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There was only enough money for a house or a salvage yard, 
not both. So this founder’s wife and kids agreed to move into 
the little trailer on the junkyard. 

His wife didn’t enjoy listening to the mice at night. The kids were a bit embarrassed when the school bus stopped 

to pick them up. But they had a business and a dream, and that dream eventually became a multi-national 

industrial firm. Through a mix of ingenuity, opportunistic buying, and a few other traits we plan to cover in this 

paper, this founder and his son-in-law have grown their firm to a valuation in the tens of billions. Together they 

own over 10% of the now publicly traded company. They are as passionate as ever, continuing to invest in their 

company’s growth and improvement with a focus on the next decade-plus. 

These business leaders are an example of what we call “owner-operators,” executives who have large personal 

ownership stakes in the companies they lead. For more than 20 years, we’ve enjoyed investing alongside 

owner-operators in our MidCap and Blue Chip strategies. The rest of this paper will explain why, using company 

examples and third-party research that supports this preference.
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A common thread running through each of these examples is that owner-operators prioritize long-term outcomes. One reason 
for their longer perspective: They are likely to be around for those outcomes. According to one study, CEOs who own more than 
1% of outstanding stock have an average tenure of 13.9 years. The average for all other CEOs is just 5.7 years.1

Part 1: Owner-operators are better CEOs 
When you’ve known a business since it was a single junkyard (or was housed in your garage or barn) or since it was just a fledgling 
upstart with a few employees, that business means something to you. For many business owners, the relationship is different, no 
matter how large the business becomes. It’s not another stepping-stone on a career path. It’s your passion, the living result of your 
life’s work and creativity. Your family’s wealth is tied up in the business, which makes your concern for its long-term well-being even 
more acute. That’s the mindset of an owner-operator. On the next two pages we’ll describe some of the ways in which that mindset 
leads to better business outcomes. We’ll break this section into the two primary roles every CEO performs: running the business and 
allocating the capital.

Owner-operators are better at day-to-day operational management

Frontline autonomy > 
bureaucracy

Owner-operators prefer decentralized 
structures that give power to people 
on the frontlines. They avoid all 
unnecessary bureaucracy with its 
layers of middle management that 
breed political infighting and stifle 
the company’s entrepreneurial spirit. 
Owner-operators focus on getting the 
incentives right rather than attempting 
to control every minor operating 
decision. An aerospace manufacturer 
follows its founder’s advice: treat 
people like owners and they’ll behave 
like owners. 

Work horses >  
show horses  

Owner-operators know the only 
thing that matters is results. Polished 
pitchbooks and corporate spin might 
temporarily fool outsiders, but they 
don’t produce cash flow. Owner-
operators want cultures that reward 
results instead of flash. An industrial 
gases firm uses the metaphor of work 
horses being better than show horses. 
Many owner-operators don’t mind a 
lower profile. They believe the results 
ultimately speak for themselves.

Resilience >  
reaching

Owner-operators have been through 
both good times and bad. With their 
wealth tied up in the business, they 
won’t risk its long-term health to  
reach for slightly more upside during 
good markets. One founder-led bank 
we’ve owned has lending policies 
to this effect, including claw back 
provisions that incentivize bankers 
to make only quality loans. This may 
slightly restrain the firm’s growth 
during boom times, but they’ve been in 
a position to lean in opportunistically 
when markets turn.

Frugality >  
corporate perks 

For an owner-operator, a portion of 
every dollar spent comes from their own 
wallet. They often knew the business 
when there wasn’t a dollar to spare. 
They understand the easiest earnings 
are dollars saved on things that don’t 
matter, and they can set the tone from 
the top. The founder of a global data 
provider started the company in his barn 
and continues to stay focused on limiting 
unnecessary expenses, including his own 
travel costs. He stays away from city 
centers in budget hotels, typically below 
$200 per night. 

Customer problems >  
company agenda

Owner-operators know that “customer 
obsession” is more than a buzzword. 
Solving a customer problem is often 
why they started the business. A 
software company we’ve owned has 
successfully innovated for its customers 
since the firm was founded four 
decades ago. The company dismisses 
commonplace surveys and instead 
sits with their customers to learn how 
they use the product. Their CEO often 
describes their culture as  being in love 
with customer problems, not their own 
solutions. That’s hard to replicate.

Long-term value >  
quarterly earnings

Owner-operators have little interest in 
the Wall Street sideshow of providing 
guidance and then trying to “beat” 
quarterly earnings estimates. They 
focus on the controllable inputs to 
long-term value, not massaging the 
reported output in one quarter. The 
founder of one long-time holding often 
makes the point that most quarterly 
numbers are the result of work that 
happened years ago. This mindset is 
common among owner-operators.
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Owner-operators are better at allocating capital

Just as important as day-to-day management, and probably even more important for shareholder returns, is the perspective owner-
operators bring to capital allocation. In this role, CEOs are their company’s chief investor. Simply put, what do they do with the profits? 

No matter the type of business or how large it gets, there are five options for allocating free cash: 1) Pay dividends, 2) Repurchase 
shares, 3) M&A, 4) Internal investment, and 5) Pay off debt. These decisions are critically important. Businesses that start with 
similar operating metrics can produce very different returns over time due to different capital allocation choices. And yet most CEOs 
approach these decisions with limited experience and perverse incentives. Owner-operators have big advantages. They have more 
experience: They’re in their position thanks to previous success in allocating capital. And they have an unclouded motivation that 
aligns with other long-term owners, sustainably growing the per-share value of the company. 

Effective capital allocation is not simple. None of the five options are always right or wrong. The correct choices depend on 
the company and the context, and like most investment decisions they ultimately rely on sound judgment. Many CEOs’ lack 
of experience and mixed motivations lead them to do two things: 1) Seek advice from Wall Street and 2) Follow the herd. But 
herd behavior is often irrational, and Wall Street’s “help” just compounds the incentive problem.

Buy low? The herd does the opposite.

Most buybacks happen near all-time highs. This is the 
opposite of value investing.

Bigger company = bigger paycheck

Many acquisitions destroy value. It doesn’t help that CEOs 
are incented to build empires.   

Owner-operators are also more rational when allocating their time. Many CEOs believe they have a third major role to play: 
chief promoter of the company’s stock. Some CEOs estimate they spend more than 20% of their time on investor relations. 
Owner-operators more commonly spend little or zero time on investor relations, believing results will ultimately speak for 
themselves. The company we highlighted in the introduction is a good example. They write thoughtful annual letters, but that 
is the extent to which the leaders of the firm spend time on investor relations. They have more important things to do.

Owner-operators have more experience and unclouded motivations 

Buy when shares are on sale.

Owner-operators approach buybacks rationally. If the shares 
are not heavily discounted, capital can be put to better use. 
A CEO of a telecommunications company we’ve owned was 
once peppered with questions from sell-side analysts on 
why they didn’t buy back shares during a quarter. He said 
they weren’t that cheap. The analysts seemed confused. We 
quietly applauded.

Be greedy when others are fearful.

A public alternative asset manager that we admire has a 
long track record of making attractive investments during 
times of crisis. They know the best deals are available when 
most capital has fled. They hang a picture in their offices of a 
single sheep moving against a herd headed for a cliff.  
They (and many other owner-operators) want to follow  
that example.

Total compensation rises with revenueQuarterly buybacks ($M)
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Part 2: Studies show owner-operators produce better  
investment returns 

We believe owner-operators are better CEOs. But does this matter for investors? Do the benefits from owner-operators lead to 
better long-term investment returns, or is this information fully “priced”? In other words, do owner-operators receive a valuation 
premium that would, in effect, limit future outsized investment returns? 

This was the question posed by academics Ulf Von Lilienfeld-Toal and Stefan Ruenzi, whose examination of the relationship between 
CEO ownership and stock market performance was eventually published in The Journal of Finance. In their study, the authors 
designed a portfolio that was long high-ownership firms and short low-ownership firms. The study spanned decades from the 1980s 
to 2010s and was controlled for other variables. The study only used public information, even controlling for “bounce” effects that 
might result after the announcement of insider buying. They found significant outperformance from high-ownership firms, with 
their portfolio delivering “abnormal” returns of more than 4% annualized.3 

The authors were not surprised that high-ownership firms are better managed. Principal-agent problems are well-known, with 
plenty of supportive academic literature. The authors note some of these benefits in their paper, such as high-ownership firms being 
“more cost efficient” and “engaging less in empire building.” What surprised the authors is that markets do not fully account for this. 
Academics do not easily concede that markets are less than perfectly efficient, but in their summary the authors acknowledge that 
the “market is not fully efficient in understanding incentive effects.”3

BCG on Family Businesses

Researchers from the Boston 
Consulting Group compared 149 
large publicly traded family-controlled 
businesses with a similar group of non-
family businesses. Average long-term 
financial performance was higher for 
family businesses, with more resilience 
during recessions. The researchers 
attributed this resilience to several 
traits, including: leaner cost structures, 
a higher bar for capital expenditures, 
fewer acquisitions, and less debt.6

UBS on the Billionaire Effect

UBS has researched the performance 
of publicly traded billionaire-controlled 
firms. Over the 15 years ending 
in 2018, the performance of the 
billionaire portfolio nearly doubled the 
relevant market comparison (17.8% 
versus 9.1% annualized). UBS points 
to these firms’ long-term strategy, 
smart risk-taking, and business focus. A 
highlighted firm noted, “Our CEO is not 
motivated by salary nor bonus. Instead 
he has full alignment.”7

Credit Suisse’s Family 1000

Credit Suisse’s database of more than 
1,000 listed firms with significant 
family ownership has shown excess 
returns in every region and sector 
from 2006 through their most recent 
report in 2018. Their research suggests 
family-owned firms have a longer-term 
investment focus that allows them 
to “move away from the quarter-to-
quarter earnings calendar and instead 
focus on through-cycle growth, 
margins, and returns.”8

The Founder’s Mentality

Two Bain consultants, Chris Zook and James 
Allen, found such great outperformance from 
founder-led companies that they wrote a 
book about it. The authors credited founders’ 
front-line obsession and owner’s mindset.4 

The Outsiders

Will Thorndike profiled eight CEOs with some 
of the best multi-decade track records in history. 
Thorndike found two patterns: decentralized 
operations, and unconventional (but rational) 
capital allocation. We’d add a third common                       
trait: They were all owner-operators.5    

4  |  The Owner-Operator Advantage

Indexed total shareholder return

5,000

4,000

3,000

2,000

1,000

Source: Bain & Company  ©HBR.org

1990 1995 2000 2005 2010 2014

Founder-led  
companies

Other 
companies

Average (8 outsider companies)

Peer group average

S&P 500

Jack Welch at GE

700

600

500

400

300

200

100

0
  5 10 15 20 25

Years

Average (8 outsider companies)
Peer group average
S&P 500
Jack Welch at GE

Value of $1

  Source: The Outsiders

For institutional, professional, qualified and/or wholesale investor use only in permitted jurisdictions as defined by local laws and regulations.  



The Owner-Operator Advantage  |  5

Part 3:  Our approach

Owner-operators tend to be 
founders or family members, 
but not always. Occasionally 
they are executives who 
invest their personal wealth 
in the business they manage. 
One simple calculation we 
find useful is the “aligned 
ratio.” This takes the CEO’s 
vested ownership and divides 
that amount by their average 
annual cash compensation 
(salary plus bonus).

The aim of the calculation is straightforward. We want to 
understand the CEO’s personal incentives. Do they think about 
the business as a part-owner or as a highly-paid employee?  
Many CEO’s have single-digit aligned ratios. Owner-operators 
have much larger aligned ratios, with ownership that is 
commonly over 100 or even 1,000 times larger than their 
compensation. There isn’t a magic number, but we use 30 
as a rough estimate of the threshold where a CEO is clearly 
incented to think like an owner.

Owner-operator management is central to our process, but 
we do not blindly invest in companies simply because the 
CEO has a large aligned ratio. As long-term investors, we 
also understand the importance of durable competitive 
advantages, often called “moats,” and ensuring our 
investments trade at sensible valuations that provide a margin 
of safety. Even outstanding management teams can struggle 
to turn around a declining business, and even great businesses 
can make for lousy investments if the valuation is out of line.

We also understand that what we’re truly looking for in 
management teams is not just personal ownership. We are 
looking for certain traits—love for the business, focus on  
long-term outcomes, rational thinking about capital 
allocation—that are highly correlated with personal ownership. 

But occasionally there are management teams without 
significant ownership that still have many of the beneficial 
characteristics. And there are cases (rare in our experience) 
where management has personal ownership but lacks the 
positive attributes that usually coincide. In every case, we look 
beyond the ownership number to assess the record of how the 
company has been managed.

We categorize the companies we hold into three buckets. 
The first bucket consists mostly of founder-run businesses 
and tends to account for more than half of our portfolios. The 
second bucket includes companies that are not founder-run 
but clearly demonstrate positive owner-operator traits and 
usually have aligned ratios well above 30. These companies 
tend to make up another 25% to 35% of the weight in 
our portfolios. The last bucket, usually 10% to 20% of our 
portfolios, includes companies that are not led by owner-
operators but are still managed well and possess competitive 
advantages and attractive valuations.

Why “skin in the game” may mean “out of the index”

Indexes are often described as a way to “own the market.” Companies are 
weighted by their respective market capitalizations, so large companies receive 
bigger position sizes. The result is a portfolio that reflects the broad economy. 
With one main exception that is not well known. 

Starting in 2005, most market indexes, such as the S&P 500, became “float-
adjusted.” If a portion of a company’s shares is not readily available for trading (not 
part of the market “float”) then those shares are adjusted out of the calculation 
that determines index weighting.

The inadvertent result: Companies led by owner- operators who have “skin in the 
game” receive less weight in the index. This solves the potential liquidity problem 
index providers are worried about. But it also means index investors own less of a 
group of companies they may want to own more of. 

Weight based  
on market cap

Float  
adjustment

Actual index 
weight

Bucket 1 Bucket 2 Bucket 3

Owner-operator 
founder or co-founder; 
meaningful stake; very 

high aligned ratio

Owner-operator culture; 
think and act like an 
owner; typically high 

aligned ratio

Cash-paid CEO;
lower aligned ratio

Buckets 1 and 2 typically make up 75%+ of our portfolios
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Owner-operators have 
large aligned ratios
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$1 million

CEO annual 
compensation

CEO invested 
amount

The owner-operator analysis is based upon the subjective review of a 
combination of proprietary research and publicly available information. This 
analysis is for information purposes only and demonstrates one of the many 
steps in the research process related to this strategy. The final decision on which 
bucket a company is ultimately allocated to is subjective and based solely upon 
the views of the research team. Such allocations may change over time and are 
not a component of the individual guidelines of the strategy. 
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Conclusion

For long-term investors, management matters. That may seem like an obvious statement, but the importance of management 
remains underappreciated by most investors. To see the proof of this, look through a company research report by one of the 
“sell-side” suppliers of investment research. You’ll find loads of information, often running to more than 50 pages. But you’ll 
be hard pressed to learn anything relevant about the management team. There’s usually just a page or two of biographies 
somewhere in the back.

The quality of management should be much more prominent when considering investment decisions. We believe the best 
management teams are nearly always owner-operators. The owner’s perspective makes them better at running the business 
for the long-term, and it allows them to think clearly when making capital allocation decisions. Even better, this isn’t just a 
logical idea. There’s evidence that this leads to better long-term investment results. We hope you’ll consider the advantages of 
owner-operators in your future investment decisions. 
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Risk Considerations

Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. Equity markets 
are subject to many factors, including economic conditions, government regulations, market sentiment, local and international 
political events, and environmental and technological issues that may impact return and volatility. There is a risk that an 
investment will decline in value. 

Important Information
Unless otherwise noted, the information presented has been derived from sources believed to be accurate as of July 2021; however, we 
do not independently verify or guarantee its accuracy or validity. Any reference to a specific investment or security does not constitute 
a recommendation to buy, sell, or hold such investment or security, nor an indication that the investment manager or its affiliates has 
recommended a specific security for any client account. Subject to any contrary provisions of applicable law, the investment manager 
and its affiliates, and their officers, directors, employees, agents, disclaim any express or implied warranty of reliability or accuracy and any 
responsibility arising in any way (including by reason of negligence) for errors or omissions in the information or data provided.  
This information represents the current views and opinions as of July 2021 of Aligned Investors, a specialized investment group of Principal 
Global Investors. Principal Global Investors leads global asset management at Principal®.  
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and 
should not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or 
prediction of future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change 
without prior notice and may not come to pass. 
This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use 
would be contrary to local law or regulation.
This document is intended for use in:
•  The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission. 
•  Europe by Principal Global Investors (EU) Limited, Sobo Works, Windmill Lane, Dublin D02 K156, Ireland. Principal Global Investors (EU) 

Limited is regulated by the Central Bank of Ireland. 
•  United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 

03819986, which is authorised and regulated by the Financial Conduct Authority (“FCA”). In Europe, this document is directed exclusively at 
Professional Clients and Eligible Counterparties and should not be relied upon by Retail Clients (all as defined by the MiFID). The contents 
of the document have been approved by the relevant entity. Clients that do not directly contract with Principal Global Investors (Europe) 
Limited (“PGIE”) or Principal Global Investors (EU) Limited (“PGI EU”) will not benefit from the protections offered by the rules and 
regulations of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients 
do contract with PGIE or PGI EU, PGIE or PGI EU may delegate management authority to affiliates that are not authorised and regulated 
within Europe and in any such case, the client may not benefit from all protections offered by the rules and regulations of the Financial 
Conduct Authority, or the Central Bank of Ireland. 

•  Singapore by Principal Global Investors (Singapore) Limited (ACRAReg. No.199603735H), which is regulated by the Monetary Authority of 
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act (Chapter 289). This document has 
not been reviewed by the Monetary Authority of Singapore.

•  Hong Kong SAR (China) by Principal Global Investors (Hong Kong) Limited which is regulated by the Securities and Futures Commission and 
is directed exclusively at professional investors as defined by the Securities and Futures Ordinance. 

•  Switzerland by Principal Global Investors (Switzerland) GmbH. 
•  United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the 

Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed 
on or otherwise distributed by the recipient to any other person or organisation. 

•  Other APAC Countries, this material is issued for institutional investors only (or professional/sophisticated/qualified investors, as such term 
may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any person or 
entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

©2021 Principal Financial Services, Inc. Principal, Principal and symbol design and Principal Financial Group are registered trademarks and 
service marks of Principal Financial Services, Inc., a Principal Financial Group company.  
MM8142C-01 | 07/2021 | 1729308-082023

For institutional, professional, qualified and/or wholesale investor use only in permitted jurisdictions as defined by local laws and regulations.  




