals are Best 

Achieved Indirectly, he observes: “The wealthiest 

people are not those most assertive in the pursuit of 

wealth.  The greatest paintings are not the most 

accurate representations of their subjects; the forests 

most resistant to fires are not the ones whose foresters 

are best at putting out fires.”2  One of the key themes 
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in his book is that, in complex social systems like 

markets, families, and corporations, there is no 

predictable connection between intentions and 

outcomes.  Shareholder value is not necessarily the 

result of shareholder-friendly actions, just as 

happiness is not the aggregation of happy moments.  

He claims that some of the most successful companies 

in history, such as Boeing, Microsoft, Walmart, 

Google, and Amazon, did not achieve their greatness 

by focusing directly on profits, and certainly not 

short-term accounting profits.  They all had a bigger 

purpose that guided their actions.  To paraphrase Jack 

Welch, outsized shareholder value creation was the 

result, not the strategy. 

In his criticism of companies that focus on creating 

shareholder value as their main purpose, Kay goes on 

to question the existence of a true measure of profit.  

“Anyone who has thought hard about the matter,” he 

claims, “knows that the quest for the true measure of 

profit is as illusory as the search for a measure of 

poetic perfection.”  Indeed, after teaching economics 

for decades and authoring several notable books on 

the topic, Professor Kay admits that he has never 

resolved the question of what constitutes a true profit.  

The sustained dispersion of earnings multiples across 

markets is proof that equal profit streams can have 

vastly different values.  The implication is that 

financial models and accounting metrics alone cannot 

by themselves determine value.  Management 

quality, culture, repeatability, and the overall 
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attractiveness of the business are also critical 

determinants of worth.        

Not everyone agrees with John Kay’s oblique 

approach to value creation.  In 2013, Professor Kevin 

Kaiser, of INSEAD, authored a book titled The Blue 

Line Imperative, where he asserts that:  “Value 

creation, when properly understood, is not simply 

someone’s ethical perspective on how to manage a 

company.  Value creation is a self-generating, self-

governing, basic planetary imperative based on 

nature itself, and if you don’t uphold it, the planet 

shuts you down every time.”3 While his observation 

might hold true with the benefit of hindsight, it is not 

very helpful to the investor who seeks to pick the few 

companies that will create outsized shareholder value 

in the future.  Not every company knows what to do 

to drive long-term value, and many are in fact 

motivated by short-term incentives.  A focused 

pursuit of value, or happiness, is a great motivator, 

but it is rarely the core driver of greatness.  From 

Walt Disney to Steve Jobs, the day-to-day lives of the 

greatest achievers are rarely about happiness and 

reward.  The reality seems to be that value often 

accrues to those who are willing to endure long 

periods of outsized suffering in exchange for an 

unknown future gain.  

In summary, actions that reward current holders 

often make little economic sense to long-term 

investors.  While a keen sense and appreciation for 
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value creation is an important attribute of 

outstanding companies, it is rarely a catalyst.  At 

Victori Capital, the opportunity that we seek to 

capture is less about the maximization of short-term 

gain and more about the underappreciation of future 

value creation. 
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