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These are difficult times. After the longest-running bull market in history,
corporations are not only having to contend with a record drop in stock prices
but also a highly fragile global economy. In the US alone around $7 trillion has
been wiped off the value of stocks since early 2000, equivalent to two-thirds of
the nation’s GDP. Add in lingering doubts about management credibility in the
wake of recent scandals, not to mention current geo-political uncertainties, and
it’s not surprising many investors are feeling distinctly uneasy.

There’s no doubt a stock market correction was long overdue. As we pointed out
2000 and 2001 in our previous two annual Value Creators reports, expectation
premiums – the difference between market and fundamental values – had
reached unsustainably high levels. Between 1993 and 2000 they soared to an
unprecedented 80 percent on average, or more than forty percent of the value
of the average stock price. By 2001 they had declined to a more ‘modest’ 27
percent and at the time of going to press they stood at 21 percent.

Threat of a deeper drop

Which way will the markets go now? No one knows. However, historical
precedents are not encouraging. Periods of high expectation premiums have
previously been followed by prolonged periods of low expectation premiums: the
markets tend to over-correct. More disturbingly, in view of the unprecedented
scale of recent premiums, research has shown that the bigger the bubble, the
larger the drop in total shareholder returns (TSR).

In fact, nearly half of the sectors analysed in this year’s report already have
negative expectation premiums. Several market indices, including the German
DAX Index, have also slipped into the red. The larger US indices, notably the
Dow Jones Industrial Index and S&P 400, however, still have positive premiums.
Will these buck the historic long-term trend? We hope so. But it’s worth noting
that to justify its current expectation premium of 21 percent, the S&P 400 would
have to increase its earnings before interest and tax (EBIT) by 4.8 percent a
year for the next five years simply to sustain its value. But investors expect
above-average TSR year on year. To achieve a 12 percent annual rise in TSR –
the long-term market average – a 17.3 percent increase in EBIT would be

Overview

After last year’s market correction, stock prices plunged heavily again in 2002 and, if

you believe some commentators, deeper drops – and a deep recession – are possible.

What went wrong? More crucially, what can your company do to succeed in such a

challenging and uncertain environment?

This report addresses these issues, based on a study of over 4,000 of the world’s top

corporations. Ii is the fourth annual report of a series started in 1999 when the first

BCG Value Creators Report was published.

BCG
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1. See John Percival (The Wharton School, University of Pennsylvania, Finance & Investment Faculty), 2002: “Is it time to get rid of EBITDA?”

needed.

Underlying economic indicators don’t provide much ground for optimism either.
Economic growth is faltering and severe corporate, consumer, and federal
debts, coupled with interest rates that leave little room for further reductions,
suggest the situation might get worse before it gets better. And what would be
the impact on the global economy of a war with Iraq? Or another major terrorist
incident? 

Misguided ‘bubble’ practices have to change

What should management do in such a challenging and uncertain environment?
Two major steps must be taken: First, many businesses need to radically re-think
how they create and sustain shareholder value, including setting reasonable
targets, the fundamental levers they need to pull to generate long-term value and
how they deal with investors. Over the last decade, the bubble has engendered a
number of highly corrosive ‘norms’ that have undermined long-term fundamental
performances.This is evident from this year’s study. Between 1995 and 2000, when
stock prices were marching relentlessly upwards, the trend for the average
fundamental performance for each TBR quartile was down. Today, it is steeply
down, as is TSR. In the long run, fundamentals drive shareholder returns, not
expectation premiums. The second key step is to prepare for a more severe
economic downturn, which we discuss at the end of this overview.

Setting aside corporate governance for the moment, some of the misguided
practices that have seeped into the corporate ‘ecosystem’ include:

● Inappropriate shareholder return targets: Many CEOs target double-digit
annual earnings per share growth (EPS), sometimes as high as 15 percent,
but the long-term actual average growth is nearer 7 to 8 percent. That’s a big
gap to sustain. In fact, only a small percentage of companies are able to beat
their local market average for more than a few years running. More realistic
goals stretched over longer periods, not year-on-year, are required. In
addition, these targets need to be set relative to industry averages, not as
‘limitless’ absolute goals. Unfortunately, as EPS is shaped by factors unique
to each firm, valid intercompany comparisons are not possible. This, together
with the potential to manipulate EPS, for example by postponing long-term
value creating investments to lift short-term earnings, casts doubt on its value
as a shareholder return metric. Relative TSR is a more robust alternative.

● Unsuitable measures for controlling fundamental value: The earnings
measure, EBITDA, is now commonly used by corporations to gauge and
direct fundamental performance. But due to its omission of cash-consuming
expenditures, such as interest and taxes, as well as cash required for
reinvestment (not to mention its susceptibility to accounting distortions), it
can lead to inefficient decisions that produce short-term gains at the expense
of long-term fundamentals. A rising chorus of respected voices is now calling
for it to be abandoned or used cautiously in limited situations1. A more
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suitable approach is to employ the ‘cash value added’ principles and, in
particular, its two main components: cash flow return on investment (CFROI)
and gross investment growth. Both of these measures have strong
relationships with long-term shareholder returns, unlike EBITDA.

● Tolerance of unprofitable business units: Impressive lifts in profitability have
been achieved recently. In the US, for example, profitability (measured by
CFROI) has been around 11 percent over the last five years for the largest
corporations, compared to the previous long-term average of around 7
percent, although cracks are appearing. High profitability is important,
especially in downturns; as we show in this report – firms with the highest
CFROI withstand these shocks more effectively. However, high corporate
profitability coupled with inflated stock prices, encouraged many firms to
tolerate low-CFROI business units. Without the protective cushion of
expectation premiums, this complacency cannot continue. Strong
fundamentals are more important than ever and all units will have to pull their
weight to achieve reasonable shareholder returns. Those that cannot be
turned around quickly should be divested and capital allocated to the others
based on their value creation potential, not democratically.

● Pursuing the wrong type of growth at the wrong time: Partly fuelled by the use
of inflated stock prices as an acquisition currency, the M&A bonanza of the
1990s was at this time a key contributor to excessive expectation premiums.
However, new research from BCG’s ValueScience Center shows that organic
growth is the overwhelming driver of long-term shareholder returns,
underlining the importance of innovation and asset productivity. This doesn’t
mean M&As should be ignored, but rather timed more carefully: a soon-to-be
published BCG study demonstrates that M&As executed in downturns are
substantially more likely to produce higher long-term value than those
conducted in booms.

● Failure to monitor and manage relative expectation premiums: Left un-
addressed, unrealistic expectation premiums are damaging, as many firms
are now discovering. In downturns, high premiums can be punished with
disproportionate drops in shareholder returns, while negative premiums can
lead to all the problems associated with undervaluation, including difficulties
raising capital. Although you cannot control absolute premiums, which are
largely determined by macro-economic forces, you can quantify and manage
your relative premium. This is fuelled by transparency, share liquidity, market
leadership and other factors discussed in this report. New techniques for
managing premiums for sustainable competitive advantage are emerging
and should be applied. One approach is to use scenario-based forecasts of
a company’s results for the next three to five years, then compare this to the
implied growth rate in today’s stock price, and work steadily to resolve these
disconnects.

● A disconnect between corporations and their dominant investor segments:
Most corporations have little knowledge of the diverse aspirations of their
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investor base. Some shareholders, for example, may focus on free cash flow
and intrinsic value, while others will seek aggressive growth or shades in
between. Failure to align your strategy with your dominant investor segment’s
requirements is likely to have a detrimental impact on your stock price. A
major expansion into a risky market, for instance, will produce a stock price
discount if your dominant segment wants stable ‘growth at a reasonable
price’. In fact, BCG research, conducted jointly with Thomson Financial, has
found that this mismatch between supply and demand can lead to substantial
gaps between market and fundamental values, typically in the order of 30 to
50 percent and typically undervalued. To avoid this, corporations must
develop a deeper understanding of their investor segments, supported by a
more regular, direct dialogue with them.

Not all companies have stepped into these pitfalls. Many of the 4,000-plus
businesses we studied for this year’s Value Creators Report generated both
impressive fundamental performances and admirable TSR, given today’s
environment. The details of these top performers and others can be found in this
report’s appendix at the back of this report. But the reality is that most
corporations have fallen into at least one – and usually several – of these traps
and their resultant low fundamental performance is now being felt in seriously
depressed – and sometimes undervalued – stock prices. As Warren Buffet once
said, “It’s only when the tide goes out that you can see who’s swimming naked.”

This report provides a ‘manifesto’ for change to improve and sustain value
creation – a set of recommendations that need to be implemented to shake off
the excesses and damaging misconceptions that were cultivated during the
boom.

Dangers of the ‘quarterly earnings game’

Why did so many corporations adopt such counter-productive practices over the
last decade? Why were short-term shareholder return priorities allowed to
preside over long-term fundamentals and long-term TSR?

There were various reasons. Stock options, the herd instinct, the notion that ‘this
time it is different’, and many other factors all enter the frame. But the power and
influence of investment analysts also played an important role. Our argument
doesn’t rest on the conflict of interest issue, although this has undoubtedly been
damaging to both the capital markets and to corporations. It hinges rather on the
mind-set and practices investment analysts have encouraged companies to
adopt.

There are two main problems. First, many corporations now use analysts’ ‘gold
standard’ of value creation, EPS, and very simple accounting-based figures
such as EBITDA. As we have briefly discussed, these measures have little
relationship with long-term TSR and can be distorted – inadvertently,
deliberately and even fraudulently. The absolute nature of EPS growth also
raises the question, ‘How far do you have to push it?’ Without a relative
benchmark, the answer has sometimes been ‘as far as you can’, leading to
unsustainable goals and some questionable solutions.
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Second, analysts’ pressure on corporations to hit quarterly earnings forecasts
has not only established a norm that it is short-term results that matter but also
that consecutive quarter-on-quarter and year-on-year improvements in
fundamentals and shareholder returns are sustainable. They rarely are.

Not all firms have agreed to play the earnings game. Porsche, for example,
successfully refused to publish quarterly earnings, arguing that they increased
stock price volatility and gave no insights into fundamental performance for such
a mature industry as automotive. Such an extreme measure won’t suit many
companies. It’s also important that steps like these do not compromise
transparency. However, it does show that it is possible to refuse to play the
analysts’ game. A more generally valuable approach is to build a closer, direct,
nondefensive relationship with investors in order to win trust and support for
your long-term goals and value creation strategy. Truly independent analysts
have an important role to play – and some ‘boutique’ research firms are
emerging – but their role should be to analyse objectively, not to set the height
of the value creation bar or direct managers how to manage.

Prepare contingency plans for a possible downturn

Earlier we said there were two steps corporations had to take to succeed both
today and in the future. The first, already covered, is to sweep out value
destroying and limiting practices.The second is to prepare contingency plans for
a possible economic downturn.

During economic downturns two critical things happen: cash flow diminishes
precipitously and decision-making times shrink dramatically. In the absence of
a contingency plan, incorrect decisions often go unchallenged and become
integrated into strategies, leading to their magnification over time. Like the
proverbial butterfly that flaps its wings in one part of the world and creates a
storm in another, this can have a devastating impact on already dwindling cash
flow and a company’s survival prospects.

The key to success is to have a plan that bullet-proofs your cash flow and
enables you to use your superior cash flow to ‘invest against the tide’ and profit
from your competitors’ weaknesses. This will allow you to emerge in a stronger
position after the ‘storm’. Indeed the process of preparing a plan – including
analysing and correcting the relative vulnerabilities of your business units’ cash
flows to different market scenarios – will benefit your business in a number of
ways regardless of whether there is a downturn or not. It will identify
fundamental weaknesses, foster a more risk-aware culture and focus managers’
minds on operating in extreme conditions, often stimulating creative new ideas.

At the end of this report we explain how to prepare a ‘crisis management’ plan.
This needs to be started now. Or, as a former US president said, “Yesterday is
not ours to recover, but tomorrow is ours to win or lose.”
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The story so far – a steep fall in investor
confidence

Expectation premiums – the difference between
market and fundamental values – rose to historical
highs over the last decade (Fig. 1). These
premiums are essentially a measure of investor
confidence. And since 2000, when expectation
premiums accounted for two-thirds of the average
company value of the S&P 400, this confidence
has fallen dramatically.

The fall in premiums for the world’s top 100
corporations as measured by total shareholder
returns (TSR), has been equally steep (Fig. 2). In
2001 expectation premiums had dropped to 52
percent on average and, by 31 October 2002, they
had declined to 40 percent. In fact, expectation
premiums have decreased in all industries, apart
from utilities (Fig. 3). (Further details are available in
the appendix.)

The decline in expectation premiums was
predictable, although not necessarily the scale and
speed of it. On average, market valuations were
unjustified by fundamental performance. Simply to
sustain the S&P’s average market value in 2000
would have required 10 percent year-on-year
growth in earnings before interest and tax. But
investors expect growth in stock value (TSR). Just
to achieve the long-term average market growth
rate of 12 percent in TSR would have required a
Herculean improvement in fundamentals. Today’s
average premiums for the S&P also seem on the
ambitious side (see Overview).

A perilous situation?

In periods of uncertainty, it pays to plan for both positive and negative outcomes. And these are undoubtedly

precarious times, both economically and geopolitically. This section takes an unashamedly downbeat view of

what might happen to the global economy and capital markets, based on historical precedents. 

The past, of course, isn’t always a reliable indicator of the future. Our aim here is simply to underline the

urgency for corporations to rethink how they create value and to plan for a downturn – just in case the glass

turns out to be half empty, not half full.

Long-term Analysis of the S&P 400 between 1926 and 24 October 2002
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Fig. 1 Expectation premiums show strong oscillations over time
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Historically, the markets have over-corrected
high expectation premiums leading to periods
of undervaluation

In the long term, expectation premiums tend
towards zero, underlining the efficiency of capital
markets. However, an analysis of expectation
premiums between 1926 and 2002 reveals
markets over-corrected unrealistically high
premiums, producing periods of prolonged low
expectation premiums, notably between 1932 and
1949 and between 1974 and 1990 (Fig. 1). 

Moreover, a study of the sensitivity of premiums to
market corrections shows that the highest
premiums – and we have just had record
premiums – tend to be punished with
disproportionately large drops in TSR. Figure 4,
based on 2001 data, shows how expectation
premiums suffered their first major correction after
the peak of 2000.

Does this mean the recent decline in expectation
premiums is just the start of a deeper drop into
negative premiums? Again, we don’t know. And
the capital markets appear equally uncertain,
reflected in rising stock price volatility. But it is
worth noting that six of the fourteen industries we
studied already have negative premiums (Fig. 3).
One of these recently moved into negative territory
(industrial goods) and the position of three of the
other six has deteriorated further this year.

Several market indices have also slipped into the
red, including the German DAX (Fig. 5). The S&P
400 and the Dow Jones Industrial Index, however,
still have positive expectation premiums.

Possibilities that could push stock prices and
premiums down further include a war with Iraq,
another major terrorist incident, a debt-deflationary
recession or revelations of more corporate
accounting scandals. Looking further ahead, if
stock markets generally have negative expectation
premiums, one must consider the potential impact
of the generation of 1950s ‘baby boomers’
withdrawing equity to fund retirement. 

Will the capital markets buck the historical long-
term trend? No one can say. But the current trend
is similar to those experienced prior to the Great
Depression and Japan’s current deflationary period
(Fig. 6). 
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Fig. 3 Expectation premiums by industry
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The economic foundations for an imminent
rebound look shaky. In fact, some of the
trends show disturbing parallels with a less
happy deflationary period of the past.

● Economic growth is slowing. Since 2001 there
has been a steep decline in investments and
GDP growth (Fig. 7).

● Deflationary tendencies exist. In the third
quarter of 2002, the GDP price index for the
US – a closely watched measure of inflation –
grew by just 0.8 percent year-on-year, the
lowest rate since 1950. 

● Interest rates can’t fall much lower. Over
the last five years interest rates have followed
a similar trajectory to those that preceded the
Great Depression (Fig. 8). What else can
Central Banks and governments do to re-
boot the global economy?

● Consumer consumption has reached record
levels. Today, US consumer consumption
accounts for around 70 percent of GDP (Fig. 9).

● Declining credit ratings are limiting
financing options. The number of credit
rating downgrades has been rising in both the
US and Europe, while upgrades have been
declining (Fig. 10).

● The world’s largest economy has a
massive current account trade deficit.
Since 1991 the US current account trade
balance has plummeted from a small surplus
to a US$400 billion deficit (Fig. 9).

Is a major recession – and possibly even
deflation – on the cards? 

We’ll have to wait and see. What we can say with
certainty is that two major steps need to be taken.
First, a new agenda for corporate value creation is
required to shake off the misguided practices that
have shaped many businesses’ decisions and
undermined long-term sustainable shareholder
returns. Second, all corporations must prepare a
contingency plan for a downturn. Both of these
initiatives will improve your long-term fundamental
performance regardless of how events unfold. The
rest of this report deals with these two issues.
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Whereas in contrast the US money supply has been increased
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Fig. 8 US Prime Rate shows parallels to the Great Depression

Key figures of the US economy show a downward trend
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Fig. 9 The foundation for the next boom is shaky

Downgrades overhauled upgrades after the hype was over
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An agenda for improved, sustainable
value creation

Over the last decade many corporations adopted a number of counter-productive norms

and practices, undermining their ability to create and sustain long-term value. Here

we present an agenda for change. In the following we elaborate on these

recommendations, supported by new research and case studies.

I. Set a realistic, long-term value creation goal

II. Control your company with fundamental measures that strongly

influence long-term TSR

III. Manage your business units as a portfolio of value creators 

and destroyers

IV. Concentrate on organic growth but seize opportunities for

acquisition growth during downturns

V. Manage your relative expectation premium

VI. Make your strategy appealing to your dominant investor segment
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How corporations set their ‘external’ value creation
goals – shareholder returns – is one of the most
important decisions they will make. Everything else
stems form it, including internal fundamental
performance targets and business plans.

The importance of relative industry
shareholder returns

The single-minded focus on absolute shareholder
returns – such as ten percent earnings per share
(EPS) growth – is both illogical and counter-
productive. It is relative returns that count and that
should shape your shareholder return target for
two key reasons: 

● Although absolute shareholder returns
measure the total gain to shareholders, it is
your relative industry return that primarily
determines whether investors drawn to your
industry place their money in your company
or a competitor. To attract and retain these
investors, you need to set a target relative to
the industry performance that satisfies
investors’ aspirations. 

● Without a relative benchmark how do you
know how high to set your target? This was a
question many corporations seemed unable
to answer during the bull market, leading
many to take their cues from analysts and to
push for unsustainably high earnings goals.
Often the only way to do this was to milk
long-term fundamental performance for
short-term gain. Or, in extreme cases, to
resort to fraudulent practices. 

Use a robust measure of shareholder 
returns – TSR

Total shareholder returns (TSR) – the change in

share price plus dividends – is a more objective
measure of shareholder returns than EPS, the
most commonly applied yardstick. 

The advantages of TSR

● TSR is a true measure of what shareholders
materially gain – the increase in share price
plus dividends. 

● It is an objective measure of a firm’s ‘external’
value creation – it is not affected by a
company’s internal accounting methods.

● Like-for-like comparisons between
companies’ TSRs can be easily made (taking
into account any currency differences 
in international stock comparisons) – it
satisfies the need for a relative shareholder
return measure.

The pitfalls of EPS

● EPS does not measure what shareholders
materially receive, only the ‘internal’
fundamental value valuation (earnings) per
share that a firm’s accounting procedures
claim the company has generated. 

● EPS can be manipulated, painting a
misleading picture of a firm’s true fundamental
potential in investors’ eyes, a move that can
rebound on a firm’s stock price when the true
story emerges. The exclusion of stock option
expenses, which lift earnings, is one way this
is frequently done. Postponing investments –
in essence, sacrificing long-term fundamental
performance for a short-term rise in earnings
– is another. In extreme cases, earnings can
also be distorted via unethical practices:
Enron’s use of off-balance sheet techniques
was one of the most high-profile examples. 

I. Set a realistic, long-term value creation goal

It is relative industry long-term shareholder returns that determine your target

investors’ allegiance to your stock. But very few businesses have been able to sustain

superior returns for more than a few years in a row. Aspirations need to be revised

downwards and reconfigured over longer time horizons.
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● Equally significantly, it is not possible to make
valid intercompany comparisons between
firms’ EPS growth rates due to the fact 
each company’s EPS is shaped by factors
unique to that business, such as its size, risk
profile, number of shares, share buy-backs
and leverage. 

Setting a realistic long-term RTSR target

The pressure to hit analysts’ quarterly forecasts
has fostered the notion that relentless
improvements in shareholder returns are 
feasible (see box, ‘Beating the quarterly blues’).
They are not, however – at least not on a year-on-
year basis.

Over the last decade the majority of companies
were only able to sustain above-average TSR
relative to their local market indices for no longer
than five years in a row. None of the 1,665 largest
companies that BCG studied for this analysis
managed this for ten consecutive years (Fig. 11).
To achieve a year-on-year top quartile performance
is even tougher. In the S&P 500 Index, where
median TSR has hovered around 10 percent over
the last thirty years, this would have required 21
percent annual TSR. 

A more realistic approach is to aim for a long-term
average TSR target relative to an appropriate index
over a period of years. This not only acknowledges
the fact that long-term fundamentals fuel
shareholder returns (and the reality that all
businesses are susceptible to occasional, short-
term performance dips), it also lowers the TSR bar.
To reach the top quartile in the S&P over a five-year
period, for example, the compound TSR needed is
16 percent, compared to 21 percent year-on-year.
To do this over ten years, it is 14 percent. 

Equally crucially, companies need to revise their
targets downwards. Many of the shareholder
return goals set by corporations in the recent past
– and today – are untenable. For example, CEOs
still typically target double-digit year-on-year EPS
growth in today’s environment. Putting aside for
the moment the downside of EPS and year-on-
year growth, the long-term average for EPS growth
is in the order of 7 to 8 percent. 

Inevitably there isn’t a ‘universally’ realistic
shareholder return target. Relative TSR targets will
vary between different types of corporations,
depending on their industry, geographic reach and
– above all – your target or ‘dominant investor
segment’s expectations, reflected in an
appropriate index. Understanding this investor
segment is an essential step, as we explain in the
section ‘Make your strategy appealing to your
dominant investor segment’. 

A word on executive incentives to hit RTSR
targets

Stock options undoubtedly encouraged senior
executives in certain companies to take measures
that generated short-term gains at the expense of
their firms’ long-term fundamental performance –
either wittingly or, due to lack of understanding of the
drivers of long-term value creation, unintentionally.
These types of incentives, which are based on short-
term absolute changes in stock prices, need to be
reconsidered. 

To ensure management’s actions are aligned with
shareholders’ long-term interests, incentives should
be linked to sustainable, long-term improvements in
value creation. The ‘relative’ component is again key
– this will mean that executives are compensated
appropriately for their contribution to value creation,
not for market- or industry-wide rises in stock prices.
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Fig. 11 Creating value year after year is a difficult task
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CASE STUDY: Beating the quarterly blues
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MDAX removal

Fig. 12 Porsche outperformed the automotive indexNot all companies have bowed to the demands

to play the quarterly earnings game. Porsche

refused to publish quarterly earnings on the

basis that these short-term snapshots added to

stock price volatility in a mature industry like

automotive and gave no true insights into long-

term fundamentals. This decision led to its

removal from the MDAX Index. Despite a short-

term drop in its stock price, the long-term

impact has been negligible. Its stock price has

continued to rise, built on strong fundamentals. 

Although we wouldn’t recommend companies

use Porsche’s particular strategy, it does show it

is possible to break away constructively from

the short-term earnings fixation. As we discuss

later (see ‘Make your strategy appealing to your

dominant investor segment’), a more suitable

alternative is to develop a deeper, direct

relationship with your core investors.
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As Figure 13 illustrates, long-term TSR is driven by
fundamentals, measured by total business returns
(TBR) – the percentage change in fundamental
value and cash flow. Although TBR’s close
correlation with TSR makes it a valuable tool for
understanding the stretch in fundamental
performance needed to hit current TSR (and, in
reverse, for setting shareholder return targets), its
computational complexity makes it impractical for
day-to-day control of a business. The questions to
pose are, ‘Which measures are suitable, practical
proxies? Which levers do you need to pull to
ensure your fundamental improvements translate
into higher TSR?’ 

The least useful solution in many cases, is to use
Earnings Before Interest, Tax and Depreciation
(EBITDA), as many companies now do.

Dangers of EBITDA

EBITDA originally came into vogue in the 1980s as
a tool to identify leveraged buy-out candidates
(LBOs): it was considered a good measure of a
company’s ability to service its debts. Soon
analysts and others became enamoured with this
simple metric because its removal of ‘non-
operating’ costs such as interest and depreciation
would enable them to analyse and compare firms’
core operations more accurately. And as the
influence of analysts grew. many companies fell
into line and controlled their businesses with
EBITDA. 

However, this was often a misguided step, a view
endorsed by a growing army of leading authorities

on accounting and value creation, including
academics at Wharton, one of the leading US top
business schools2. Some accounting standard
setters are also now cautioning against using
EBITDA as a performance measure.

The problem is that EBITDA excludes cash-
consuming expenditures, notably interest and tax,
as well as cash required for reinvestment. It
gauges neither a firm’s net income, nor – due to its
net income failings – free cash flow. It is especially
short-sighted as a tool for capital-intensive
industries, such as utilities, IT and
telecommunications, to name just three, as it omits
the reinvestment costs needed to sustain long-

II. Control your company with fundamental measures 
that strongly influence long-term TSR

The combination of cash flow return on investment (CFROI) and gross investment,

producing cash value added (CVA), satisfies this criterion. EBITDA – a widely used

control metric and analysts’ preferred measure for tracking business performance – has

a weaker relationship with TSR, which can lead to inappropriate decisions that

undermine long-term fundamental performance.

TBR-Quartiles Selective, Stable And in Line With TSR Quartiles

Note: Top 565 companies of BCG Succeed in Uncertain times study 2002, Quartile made according to 5-yr. Avg. TBR (Total Business Return)
Source: T.F Database; BCG-Analysis

On which performance indicators should executives focus in order to create good TBR and thereby
good TSR performance?

On which performance indicators should executives focus in order to create good TBR and thereby
good TSR performance?
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Fig. 13 BCG’s fundamental value (TBR) is a very good proxy 
for shareholder return (TSR)

2. See John Percival (The Wharton School, University of Pennsylvania, Finance & Investment Faculty), 2002: “Is it time to get rid of EBITDA?” 
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term value creation. In addition, these costs are
liable to different accounting treatments – in some
cases even ‘questionable’ practices.

Not surprisingly EBITDA has little relationship with
long-term shareholder returns. This can be seen in
Figure 14. In 1997, for example, top quartile
EBITDA companies had the highest shareholder
returns. By 2001, however, these firms had
destroyed more value in four years than all the
other quartiles. 

A more robust approach: CFROI and gross
investment

A more reliable solution for sustaining value
creation is to concentrate on two main levers –
CFROI and gross investment. Together,
improvements in CFROI and gross investment
generate ‘internal’ fundamental value expressed by
the change in cash value added (delta CVA)3.  This
can be seen in Figure 15. More crucially, as Figure
16 demonstrates, both levers have a strong
relationship with long-term shareholder returns
(TSR). However, you have to pull these in the right
order. CFROI has to be above the weighted
average cost of capital first. Only then will gross
investment create value; unprofitable growth will
destroy value and shareholder return.

TSR-Quartiles Are Not Selective At All

EBITDA margins should not be used to predict good shareholder value performance.EBITDA margins should not be used to predict good shareholder value performance
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Note: Analysis based on all top 565 companies of total sample, quartiles made according to 5-year avg. EBITDA
Source: T.F. Datastream; BCG analysis

Fig. 14 High EBITDA margins not sufficient for good 
shareholder performance
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Fig. 15 How CVA is calculated and influenced by different levers
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Note: Analysis based on all top 565 companies of total sample, quartiles made according to 5-year avg. TBR (Total Business Return)
CFROI and gross investment growth are not auto-correlated to TBR quartiles, looking at the small adjusted R2 values of the 

adj. R2 = 0,2/ 0,24/ 0,42/ 0,05/ 0,39/ 0,2/ 0,1/ 0,36/ 0,24
Source: T.F. Datastream; BCG analysis 2001

regression analysis 1993-2.

Fig. 16 Top CFROI preformers generate highest 
fundamental value

3. This produces a similar result to the Free Cash Flow (FCF) methodology now advocated by several people, including Warren Buffet. The difference and, in
our view, the advantage of delta CVA over FCF is that it takes into account the gross investment required for long-term value creation.



21

An agenda for improved, sustainable value creation

Succeed in uncertain times

BCG

During the bull market, companies with weak
fundamental performances were able to enjoy
reasonable stock price growth – rising expectation
premiums did most of the work for them. At one
point you didn’t even need a fundamental
performance, just a dot-com suffix to your
company’s name. Today, the protective cushion of
expectation premiums has largely been removed
and a stronger fundamental performance will be
required to generate shareholder value (TSR) –
particularly if the economic climate darkens further.

This cannot be achieved with the burden of
unprofitable business units, nor with the all-too-
common practice of allocating capital
democratically between units, especially if any are
unprofitable (CFROI below the weighted average
cost of capital). Unprofitable growth, as we
showed earlier, destroys value.

General Dynamics, a US defense contractor,
demonstrates the value of ensuring that all units
are profitable. All four of its businesses achieved
CFROI above the weighted average cost of capital,
enabling it to invest heavily and generate a steep
increase in both fundamental value and, most
crucially, shareholder value (Fig. 17). Since 1996 its
fundamental value grew by 26 percent a year on
average and its TSR by 20 percent.

The company’s growth in asset productivity is
particularly noteworthy. As Figure 22 shows, top-
quartile TSR firms have substantially higher asset
productivity than the other three quartiles. They
also increase their cash flow margins much more
aggressively. 

This rigorous approach to both profitability levers –

III. Manage your business units as a portfolio of 
value creators and destroyers

Ensure all your businesses are profitable. Shed units that cannot be turned around

and allocate capital to the fundamentally healthy units on the basis of their value

creation potential.

Aviation with highest earnings and margin (2001)

WITH COMPARABLE WEIGHT

Each Performing at High Profitability

General Dynamics Revenues (2001)

30%

25%

20%

25%

Combat
systems Warships

and nuclear
submarines

Command
and control

systems
Aviation

(Gulfstream,
Galaxy

Aerospace)

About 60 percent of revenues from the US government 
 and no.2 shipbuilder for the US Navy

Source: Company Reports, Reuters, BCG analysis 

Operating earnings 
in M$

Operating margin 
in %

310
238

625

260

8.6%

19.1%

10.8%
9.3%

0

250

500

750

1,000

Marine Combat Aviation Systems
0%

5%

10%

15%

20%

Profitable growth in every business unit as key to successful stock performanceProfitable growth in every business unit is key to successful stock performance

WACC 2001:
8.5%

Fig. 17 General Dynamics: four major business areas 
with comparable weight
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After Rover Divestiture
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asset productivity and cash flow margins – needs
to be applied to all units, especially those with sub-
optimal CFROI. And if they can’t be turned
around? Hard-nosed decisions have to be made.
Although shedding an unprofitable business can
be internally painful in the short run, the long-term
benefits, both in terms of fundamentals and
shareholder value, can be significant. BMW’s
divestiture of Rover is a case in point. Its
profitability increased almost immediately and cash
value added (CVA) moved up significantly, fuelling
its stock price growth (Fig. 18). 

More generally, corporations need to actively
manage their portfolio of businesses, fixing or
discarding the weak and investing in businesses
proportionate to their value creation potential. To
identify the strategic options available for each unit,
you have to analyse their value creation plans
relative to their current profitability. The matrix in
Figure 19 provides a conceptual framework for
dealing with this issue. Each quadrant has different
strategic implications:

● Value creators: Invest in these units even if
CFROI is declining. Provided CFROI remains
above the weighted average cost of capital,
long-term value will be created.

● Value melters: These are profitable but growth
potential is declining. Look for niche growth
markets and analyse individual investments.

● Value laggards: These units are either in the
start-up or turnaround phase. Analyse both
their plans and progress carefully. Are their
plans realistic? Is the anticipated rise in
CFROI to be reinvested in value creation or
stockpiled as cash? Are the units subject to
cyclical factors? If so, how can these be
reduced? How can they increase cash flow or
reduce their investment base to push CFROI
above the cost of capital?

● Value destroyers: Push for a miracle
turnaround but plan to divest them.

Value-Based Portfolio Management
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Fig. 19 Profitability and cvhange in CVA (cash value added) 
must both be considered

The value of high CFROI in a downturn
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Fig. 20 The performance gap opens in downturnsCompanies with high profitability measured

by CFROI are significantly less likely to suffer

an erosion of profitability during a downturn,

enabling them to maintain CFROI above the

cost of capital and pursue fruitful acquisition

growth in these periods (see below for the

value creation potential of downturn M&As). 

This is evident in Figure 20. In boom periods

the spread between companies’ profitability

is quite small. However during a downturn it

widens substantially, indicating that top

CFROI is less sensitive to economic declines. 
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In the drive to hit quarterly earnings forecasts over
the last decade, many businesses have pursued
the easiest options – improved cash flow through
acquisition growth. Increasing sales through
acquisitions are obviously easy to communicate to
analysts, but the success rate of acquisitions has
been historically low. However, new BCG research
has not only found that organic growth is the
overwhelming driver of long-term shareholder
returns, but that the chances of success with
M&As – measured by their long-term value
creation – are substantially higher if they are
executed during downturns.

The importance of organic growth can be seen in
Figure 21, based on a 30-year analysis of the S&P
1500. Over this period, organic growth is the
dominant driver of TSR in both the short and long
term. The impact of margins and asset productivity
remains relatively stable. The comparatively low
contribution of margins is understandable: there is
a natural limit to how far these can be driven down.
The small but negative influence of asset
productivity is an anomaly in view of its importance
for the top-quartile TSR businesses, indicating that
it is an under-exploited source of value, 
on average.

Two key factors drive organic growth: asset
productivity and innovation. As Figure 22
demonstrates, asset productivity is much higher
among the top quartile TSR businesses. Although
innovation is difficult to quantify, few would
question the likelihood that it is also more
pronounced in this group – it is the principal engine
of organic growth and organic growth is the main
driver of shareholder returns.

IV. Concentrate on organic growth but seize 
opportunities for acquisition growth during downturns

Profitable growth is the strongest driver of shareholder returns, in both the short and

long term. And organic rather than acquisition growth is generally the most important

component. Innovation, coupled with superior asset productivity, is vital to achieve

this. Don’t ignore M&A possibilities, though, especially in downturns. These are ideal

times to pursue M&As. 

Note:  Top Quartile TSR selected from S&P 1500 companies; ten year averages from 1983 to 2001
Source: Compustat,  BCG Value Science Center
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This is most evident in the pharmaceutical industry,
where innovation – or, more specifically, the
promise of a firm’s R&D pipeline – is the key
distinguishing factor between businesses’
performances. The German company Schering is
one example. It recently launched major new
products giving it footholds in new growth markets
and has several highly promising drugs in clinical
trials. Together, these innovations have helped lift
its stock price significantly above the World
Pharmaceutical Index.

Despite the importance of organic growth for
long-term TSR, this doesn’t mean that M&As
should be written out of the equation. Historically,
these have failed to deliver additional value for a
variety of reasons, including inappropriate
strategic alignment, poor post-merger integration
(PMI) and, most commonly, overpriced deals. This
was particularly the case in the 1990s when
valuations were too optimistic and led to
excessive expectation premiums. A deeper
understanding of what drives these premiums
(see below) would have prevented many
companies overpaying.

More significantly, it would have been more fruitful
in many cases to have waited until a downturn. A
recent BCG study, soon to be published, has
found that M&As executed during these periods
have a much higher probability of generating long-
term shareholder returns than those implemented
in boom times (Fig. 23). On average, 53 percent of

downturn M&As produce long-term value
measured by RTSR compared to 41 percent of
boom-time M&As. 

This isn’t just because downturns tend to be
buyers’ markets. Lower expectation premiums,
tighter due diligence in severe capital market
conditions and lower resistance to PMI cost-
cutting initiatives also help to make these periods
favourable for M&As. Other key factors, which will
be examined in BCG’s forthcoming M&A report,
are also critical.
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( 1 ) RTSR (Relative Total Shareholder Return) success criteria defined as combined post-deal RTSR in N + 1 and N + 2 larger than zero
( 2 ) Significantly different at above 95 percent level
Note: Analysis based on a total number of 386 companies
Source: VM research system; SDC; Compustat; BCG study ‘M&A in downsturns’
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Fig. 23 Success chances for acquisitions made
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The strategic implications of relative
expectation premiums

One of the common misconceptions about stock
market cycles is that nearly all companies are in
the same boat, apart from businesses that
naturally benefit from particular points in the cycle.
In boom times, the boat rises and in downturns it
sinks. We’re generally all affected equally. There is
an element of truth to this. Various macro-
economic drivers and other forces tend to affect
the absolute expectation premium (the difference
between market and fundamental value) of most
industries and companies relatively equally. 

However, although the absolute rise and fall in
stock prices is important to investors, it is the
relative differences between companies’
expectation premiums that is key. And these
always exist in all market conditions. Figure 24,
which shows the relative expectation premiums for
the top TSR corporations in the pharmaceuticals
sector, illustrates how widely these can vary. 

The reality is that companies are not in the same
boat; they are all in very different vessels on the
same tidal sea. And how businesses deal with their
relative premiums can determine whether their
boats sink, simply stay afloat, or rise. 

Relative expectation premiums have several
important implications for businesses’
fundamentals and long-term shareholder returns,
depending on the scale and direction of their
premiums. These potential threats and
opportunities are reflected in the matrix in Figure
25. Each quadrant has different implications:

V. Manage your relative expectation premium

Expectation premiums provide strategic opportunities to improve and sustain

shareholder returns in both good and bad times. But they also present risks to value

creation potential. Although you cannot influence absolute premiums, which are

shaped by macroeconomic forces and other factors including ‘market sentiment’, you

can control many of the drivers of your relative premium.

Top Ten Companies According to TSR Ranking

Avg. expectation premium: top ten companies

Company
value(1)

Expectation Premium
Fundamental Value

(3) 
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( 1 ) Market value of equity plus debt, 1996 = 100
( 2 ) Estimated fundamental value; market value as of 31 October 2002
Source: T.F. Datastream; BCG analysis

Fig. 24 Expectation premiums in the pharma industry
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● Quadrant 1, The Underperformer: Any
businesses in this position are relatively
undervalued but justifiably so due to their
comparatively poor fundamental
performance. Unless investors can be
convinced the business can be turned
around – lifting its premium to at least the
average – its situation is likely to deteriorate.
Undervalued companies often find it difficult
to raise investment capital. 

● Quadrant 2, The Optimist: The company’s
fundamental performance does not justify its
relatively high premium. A share price
correction is imminent. And as we
demonstrated, if this relative premium is
positive and unjustifiably high, the business is
likely to suffer a disproportionately large drop
in RTSR during a market correction. To avoid
this fate, the firm must improve its
fundamentals or possibly acquire another
business with strong fundamentals but a
lower relative premium. Companies in
Quadrant 4 (The Hidden Champions) are
possible targets.

● Quadrant 3, The Consolidator: The ideal
position to be in. The fundamentally strong
Consolidator could use its relative premium
advantage to acquire a Hidden Champion. 

● Quadrant 4, The Hidden Champion: The
robust fundamentals of the Hidden Champion
have not been rewarded by investors. It must
remove the factors that are suppressing its
premium (see below, Managing the drivers of
relative premiums), otherwise it could be
vulnerable to a takeover by a Consolidator, or
even an Optimist. 

Figure 26 demonstrates how this approach can be
applied in practice. 

Managing the drivers of relative expectation
premiums

Two broad categories of drivers influence relative
expectation premiums: value blockers and value
creators. Both types of drivers can be controlled
by corporations to establish sustainable
improvements in their relative expectation

premiums (positive and negative) and, by
implication, their stock price.

More importantly, it is possible to quantify the scale
of these premiums and, using tools developed by
BCG, to identify the principle drivers of relative
expectation premiums and their relative
contributions. Although it is currently not possible
to explain the total relative difference in your
premium, a high percentage can be explained. 

Removing value blockers

Value blockers increase investors’ risks or the cost
of equity, leading to stocks trading at a discount
relative to their intrinsic value. There are various
ways to reduce these obstacles:

● Improve transparency: How and what you
communicate to shareholders is pivotal to
your stock’s brand identity. Handled correctly,
it can reduce the cost of equity – and,
consequently, increase your market
capitalisation – by up to 20 percent (Fig. 27).
There are two prerequisites. First, you need to
provide full and open disclosure of
information to instil trust. Second, you have to
tailor your messages to core investor
segments (see next section) to reassure them
that your initiatives are in line with their
aspirations.

Top Ten pharmaceutical Companies According to TSR Ranking

Fundamental performance vs. expectation premium

Expectation 
premium 2001 (in %)

TBR 1997-2001 (in %)

( 1 ) Weighted average of the total sample, minimum market value 2001: $5bn, 39 companies
Source: T.F. Datastream; BCG analysis 
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● Increase the liquidity of your stock: The
easier it is to buy and sell your stock, the
lower the entry and exit costs, reducing
investor risk. As Figure 28 illustrates,
corporations with the most liquid shares (the
lowest bid-offer spread) have at least a 10
percent share price premium over less liquid
stocks. There are three main ways to increase
liquidity:

i) Stock splits typically add 2 to 3 percent 
to a firm’s stock price, irrespective of the 
number of splits.

ii) Overseas listings increase liquidity by
widening the pool of shareholders. They
also lower market risk. On average, non-
US companies that have listed in the US
have reduced their cost of equity (and
increased their market capitalisation) by
1.3 percent on average, according to a
recent study. UK companies achieved
the biggest savings (2.65 percent),
followed by Asian and Australian firms
(2.07 percent and 1.23 percent
respectively)4.  

iii) Listings in major indices can also have a
significant impact, as Shell recently
experienced when it was excluded from
the S&P Index, which is now focusing on
US corporations. Shell’s market value
dropped by 7 percent. Although
companies cannot elect to be part of a
major index, firms that are included
should strive to remain in these indices.
This may rule out splitting a business, a
tactic that could push it out of the index. 

● Manage your corporate reputation: On
average, firms with the best reputations enjoy
around a 25 percent share price premium. In
individual cases, the gap can be as high as
50 percent (Fig. 29). This isn’t surprising. A
company renowned as a first-class employer,
for instance, is likely to attract higher-quality
staff. Similarly a business with a high-calibre
management team and a commitment to

first-class standards is likely to encounter
fewer product faults and other business risks.

There is also growing evidence that socially
responsible corporations generate above-average
shareholder returns. There are two possible
reasons for this. First, responsibility equals
predictability and consequently low risk, thereby
increasing demand for the stock. Second, some
investors might be drawn to these types of firms
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for emotional not just financial reasons, just as
some football fans invest in their clubs.

A strong corporate reputation, however, doesn’t just
reduce the cost of equity. Academic research has
found that a strong reputation can limit the impact of
an economic downturn on a firm’s share price
relative to businesses with weaker reputations. 

● Enhance and promote your management
credibility: Investors will give businesses a
premium – ‘a vote of confidence’ – if the
management team has a track record of
success. A close relationship with core
investors will help them understand your
team’s potential, instilling greater trust. 

● Make your strategy appealing to your
dominant investor segment: This is a major
issue worthy of a separate section. We
explore this in more detail below.

Exploiting value creators

Certain drivers of expectation premiums can give
companies sustained positive premiums: they can
prolong businesses’ cash flow growth against
competitive pressures. Below are several
measures to generate these protective premiums:

● Focus on innovative growth: Premiums are
strongly related to fundamental value
creation. And, as we mentioned earlier, the
most fruitful source of growth in terms of
sustainable shareholder returns is organic
growth. Innovation is an especially rich source
of this, particularly when protected by patents
and other intellectual property rights.

● Aim for market leadership: Market leaders
are usually rewarded with the highest
premiums. In 2001, for example, Pfizer’s
premium was 21 percent larger than Merck’s
(Fig. 30). BCG experience shows that market
leaders have the highest consolidation
potential within their industry. Furthermore, a
downturn is a particularly good opportunity to
capture the high ground via low-cost M&As
as shown previously. 

● Build strong brands: Brands help cement
customer loyalty, providing cross-selling
opportunities and reducing the fade rate of
your cash flow. 
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Developing an effective customer-oriented strategy is
a central pillar of good business practice but few
companies apply this principle to their ultimate
customers – investors. 

This is a dangerous oversight. Just as consumers of
products and services have different needs, different
investors have different appetites for growth,
profitability, cash flow generation, and risk. Failure to
align your strategy with your core investors’
aspirations – to match supply with demand – can
lead to a significant short- to medium-term gap – or
expectation premium between your market and
fundamental value. Typically, it means a negative
expectation premium, a common complaint among
CEOs, especially today. 

Although fundamentals drive long-run shareholder

returns, in the short- to medium-term these
premiums can have a significant impact on
fundamental performance and, by implication, long-
term TSR. Negative expectation premiums, for
example, can make it harder to raise additional
capital, distract management and reduce the
effectiveness of stock-related incentives. In extreme
cases it can lead to a takeover. High, positive
expectation premiums are also risky. As we
demonstrated earlier – and as many companies have
recently experienced, unrealistically high premiums
will be disproportionately punished by the capital
markets (see above).

New research from BCG and Thomson Financial,
however, shows that corporations that harmonise
their strategies with their dominant investors’
requirements, based on a BCG investor alignment

VI. Make your strategy appealing to your dominant
investor segment

Different investors have different aspirations. Some, for example, want growth, others

value. Corporations that harmonise their initiatives with their core investor segments’

expectations are significantly less likely to have gaps between their market and

fundamental values and all the difficulties this can create.

5. The investor alignment index measures the consistency of the fundamental data in relation to the investor base. A score of 1 indicates that the fundamentals
are aligned with the investors’ criteria.

BCG
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index5 are less likely to experience these gaps. Figure
31 illustrates this. The closer the alignment, the lower
the gap in general. 

Investor alignment isn’t a silver bullet. Other factors
influence expectation premiums – some within your
control, others not – and we address this in the next
section. Nor does this strategy mean that corporations
should slavishly follow investors’ whims. However it
can reduce your valuation gap and, equally crucially,
illuminate how strategic decisions will be received by
shareholders. Here we briefly outline the main steps
required to harmonise your strategy with your core
investors.

Identify your dominant investor segment’s style.
Most companies have a variety of investor segments,
institutional and private, with varying aspirations such
as yield, value and ‘growth at a reasonable price’
(GARP). These different styles of investors and the
relative weightings they tend to ascribe to different
performance measures of a business are summarised
in Figure 32. The first important step is to identify your
dominant investor style. To do this you need to
conduct a detailed fact-based analysis of your investor
base. For example, what are your major institutional
shareholders’ objectives and how do these fit your
strategy and which peer groups, for instance, do they
benchmark performances against? In collaboration
with Thomson Financial, BCG has developed a
number of tools to carry out this analysis to help you
understand how different styles of investors will react
to corporate initiatives. 

Understanding your dominant investors’ style, and
particularly the importance these shareholders attach
to quantitative and qualitative measures such as
revenue growth and risk, is a vital step in formulating
strategies that will be positively reflected in your stock
price. One BCG client with a long history of delivering
modest but profitable organic growth illustrates this
point: several years ago the company’s senior
executives were considering a new acquisition and a
major geographical expansion to justify the firm’s
positive expectation premium and close the gap
between its market and fundamental value. But at the
eleventh hour after discussions with their
shareholders, they realised this was precisely what
investors did not want. The company’s dominant
investor style was ‘GARP’ – shareholders were
primarily interested in stability, not risky international
expansion.

Marry your strategy and internal processes with

their expectations. It’s not your aspirations, or for that
matter investment analysts’ forecasts, that should set
the pace. It’s what your dominant investor segment
requires. The first port of call is to align your
overarching RTSR goal with their desires. Next, you
not only need to ensure your corporate and business
unit plans are in tune with this goal, but that they reflect
your dominant segment’s particular appetite for
growth, risk and other drivers. Staff incentives should
also be in sync with these objectives. Equally crucially,
you should develop internal control systems to
capture and analyse data on how you are performing
against these specific targets.

Establish a close, direct dialogue with your core
investor segment. The best investor-oriented
companies don’t view communication with investors
as simply a regulatory duty or an exercise in spinning
a consistently positive story. Nor do they rely on
analysts to filter and interpret their strategy and
performance for the investment community. They
engage directly, regularly and non-defensively with
their core investors, usually face-to-face. Some
corporations even rotate line managers through the
investor relations (IR) function to help them think how
to run their units in a more investor-focused manner. 

Building a closer relationship with investors has several
major advantages. For example, it gives firms a
deeper understanding of the strategic trade-offs when
taking particular actions. Investors can also provide
valuable strategic insights and information based on
their meetings with similar companies. More
significantly, it helps cement trust and management
credibility, one of the drivers of expectation premiums.

Summary of Practical Experience
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EPS growth (projected)

Sales growth

PEG ratio
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Source: T.F Datastream, BCG analysis
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Why contingency planning is essential

During a major economic downturn, companies
rarely have time to think and plan properly.
Decision-making times shrink substantially.
Without a well-structured contingency plan, the
danger is that incorrect decisions will remain
unchallenged in this pressure-cooker environment
and be amplified into a major financial crisis as
their impact filters into other parts of the
organisation. This is a well-documented problem
in complex systems including corporations. The
risk is even greater today as many managers will
have to cope with the threat of a severe recession
for the first time.

To avoid these hazards, it is essential to formulate
systematic contingency plans for a range of
possible scenarios – good, bad and expected.
This involves three broad elements:

● Bullet-proofing your cash flow at both the
corporate centre and business unit levels.

● Having plans to use your superior cash for
each of your scenarios.

● Ensuring internal functions and systems are
able to support these plans.

Even if a downturn never materialises, these
processes will generate a number of competitive
advantages. It will: 

● Bolster your cash flow.

● Pinpoint your competitors’ vulnerabilities and
your relative strengths.

● Reduce the distraction of uncertainty.

● Increase risk awareness in your company.

● Spark creative ideas by encouraging
managers how to succeed in extreme
conditions.

Establish likely scenarios

Different companies will have different economic
outlooks, depending on the personal view of their
boards, the countries in which they operate and their

Hope for the best, plan for the worst
– and profit whatever happens

We all hope the markets and economy will pick up. But you can’t manage a company

on hope. You not only need to plan for your expected outcome but also the best and

worst scenarios. This process, detailed in this section, will improve your fundamentals

and highlight competitive opportunities, regardless of which direction the economy takes.

Index 
S&P 400 
average

BY PERIODS OF UNDERSHOOTING

Note: Assumptions: 100 percent long-term average of MV/FV is only marginally violated, under-valuation by 15 percent, 35 percent and 50 percent, 
recovery after four to six years.

Source: S&P Security Price Index Record Statistical Service; BCG analysis
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industries. To develop contingency plans, at least
three scenarios need to be considered – the board’s
expected outcome and the best and worst
scenarios. Globally, based on currently circulating
views, there seem to be three possible scenarios: a
slow recovery, stagnation or deep recession (Fig. 33).

Appoint a crisis management team

A dedicated crisis management task force
reporting directly to your executive board should
be established with a mandate to perform three
main functions:

● Conduct a recession check to establish the
sensitivity of your company’s cash flow to
your scenarios and recommend remedial
actions to correct weaknesses.

● Develop plans for each scenario that will
enable your firm to use your superior cash
flow to profit from competitors’ vulnerabilities.

● Assist in operating the company, in
conjunction with the board, if a crisis occurs.

The team should be composed of senior executives
from all key business units and functions to ensure
all perspectives and interactions of your business
system are taken into account. Collectively, its
members should embrace a broad cross section of
professional, personal and intellectual skills, ranging
from analytical and communication skills to ‘big
picture thinking’ skills. Each individual should also
have a clearly defined role.

Conduct a three-stage recession health
check

Even the most financially robust corporation will
have weak points in its cash flow, sometimes in a
strategically important business sometimes in
peripheral units. In fact, experience has shown
they tend to be found across all functions. Each of
these Achilles heels must be addressed:
collectively, they can severely undermine your cash
flow in a downturn. 

To identify these fault lines, you have to conduct a
three-stage recession check, testing the resilience
of your company’s cash flow against different
levels of severity of a downturn (Fig. 34). Each of
these scenarios will indicate the type and urgency
of different cash flow improvement measures that

need to be implemented if these scenarios occur.
The most extreme will reveal hidden weaknesses
that need to be corrected immediately.

● Establish the vulnerability of key markets
for each downturn scenario. Analysing
historic volatility of prices and volumes in core
markets and industries will give an initial
indication of each market’s vulnerability to
different conditions. To gain a deeper insight
into these elasticities of demand, you will
need to assess a number of product-,
customer-, supplier- and customer-related
factors. If there are a large number of
competitors in a market, for example,
volumes and prices are likely to be highly
susceptible to a downturn, particularly if the
products have long life cycles. 

● How would these market sensitivities
affect your businesses’ sales and cash
flow during a recession? Group your
business units by high and low strategic
priority. Assess the potential impact of
different volumes, prices and costs on the
cash flow of the individual units in each of
these two groups based on their price-volume
elasticities calculated earlier. This type of cash
flow simulation can be done simply and
quickly using a spreadsheet. Competitors’
relative vulnerabilities should also be analysed
in order to identify strategic opportunities to
improve market share (see below).

● Evaluate the impact on the company’s
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overall cash flow. This should include
projected cash flows during the crisis for
three key areas: operating units, financial
liabilities such as debt, and investments.
Each of these three links in the cash flow
chain (and their relevant subcomponents)
should be clearly visible. This will enable you
to identify relative weaknesses and take
prioritised steps to correct cash flow
weaknesses – such steps as cost
reductions, debt rescheduling and
consolidation of locations. 

Treat your cash flow weaknesses

● Fixing cash flow weaknesses. As Figure 35
illustrates, the relative sensitivity of each
business unit to a crisis, coupled with the
immediacy of the crisis, determines the
measures that you need to take to plug cash
flow holes. If a business is highly sensitive to
a downturn and a crisis is imminent, for
example, measures to strengthen it include
reducing costs, increasing efficiency and, if it
is a marginal activity, disposing of it. 

● Integrating crisis readiness into your
organisation. At a corporate level, create a
more flexible organisational and cost
structure in order to make it more responsive
to time pressures during a downturn. In
addition, hold management workshops to
explain the plans and the strategic guard-
rails that need to be in place. You should also
introduce systems to track early warning
signs that a particular scenario is evolving. 

Use your cash flow fitness to profit 
from a crisis

● Increase market share through M&As.
Historically, many of the biggest shifts in
market share have occurred during
downturns, fuelled by M&As. One of the most
dramatic was Rockefeller’s consolidation of
the US network of thousands of small, mainly
family-run oil businesses, to create Standard
Oil. To exploit this opportunity, develop a
target list of prospective M&A candidates,
taking into account their relative fundamental
performances and expectation premiums. 

● Invest against the tide. One of the biggest

Daily Liquidity Management: Control of the ‘Five Money Traps’ and
Rating of Receivables

Five money traps Rating of receivables

1. Control all accounts

2. Control the cost of personnel,
especially hiring and overtime

3. Control all orders with a view to
implementing the reduction of
investments

4. Control all payment instructions,
especially checks, money transfers
and cash payments

5. Control selling prices by specifiying 
minimum price and maximum discounts

1. Regularly review all accounts
receivable

2. Realistically rate their collectibility

3. Use rating result to provide the basis for
receivables included in rolling
budget of payment reserves

Fig. 35 Crisis management (I):

Fig. 36 Crisis management (II):

Fig. 37 Crisis management (III):
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mistakes that companies make in economic
downturns is to retreat into their shells and cut
investments such as marketing and R&D that
don’t deliver immediate cash flow. The reality
is that this is precisely the time to step up
these activities, using your superior cash flow
or existing reserves. With these strengths you
will be able to capitalise on your competitors’
weaknesses and improve market share, a key
driver of sustainable positive expectation
premiums (see above). The earlier analysis of
your competitors’ relative vulnerabilities to a
crisis will pinpoint where to most fruitfully
make many of your investments. 

Different investment plans should be created for
each of your scenarios. Areas to consider include:

Sales and marketing

● Strengthen any brands by increasing
advertising expenditures.

● Focus price offensives and geographic
expansion on competitors’ strongholds.

R&D

● Increase research expenditure to gain or
extend the technological lead.

● Innovate through new products and services.

Production and logistics

● Expand low-cost leadership by investing in
your production platform.

● Establish new logistics models to increase
speed and reliability of delivery and reduce
storage costs.

Personnel and training

● Improve competencies by poaching senior
managers from competitors.

● Increase employee satisfaction by intensifying
training initiatives.
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The study is based on the annual returns of 4,000
companies in Datastream’s global market indices
for the period 1997 to 2001. Collectively, they
represent around 70 percent of the world’s total
market capitalisation. 

Businesses were selected from Datastream’s
database using three main criteria: 

● Listed for at least five years. 

● Satisfied minimum market capitalisation
hurdles: different capitalisation hurdles were
set for each country and sector to reflect their
relative economic weight (see Figures A1 
and A2). 

● Could be classified into one of fourteen 
industrial sectors.

Several companies that met these criteria were
excluded from the final sample as they had been
involved in major mergers or acquisitions over the
study period (1997 to 2001) and were believed to
distort the study. 

All financial figures were converted into dollars,
using the exchange rate as of 31 December  2001. 

Study background

Source: T. F. Datastream, BCG analysis
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Fig. A1 Market capitalisation hurdles for each industry
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Fig. A2 Market capitalisation hurdles for each region
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Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $10bn, 138 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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Notes
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Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 116 companies
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(3) Estimated Fundamental value; market value as of
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Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 116 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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Glossary
CVA = Cash Value Added
EP = Expectation Premium
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TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $10bn, 140 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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Kohls
Capital One 
Paychex
Best Buy
Sun Microsystems
MBNA 
SBC Communications
Oracle
BB & T

1
2
3
4
5
6
7
8
9

10

70,858
23,594
11,592
13,060
15,765
39,872
29,983

131,672
75,916
16,360

US
US
US
US
US
US
US
US
US
US

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $10bn, 140 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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Automotive

TSR Ranking

BCG

Company value(2) 

Expectation premium

Fundamental value

(3) 

111%98%
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124%108%
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-11%
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Rank Company name Country CVA
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EP(3)
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158
304

-873
-476
-269
107

-288
545

-1,628
1,360

39%
64%

-49%
9%
9%

28%
20%

-44%
-10%
-16%

37%
32%
20%
14%
19%
16%
30%
20%
16%
16%

MV 
2001
M$

45%
36%
28%
21%
20%
19%
17%
16%
12%
10%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

13%
-4%
-8%
23%
-8%
2%

15%
-2%

-25%
-16%

38%
69%
-31%
7%

20%
34%
24%
-29%
6%
8%

Porsche
Harley-Davidson
Peugeot
Renault
BMW
Paccar
Hyundai Motor
Johnson Controls
Volkswagen
Honda Motor

1
2
3
4
5
6
7
8
9
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6,685
16,441
11,016

8,542
23,009

5,036
4,487
7,078

18,428
38,884
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US
FR
FR
BD
US
KO
US
BD
JP

-70

-35
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35

70

-70 -35 0 35 70

TBR 1997-2001 (in %)
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IV
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premium 2001 (in %)

 Avg. 12 %(1) 
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(1
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III

Porsche

Harley-Davidson

Peugeot

Renault

BMW

Paccar

Hyundai
Motors

Johnson Controls

Volkswagen
Honda Motor

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 30 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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Automotive

TBR Ranking

BCG

Company value(2) 

Expectation premium

Fundamental value

(3) 

TBR 1997–2001 (in %)

Premium 2001 (in %)
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Porsche
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BMW
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100
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Rank Company name Country CVA
2001
M$

EP(3)

2002
 year to date

158
304
267

-288
-873
545

-269
130

-7,864
1,360

39%
64%

-65%
20%

-49%
-44%

9%
-108%

-49%
-16%

37%
32%
32%
30%
20%
20%
19%
18%
18%
16%

MV 
2001
M$

45%
36%
8%

17%
28%
16%
20%
5%
1%

10%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

13%
-4%

-15%
15%
-8%
-2%
-8%

-32%
-26%
-16%

38%
69%

-55%
24%

-31%
-29%
20%

-58%
-21%

8%

Porsche
Harley-Davidson
Magna Intl.
Hyundai Motor
Peugeot
Johnson Controls
BMW
Fuji Heavy Inds.
DaimlerChrysler
Honda Motor

1
2
3
4
5
6
7
8
9

10

6,685
16,441

4,904
4,487

11,016
7,078

23,009
3,201

43,634
38,884

BD
US
CN
KO
FR
US
BD
JP
BD
JP

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 30 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

BANKS

Company value(2) 

Expectation premium

Fundamental value

(3) 
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41%
74%
53%
84%

-23%

43%
33%
25%
32%
37%
22%
7%

26%
3%

25%

MV 
2001
M$

36%
34%
30%
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29%
28%
28%
27%
27%
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EP
2001
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-20%
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23%
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-41%
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Capital One
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Brothers

Mediobanc
a

Bank of Ireland

Fifth Third
Bancorp.

Northern Trust
SLM

State Street

Charles Schwab

Danske
Bank

31 Oct 1 Jan-31 Oct

Glossary
AVE = Added Value to Equity
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 62 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

BANKS

Company value(2) 

(3) 

TBR 1997–2001 (in %)

Premium 2001 (in %)

 Avg. 14 %(1) 
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)  

Expectation premium
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(3) 
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42%49%59%
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41%
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Rank Company name Country AVE
2001
M$

EP(3)

2002
 year to date

319
216
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377
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361
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131
421
379

-1%
26%
32%
38%

-73%
67%

5%
18%
-7%
35%

43%
40%
40%
38%
37%
37%
36%
33%
33%
32%

MV 
2001
M$

36%
13%
25%
18%
15%
29%
20%
7%

34%
29%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-43%
20%

-13%
4%

-58%
5%

-5%
-2%

-20%
11%

44%
20%
44%
38%
33%
67%
15%
29%
17%
33%

Capital One 
Charter One 
MBNA 
BB & T
Household Intl.
Fifth Third Bancorp.
Freddie Mac
Union Planters
Lehman Brothers
Bank of Ireland

1
2
3
4
5
6
7
8
9

10

11,592
6,102

29,983
16,360
26,520
35,437
45,561

6,200
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US
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US
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31 Oct 1 Jan-31 Oct
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Capital One 

Charter One 

MBNA 

BB & T

Household Intl.

Fifth Third
Bankcorp.

Freddi Mac

Union Planters

Lehman Brothers

Bank of Ireland

Glossary
AVE = Added Value to Equity
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (Fundamental performance)
TSR = Total Shareholder Return (Market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5B, 62 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

CHEMICALS
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Rank Company name Country CVA
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 year to date
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100
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-45
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-2,236
-1,947

-5%
8%

24%
-48%
23%

2%
-48%
18%
-7%
10%

18%
9%

19%
12%
11%
17%
8%

12%
8%
4%

MV 
2001
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18%
16%
15%
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13%
12%
10%
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9%
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EP
2001

TSR

-20%
-38%

-8%
8%
7%

-5%
-8%

-19%
-8%

-21%

4%
27%
22%
-67%
9%
-1%
-53%
25%
-11%
16%

Shin- Etsu  Chemical
Akzo  Nobel
Johnson Matthey
DSM
Nitto Denko 
Air Liquide 
Solvay
Engelhard 
BASF 
Dow Chemicals

1
2
3
4
5
6
7
8
9

10

15,186
12,771

3,032
4,169
4,017

12,728
5,079
3,593

22,886
30,466

JP
NL
UK
NL
JP
FR
BG
US
BD
US

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 27 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

CHEMICALS
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14%
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17%
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4%
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-1%
41%
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Nan Ya Plastics
Johnson Matthey
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Sherwin-Williams
PraxAir
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2
3
4
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6
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4,448
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3,178

12,728
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4,169
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CN
FR
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US
US
US
NL

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 27 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

CONSUMER GOODS

Company value(2) 

Expectation premium

Fundamental value

(3) 
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 56 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

CONSUMER GOODS

Company value(2) 

Expectation premium

Fundamental value

(3) 
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 56 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

INDUSTRIAL GOODS

Company value(2) 

Expectation premium

Fundamental value
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 46 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

INDUSTRIAL GOODS
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-100 -50 0 50 100

TBR 1997-2001 (in %)

I
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IV

Expectation 
premium 2001 (in %)

 Avg. 13% (1) 
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Waters

Danaher

Bombardier

Centex
General Dynamics

Atlas Copco

Rolls-Royce

Lafarge

CRH
Bouygues

110%85%
73%

68%
81%

86%
79%

-10%

15%
27%

32%

19%

14%

21%

-50

0

50

100

150

200

250

300

350

'96 '97 '98 '99 '00 '01 '02

259

312

253

182

134

100

312

(3) 

Rank Company name Country CVA
2001
M$

EP(3)

2002
 year to date

114
358
608
180
417
173

69
-706

59
148

14%
-43%
27%
-1%

-65%
38%
63%

-29%
-88%
-27%

47%
40%
36%
35%
32%
31%
31%
30%
29%
27%

MV 
2001
M$

25%
25%
20%
22%
10%
21%
39%
22%
-5%
38%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-20%
-35%

1%
-68%
-16%

-4%
-35%
-21%
-33%
-27%

27%
0%

31%
52%

-37%
41%
77%

-10%
-36%

3%

Centex
CRH
General Dynamics
Bombardier
Atlas  Copco 
Danaher
Waters
Lafarge
Rolls-Royce
Bouygues

1
2
3
4
5
6
7
8
9

10

3,469
9,202

16,070
14,191

4,593
8,620
5,069

12,144
3,878

10,887

US
IR
US
CN
SD
US
US
FR
UK
FR

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 46 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

INSURANCE

Company value(2) 

Expectation premium

Fundamental value

(3) 

49%34%29%31%37%45%55%

51%

66%
71%

69%

63%

55%

45%

0

100

200

300

400

500

'96 '97 '98 '99 '00 '01 '02

352

444

282

249

162

100

385

Rank Company name Country AVE
2001
M$

EP(3)

2002
 year to date

47
-166

-10
83

-181
472
523
756

-153
101

78%
54%

-72%
62%
18%
64%
58%

-21%
70%
47%

23%
-2%
14%
22%
26%
27%
24%
34%
-2%
30%

MV 
2001
M$

48%
32%
30%
29%
29%
28%
26%
22%
21%
21%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-44%
-72%
-61%

4%
-8%

-11%
-21%
-53%
-31%
-40%

89%
88%
37%
63%
30%
71%
69%
48%
81%
65%

Mediolanum 
Skandia 
Baloise 
Great West Lifeco 
Power Financial 
Marsh & McLennan 
American Intl. 
Aegon 
Transatlantic 
Alleanza 

1
2
3
4
5
6
7
8
9

10

6,533
7,416
5,097
7,942
8,273

29,539
208,122

38,497
4,752
7,859

IT
SD
SW
CN
CN
US
US
NL
US
IT

-100

-50

0

50

100

-100 -50 0 50 100

TBR 1997-2001 (in %)

I

II

IV

Expectation 
premium 2001 (in %)

 Avg. 16 %(1) 
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61
 %

(1
)  

IIIMediolanumSkandia

Baloise
Great West Lifeco

Power Financial

Marsh & McLennan
American Intl.

Aegon

Transatlantic

Alleanza

31 Oct 1 Jan-31 Oct

Glossary
AVE = Added value to Equity
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 32 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

INSURANCE

Company value(2) 

Expectation premium

Fundamental value

(3) -100

-50

0

50

100

-100 -50 0 50 100

TBR 1997-2001 (in %)

I

II

IV

Expectation 
premium 2001 (in %)

 Avg. 16%(1) 
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)  
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Marsh & McLenan

Power FinancialJefferson Pilot

ING Groep

Aflac Alleanz
a Great West Lifeco

American Intl.

Aegon

54%39%
40%

36%39%45%54%

46%

61%

60%

64%

61%

55%

46%

0

100

200

300

400

500

'96 '97 '98 '99 '00 '01 '02

320

414

259
239

158

100

347

Rank Company name Country AVE
2001
M$

EP(3)

2002
 year to date

756
101
472

-181
523

2,599
47
83

220
343

-21%
47%
64%
18%
58%
-2%
78%
62%
17%
60%

34%
30%
27%
26%
24%
24%
23%
22%
22%
21%

MV 
2001
M$

22%
21%
28%
29%
26%
18%
48%
29%
15%
19%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-53%
-40%
-11%

-8%
-21%
-39%
-44%

4%
-12%
25%

48%
65%
71%
30%
69%
42%
89%
63%
33%
53%

Aegon
Alleanza
Marsh & McLennan
Power Financial
American Intl.
ING Groep
Mediolanum
Great West  Lifeco
Jefferson Pilot
Aflac

1
2
3
4
5
6
7
8
9

10

38,497
7,859

29,539
8,273

208,122
50,529

6,533
7,942
6,961

12,825

NL
IT
US
CN
US
NL
IT
CN
US
US

31 Oct 1 Jan-31 Oct

Glossary
AVE = Added Value to Equity
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 32 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

MEDIA

Company value(2) 

Expectation premium

Fundamental value

(3) 

82%
58%63%

54%79%

69%89%

18%

42%
37%

46%

21%

31%

11%
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50

100

150

200

250

300

'96 '97 '98 '99 '00 '01 '02

262 269

232

179

149

100
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Rank Company name Country CVA
2001
M$

EP(3)

2002
 year to date

-226
212
546

74
842
527
-36
-49
91

-2,850

-10%
46%

6%
68%
27%

3%
-68%
-42%
42%
42%

21%
24%
32%
14%
16%
15%
16%
21%
11%
19%

MV 
2001
M$

55%
34%
33%
31%
24%
23%
22%
20%
19%
19%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-55%
-6%

-35%
10%

7%
-48%
-53%

-3%
13%

-32%

40%
55%
41%
64%
31%
54%
-11%
-25%
42%
60%

Shaw Comms . 
TF1
Omnicom 
Intl. Game Tech.
McGraw-Hill 
Nintendo 
Rogers Comms .
Lagardere
NY Times
News Corporation

1
2
3
4
5
6
7
8
9

10

5,044
5,359

16,606
4,977

11,787
24,538

3,590
5,775
6,520

37,326

CN
FR
US
US
US
JP
CN
FR
US
AU

-70

-35

0

35

70

-70 -35 0 35 70

TBR 1997-2001 (in %)

I

II

IV

Expectation 
premium 2001 (in %)

 Avg. 11 %(1) 
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III

Shaw Comms.

TF1 
Omnicom

Intl.Game Tech.

McGraw-Hill 

Nintendo

Rogers Comms.

Lagardere

NY Times 

News Corp.

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 31 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

MEDIA

Company value(2) 

Expectation premium

Fundamental value

(3) 

TBR 1997-2001 (in %)

Expectation 
premium 2001 (in %)

 Avg. 11 %(1) 
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)  

91%
72%68%

61%85%
75%

85%

9%
28%32%

39%

15%

25%

15%
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'96 '97 '98 '99 '00 '01 '02

245
260

226

164
143

100
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Rank Company name Country CVA
2001
M$

EP(3)

2002
 year to date

546
-172
212
108
208
-49
281

-226
-2,850

619

6%
15%
46%
14%

-40%
-42%

-5%
-10%
42%
-3%

32%
26%
24%
23%
21%
21%
21%
21%
19%
18%

MV 
2001
M$

33%
15%
34%
16%
10%
20%
11%
55%
19%
12%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-35%
29%
-6%

-13%
-28%

-3%
39%

-55%
-32%

-9%

41%
6%

55%
29%

9%
-25%
-24%
40%
60%
12%

Omnicom
Tribune
TF1 
Daily Mail
Nippon TV Network
Lagadere
Washington Post
Shaw  Comms .
News Corporation
Thomson

1
2
3
4
5
6
7
8
9

10

16,606
11,150

5,359
3,594
5,402
5,775
4,118
5,044

37,326
19,062

US
US
FR
UK
JP
FR
US
CN
AU
CN

31 Oct 1 Jan-31 Oct
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100
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I

II

IV

News Corporation

TF1

OmnicomShaw Comms.

Thomson

Nippon TV Network Tribune

Washington Post

Daily Mail

Lagardere Groupe

III

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 31 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

MULTIBUSINESS

Company value(2) 

Expectation premium

Fundamental value

(3) 

Expectation 
premium 2001 (in %)

-100
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IV

 Avg. 15 %(1) 
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Rank Company name Country CVA
2001
M$

EP(3)

2002
 year to date

62
54

-1,367
-40
784
200
131

1,126
93

-1,755

84%
57%
11%
15%
26%
36%
36%
50%

2%
0%

69%
23%
15%
40%
19%
-2%
41%
9%

11%
26%

MV 
2001
M$

136%
35%
27%
26%
21%
18%
15%
10%
9%
9%

TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

-14%
-13%
-36%
-13%
-36%
30%
-8%
9%

-32%
-34%

86%
65%
37%
2%

45%
24%
45%
49%
33%
28%

Wipro
Wesfarmers 
Siemens
Reliance  Inds . 
General Electric
ITT Industries 
ITC 
3M 
Dover
Hutchison  Whampoa 

1
2
3
4
5
6
7
8
9

10

7,616
5,874

59,467
6,011

397,889
4,464
3,445

46,348
7,504

41,142

IN
AU
BD
IN
US
US
IN
US
US
HK

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 21 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

MUTIBUSINESS

Company value (2) 

Expectation premium

Fundamental value
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2002
 year to date
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-40

-1,755
54
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-18

-1,367
93

1,126

84%
36%
15%

0%
57%
26%

-129%
11%

2%
50%

69%
41%
40%
26%
23%
19%
17%
15%
11%
9%

MV 
2001
M$
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15%
26%
9%

35%
21%
-9%
27%
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-8%
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-32%

9%
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2%
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Dover
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1
2
3
4
5
6
7
8
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7,616
3,445
6,011

41,142
5,874

397,889
1,634

59,467
7,504
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IN
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IN
HK
AU
US
BD
BD
US
US

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 21 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

PAPER

Company value(2) 

Expectation premium

Fundamental value

(3) 
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2%
1%
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12%
30%
13%
21%
26%
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18%
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2001
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-9%
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, no

minimum market value 2001: 34 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Fundamental performance vs. expectation premium Avg. expectation premium top 10 companies
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TBR Ranking

PAPER

Company value(2) 

Expectation premium

Fundamental value

(3) 
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Gorgia Pacific Tembec

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, no

minimum market value 2001: 34 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium
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TSR Ranking

PHARMA

Company value(2) 

Expectation premium

Fundamental value

(3) 
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TBR
1997 –
2001

TSR
1997 –
2001

EP
2001

TSR

20%
-40%

-4%
-43%
-24%
-18%
-12%
-41%
-38%
-12%

84%
52%
68%
53%
72%
76%
62%
55%
54%
76%

Forest Labs. 
Laboratory Corp.
Biomet 
Serono 
Allergan
Amgen 
Altana 
Guidant Corp. 
Novo Nordisk 
Medtronic 

1
2
3
4
5
6
7
8
9

10

14,584
5,686
8,344

10,180
9,845

59,009
6,988

15,156
12,214
61,996

US
US
US
SW
US
US
BD
US
DK
US

-100

-50

0

50

100

-100 -50 0 50 100

TBR 1997-2001 (in %)

I

II

IV

Expectation 
premium 2001 (in %)

 Avg. 18 %(1) 

 
A

vg
. 6

2 %
(1

)  

IIIForest Labs.

Laboratory 
Corp. 

Biomet

Serono

Allergan
Amgen

Altana

Guidant Corp.

Novo Nordisk

Medtronic

31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 39 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TBR Ranking

PHARMA
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $5bn, 39 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TSR Ranking
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Company value(2) 

Expectation premium

Fundamental value
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 56 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TBR Ranking

RETAIL
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 56 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 

Avg. expectation premium top 10 companiesFundamental performance vs. expectation premium



BCG68

TSR Ranking
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122,061
38,603
70,858
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $10bn, 48 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TBR Ranking

TECHNOLOGY
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US
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Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $10bn, 48 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TSR Ranking
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 30 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TBR Ranking
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 30 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TSR Ranking
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $10bn, 139 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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TBR Ranking
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31 Oct 1 Jan-31 Oct

Glossary
CVA = Cash Value Added
EP = Expectation Premium
MV = Market value (equity)
TBR = Total Business Return (fundamental performance)
TSR = Total Shareholder Return (market performance)

Source: T.F. Datastream; BCG analysis

Notes
(1) Weighted average of the total sample, minimum

market value 2001: $3bn, 48 companies

(2) Market value of equity plus debt, 1996 = 100

(3) Estimated Fundamental value; market value as of
31Oct 2002 
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1. Calculating expectation premiums

A company’s expectation premium is the
difference between its market value plus debt and
its fundamental value. The scale of the premium
depends on three main factors:

● The market value of the company
measured by its market capitalisation
plus debt. BCG used calendar year data for
this (Fig. A3).

● Robustness of the valuation model. Fig.
A4 demonstrates that over the five-year
period from 1997 to 2001 the difference
between the annual market performance and
the annual fundamental performance was
between +/- 15 percent for almost three
quarters of the companies in the sample.

● The assumptions used to calculate the
company’s fundamental value. BCG used
standard cash flow projections based on the
business’s current profitability and historical
growth. We assumed that profitability would
fade by 10 percent per annum to the
weighted average cost of capital over 40
years due to competitive pressure and other
factors. In addition, it was assumed that
growth would fade by 20 percent per annum
to an average economic growth rate of 1.5
percent over the same period (Fig. A5).

● The data used to calculate the company’s
fundamental value. BCG used fiscal data 
for this. 

2. Different ways to measure value creation

To effectively manage value creation, companies
require multiple measures to be used in different
applications and at different levels of the
organisation. Figure A6 depicts the range of
measures our clients have found most useful for
managing value creation at different levels in the
organisation.

Setting explicit external aspirations: TSR

Beginning at the corporate level, executives must

set an explicit value creation aspiration that will
energise their organisations, drive stretch thinking
or performance, and focus the agenda on
programmes that must be implemented.

We believe the most appropriate measure for
aspiration setting is total shareholder return (TSR)
relative to a local market index or industry peer
group. Achievement of this external value creation
aspiration should be embedded in the incentive
plans for corporate executives and key business
unit leaders.

Technical notes

Fig. A3 How Expectation Premiums are calculated
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Aligning internal aspirations and plans : TBR

The next requirement is to cascade down the
overall TSR value creation aspiration into internal
corporate and business unit goals and targets and
assess the gap between plans and aspirations at
all levels.

The Total Business Return (TBR) measure is an
accurate and useful measure for this purpose (Fig.
A7). The TBR measure is an internal mirror of
actual external TSR. It represents the ‘intrinsic’
capital gain and dividend yield from a business
plan – either at the corporate or business unit level.

Many of our clients have found the TBR measure to
be a powerful tool for converting TSR aspirations
into performance goals at the business unit level
and to drive a portion of long term incentives for
business unit management accordingly. In that
context, TBR can also be used as a rich planning
tool to assess the value creation potential of
business plans and help managers close the gap
between aspirations and performance.

TBR is an important high level tool to assess the
relative performance of a corporation or a
business unit and to set future targets. It also

provides a way to link other measures used for
detailed value driver analysis or for setting
operational targets back to the TSR aspiration.

Measuring and setting targets for the 
internal value creation drivers: CVA

Cash value added, CVA (or its financial services
equivalent, AVE, Added Value to Equity), is an
absolute measure of operating performance

Fig. A5 Fade Rate Assumptions

Fig. A6 Framework of Value Measures
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contribution to value creation. It provides a strong
directional indication of when and how value
creation is being improved. The CVA measure
reflects operating cash flow minus a cost of capital
charge against gross operating assets employed.
The CVA measure is a very powerful tool to help
managers pull the appropriate levers to create
value. It can accurately assess the contribution of
the economic assets that actually drive a
business. In some cases they are tangible assets,
in others they are either people or customers.

The CVA measure is an accurate tool for
determining priority value drivers and assessing
value driver trade-offs. In particular, it is a useful
strategic indicator that allows managers to
balance the high level trade-offs between
improving profitability versus growing the
business. Because its measurement is based on
cash flow and original cash investment, it avoids

the key accounting distortions that can cause
measures such as EVA™ to give misleading
trends in capital intensive businesses.

Many clients have also found CVA to be an
effective measure for annual incentives at the
business unit and operational levels. Moreover,
CVA can easily be broken down further into the
key performance indicators (KPIs) that are relevant
to each management area. KPIs form the basis for
internal and external performance benchmarking
and for establishing annual incentive targets. 

This brief description of value creation measurement
tools does not address the many nuances of
applying them effectively. Further information on how
to quantify aspirations, tailor the measure to fit your
type of business, or identify the highest priority KPIs,
can be provided upon request.

Fig. A7 TBR is the internal analog to TSR
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TSR

Change in 
share price Dividends

External measure

TBR

Change in estimated
equity value

Equity
Free cash flow

Internal measure

Change in equity value is analogous to share price, and
free cash flow is analogous to dividends

Stock market observed of public company
•   Historical only
•   Requires share price

Estimate of public or private company
• Historical or forecast
• Requires estimated value



78

Succeed in uncertain times

Global contacts

Amsterdam
J. F. Kennedylaan 100
3741 EH Baarn
NETHERLANDS
Tel +31 35 548 6800
Fax +31 35 548 6801

Athens
60 Vassilissis Sophias Avenue,
11528 Athens
GREECE
Tel +30 210 727 9213
Fax +30 210 727 9168

Atlanta
600 Peachtree Street. N.E.
37th Floor
Atlanta, GA 30308
USA
Tel +1 404 877 5200
Fax +1 404 877 5201

Auckland
23-29 Albert Street, Level 30
Auckland 1
NEW ZEALAND
Tel +64 9 377 2297
Fax +64 9 3070 958

Bangkok
31st Floor, U Chu Liang
Building
968 Rama IV Road, Silom
Bangkok 10500
THAILAND
Tel +66 2 667 3000
Fax +66 2 655 3123

Barcelona
Avda. Diagonal 640-6°E
08017 Barcelona
SPAIN
Tel +34 93 363 4700
Fax +34 93 363 4710

Beijing
Unit 902, The Exchange Beijing
No. 118 Jian Guo Lu Yi
Chau Yang District
Beijing, 100022
CHINA
Tel +86 10 6567 5755
Fax +86 10 6567 5799

Berlin
Dircksenstraße 41
10179 Berlin
GERMANY
Tel +49 30 28 87 10
Fax +49 30 28 09 83 05

Boston
Exchange Place, 31st Floor
Boston, MA 02109
USA
Tel +1 617 973 1200
Fax +1 617 973 1339

Brussels
Boulevard de L'Imperatrice, 13
1000 Brussels
BELGIUM
Tel +32 2 289 02 02
Fax +32 2 289 03 03

Budapest
Vàci u. 81
1056 Budapest
HUNGARY
Tel +36 1 235 90 00
Fax +36 1 235 90 10

Buenos Aires
Bouchard 647-10°
(C1106ABG) Buenos Aires
ARGENTINA
Tel +54 11 4314 2228
Fax +54 11 4314 2229

Chicago
200 South Wacker Drive
27th Floor
Chicago, Illinois 60606
USA
Tel +1 312 993 3300
Fax +1 312 876 0771

Cologne
Im Mediapark 8
KölnTurm
50670 Cologne
GERMANY
Tel +49 221 5500 50
Fax +49 221 5500 5500

Copenhagen
Amaliegade 15
1256 Copenhagen K
DENMARK
Tel +45 77 32 34 00
Fax +45 77 32 34 99

Dallas
500 N. Akard Street, Suite
2600
Dallas, Texas 75201
USA
Tel +1 214 849 1500
Fax +1 214 849 1501

Duesseldorf
Stadttor 1
40219 Duesseldorf
GERMANY
Tel +49 211 30 11 30
Fax +49 211 13 12 96

Frankfurt
An der Welle 3
60322 Frankfurt am Main
GERMANY
Tel +49 69 9 15 02 0
Fax +49 69 59 64 793

Hamburg
Chilehaus A
Fischertwiete 2
20095 Hamburg
GERMANY
Tel +49 40 30 99 60
Fax +49 40 33 79 45

Helsinki
Eteläesplandi 12, 3rd Floor
00130 Helsinki
FINLAND
Tel +358 9 228 661
Fax +358 9 228 66 911

Hong Kong
34th Floor, Shell Tower
Times Square, Causeway Bay
Hong Kong
CHINA
Tel +852 2506 2111
Fax +852 2506 9084

Istanbul
Suleyman Seba Cad. No. 83
Akaretler, Besiktas 80680
Istanbul
TURKEY
Tel +90 212 310 2600
Fax +90 212 310 2666

Jakarta
Level 22, Mashill Tower
Jl. Jenderal Sudirman Kav. 25
Jakarta 12929
INDONESIA
Tel +62 21 526 7775
Fax +62 21 526 7776

Kuala Lumpur
Level 28, Menara IMC
No. 8 Jalan Sultan Ismail
50250 Kuala Lumpur
MALAYSIA
Tel +60 3 2078 5770
Fax +60 3 2078 5784

Lisbon
Rua das Chagas 7-15
1200-106 Lisbon 
PORTUGAL
Tel +351 21 321 4800
Fax +351 21 321 4801

London
Devonshire House 
Mayfair Place
London W1J 8AJ 
ENGLAND
Tel +44 207 753 5353
Fax +44 207 753 5750

Los Angeles
355 S. Grand Avenue
33rd Floor
Los Angeles, CA 90071 
USA
Tel +1 213 621 2772
Fax +1 213 621 1639

Madrid
Alcala, 95
28009 Madrid 
SPAIN
Tel +34 91 520 61 00
Fax +34 91 520 62 22

Melbourne
101 Collins Street, 
Level 52
Melbourne VIC 3000 
AUSTRALIA
Tel +61 3 9656 2100
Fax +61 3 9656 2111

Mexico City
Tamarindos 400 piso 18 A
Colonia Bosques del 
las Lomas
México, D. F. C. P. 05120 
MEXICO
Tel +52 55 5258 99 99
Fax +52 55 5258 04 44

Milan
Via della Moscova 18
20121 Milan 
ITALY
Tel +39 0 2 65 59 91
Fax +39 0 2 65 59 96 55

BCG



79

Succeed in uncertain times

Monterrey
Vasconcelos 101 Ote - 5°
Col. Residencial San Agustín
Garza García, N. L. C. P. 
66260 
MEXICO 
Tel +52 81 8368 6200
Fax +52 81 8368 0808

Moscow
Usadba Center
Voznesensky pereulok, 22/13
125009 Moscow, 
RUSSIA
Tel +7 095 258 34 34 
Fax +7 095 258 34 33

Mumbai
55/56 Free Press House
215 Free Press Journal Marg ,
Nariman Point
Mumbai 400 021 
INDIA
Tel +91 22 2283 7451
Fax +91 22 2288 2716

Munich
Ludwigstr. 21
80539 Munich 
GERMANY
Tel +49 89 23 17 40
Fax +49 89 2 60 66 98

New Delhi
3rd Floor, DLF Centre, 
Sansad Marg
New Delhi 110 001 
INDIA
Tel +91 11335 8912
Fax +91 11 335 8915

New York
430 Park Avenue, 
18th Floor
New York, NY 10022 
USA
Tel +1 212 446 2800
Fax +1 212 446-2801

Oslo
Karl Johans gate 45
0162 Oslo 
NORWAY
Tel +47 23 10 20 00
Fax +47 23 10 20 99

Paris
4 rue d'Aguesseau
75008 Paris 
FRANCE
Tel +33 1 40 17 10 10
Fax +33 1 40 17 10 15

Prague
Na Prikope 15
110 00 Prague 1 
CZECH REPUBLIC
Tel +420 2 22191444
Fax +420 2 22191330

Rome
Largo Tartini 3/4
00198 Roma 
ITALY
Tel +39 06 85203420
Fax +39 06 85203665

San Francisco
Two Embarcadero Center, 
Suite 2800
San Francisco, CA 94111 
USA
Tel +1 415 732 8000
Fax +1 415 732 8200

Sao Paulo
Av. Brig. Faria Lima, 
3064 - 5th floor
Sao Paulo, SP 01451-000
BRAZIL
Tel +55 11 3046 3533
Fax +55 11 3842 9638

Seoul
Kwangwhamun Building, 
20th floor
64-8, Taepyong-ro 1-ka, 
Choong-ku Seoul 
KOREA
Tel +822 399 2500
Fax +822 399 2525

Shanghai
21/F, Central Plaza
227 Huangpi Bei Lu
Shanghai, 200003 
CHINA
Tel +86 21 6375 8618
Fax +86 21 6375 8628

Singapore
50 Raffles Place #44-02/03
Singapore Land Tower 048623
SINGAPORE
Tel +65 6429 2500
Fax +65 6226 2610

Stockholm
Skeppsbron 38
SE-111 30 Stockholm 
SWEDEN
Tel +46 8 402 44 00
Fax +46 8 402 46 00

Stuttgart
Kronprinzstr. 28
70173 Stuttgart 
GERMANY
Tel +49 711 20 20 70
Fax +49 711 22 12 38

Sydney
Level 61, Governor 
Phillip Tower
1 Farrer Place, 
Sydney NSW 2000 
AUSTRALIA
Tel +61 2 9323 5600
Fax +61 2 9323 5666

Tokyo
The New Otani Garden Court
4-1, Kioi-cho
Chiyoda-ku, Tokyo 102-0094 
JAPAN
Tel +81 3 5211 0300
Fax +81 3 5211 0333

Toronto
BCE Place, 181 Bay Street
Suite 2400, P O Box 783
Toronto, Ontario M5J 2T3 
CANADA
Tel +1 416 955 4200
Fax +1 416 955 4201

Vienna
Am Hof 8
1010 Vienna 
AUSTRIA
Tel +43 1 537 56 80
Fax +43 1 537 56 8110

Warsaw
Sienna Center
Ul. Sienna 73
00-833 Warsaw 
POLAND
Tel +48 22 820 36 00
Fax +48 22 820 36 36

Washington DC
4800 Hampden Lane
Suite 500
Bethesda, MD 20814
USA
Tel +1 301 664 7400
Fax +1 301 664 7401

Zurich
Zollikerstrasse 226
CH - 8008 Zurich 
SWITZERLAND
Tel +41 1 388 86 66
Fax +41 1 388 86 86

BCG



Amsterdam
Athens
Atlanta
Auckland
Bangkok
Barcelona
Beijing
Berlin
Boston
Brussels
Budapest
Buenos Aires
Chicago
Cologne

Copenhagen
Dallas
Düsseldorf
Frankfurt 
Hamburg
Helsinki
Hong Kong
Istanbul
Jakarta
Kuala Lumpur
Lisbon
London
Los Angeles
Madrid

Melbourne
Mexico City
Milan 
Monterrey
Moscow
Mumbai
Munich
New Delhi
New York
Oslo
Paris
Prague
Rome
San Francisco

São Paulo
Seoul
Shanghai
Singapore
Stockholm
Stuttgart
Sydney
Tokyo
Toronto
Vienna
Warsaw
Washington
Zurich

www.bcg.com




