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The Modern Corporation
Statement on Economics

1. The changing economic conceptualisation of the corporation.

From the early decades of the twentieth century, a dominant characteristic of the modern “capitalist”
corporation, especially in the United States, was the separation of asset ownership in the form of publicly
traded shares from allocative control over the corporation’s resources by salaried managers (Berle

and Means 1932). By the 1950s some depicted managerial-controlled large enterprise as the “soulful”
corporation in which the allocation of resources resulted in enhanced social welfare (Kaysen 1957; Mason
1959). In the 1960s, however, some conservative academics looked to market forces, dubbed the ‘market
for corporate control, to ensure that managers as employees would give primacy to shareholders in

the allocation of corporate resources (Manne 1962). This market for corporate control could enable

hostile takeovers in which shareholders who accumulated large public equity stakes in a company could
discipline managers to allocate resources in ways that “the market” deemed to be efficient. The notion

that market allocation could control managerial organization was then developed theoretically based on
the conceptualisation that the corporation (and indeed any firm) could be conceptualised as a ‘nexus of
contracts’ or a ‘collection of assets’ (Cheung 1983; Grossman and Hart 1986; Jensen and Meckling 1976).
Rather than view the corporation as a social organization with its unique history and competitive capabilities
in which public shareholders had come to play a peripheral role (Chandler 1962 and 1977), neoclassical
economists conceptualised the corporation as a set of voluntary contracts among owners of resources and
as a portfolio of assets with different market-determined rates of returns (Bratton 1989; Ireland 1999).

2. Maximising Shareholder Value (MSV) as the sole objective of corporate governance.

This conceptualisation of the corporation to fit with the dominant neoclassical theory of the market
economy had two core implications. First, it made market-based financial metrics central to corporate
strategy and to relations within the corporation (Daily et al. 2003; Davis 2009; Ireland 2009; Lazonick 1992).
Second, shareholders could be portrayed as the only risk-bearers since they were the only participants in
the corporation who did not get a guaranteed market-determined return for their productive contributions
(Blair, 1995). On the assumption that risk results in superior overall economic performance, the central
problem became how to align the interests of managers as agents with those of shareholders as principals.
The ‘stick’ was the hostile takeover exercised through the market for corporate control (Jensen 1986).

But these economists also argued that the ‘carrot’ of stock-based pay could induce executives to allocate
corporate resources to maximize shareholder value (Jensen and Murphy 1990). By the 1990s the triumph of
MSV as an ideology of corporate governance was virtually complete, with senior executive pay tied to stock-
price performance, legitimized by MSV ideology (Davis 2009; Lazonick and O’Sullivan 2000).

3. Short-termism prevails and investments in productive capability diminish.

A view of corporate governance focused on immediate market metrics and MSV reduces the overall time
horizon of strategic decision making (Hellman 2005; Useem 1999; Stout 2012), encourages an increased
emphasis on cost management and financial engineering (Krippner 2005; Froud et al. 2002), and invites
increasing asset churn (mergers, acquisitions, buyouts and demergers) (Davis, 2009). MSV legitimates
the replacement of a ‘retain and reinvest’ allocation regime that invests in productive capabilities with a
‘downsize and distribute’ regime that downsizes the labour force and distributes the resultant free’ cash
flow to shareholders (Lazonick and O’Sullivan 2000). MSV thus diverts the use of corporate cash flows
away from productive investment and supports a decline in innovativeness (Dobbin and Jung 2010).

4. Redistribution of income to public shareholders and corporate executives.

In the United States, under MSV, for the 251 companies in the S&P 500 Index in January 2013 that were
publicly listed back to 1981, the buyback payout ratio - that is, repurchases as a proportion of net income
- was less than 5% in 1981-1983 but 39% in 2010-2012, with a three-year peak of 70% in 2006-2008. From
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the 1980s to the 1990s to the 2000s, the dividend payout ratio declined from 50% to 44% to 41%, while the
buyback payout ratio rose from 22% to 35% to 50% (Lazonick 2014b). The top executives who made those
allocation decisions were the prime beneficiaries through their stock options and stock awards; in 2012 the
remuneration of the 500 highest paid executives averaged $30.3 million of which 82% came from stock-
based pay.

5. Increased within-country income inequalities...

Soaring executive pay has been the main driver of concentration of income among the top 01% of
households in the United States (Piketty 2014). Beyond the direct redistribution of income in favour of
shareholders and corporate executives, a wider macroeconomic consequence of the way in which company
profits are divided is a steep increase in income inequalities between labour and capital within economies.
From the early 1980s, productivity growth has been outstripping real wage growth, leading to a strongly
declining factor share of labour in national income in almost all Western countries over the past thirty years
(Davis, 2009; Dobbin and Zorn 2005; Froud et al. 2002; Froud and Williams 2007; Ireland 2005; Ireland 2009;
Lazonick and O’Sullivan 2000; Lazonick 2014b; Stout 2012).

6. ...through a race to the bottom in employment conditions and taxation powers.

This trend towards growing structural income inequalities is closely related to shareholder primacy.

MSYV leads to a decline in stable, well-paid employment opportunities (Widmer 2011; Thompson 2013).

Of particular importance has been the end of the employment norm of a career with one company that
prevailed at most corporations throughout the 1980s (Lazonick 2013). In addition, corporate governance
models based on MSV legitimize the use of international tax structures through tax havens as a strategic
imperative, shaping global value chains (Froud et al 2002; Milberg 2008). This pursuit of MSV erodes the tax
bases of the jurisdictions that provide for high-quality physical and technological infrastructure, education,
health and welfare and educated workers that corporations rely on for their continued operations (Ireland
2005 and 2009; Martin 2010; Stout 2012; OECD 2013). The strategic imperatives of MSV at the firm level
thus impact directly on the political and economic framework in which firms, states and trade blocs operate.

7. Marginalisation of investments by other stakeholders in the economy.

MSV runs on the assumption that shareholders are the only participants in the economy who bear risk, that
is, they are the only investors without a guaranteed return (Blair 1995). However, taxpayers, workers and
governments make risky investments in productive capabilities on a regular basis to create value-creating
capabilities that enable the business enterprise to generate competitive products. These stakeholders,
therefore, hold a legitimate economic claim to profits, if and when they occur. But MSV ignores these risky
investments by stakeholders, while according primacy to public shareholders who typically merely buy and
sell outstanding shares (Aglietta and Rebérioux 2005; Lazonick 2014a).

8. Economic instability rather than economic efficiency.

There is no doubt that MSV has triumphed as a theory of resource allocation in favour of specific interest
groups. It has contributed to a concentration of income at the top. Far from promoting economic efficiency,
MSV is a core factor in growing macroeconomic imbalances, instability and the erosion of innovative
capability (Lapavitsas 2013; Stockhammer 2004 and 2012). It is destructive of the long-term relations with
constituencies upon which corporations ultimately rely and does not even benefit the mass of public
shareholders over the long run as the massive distributions to shareholders and the explosion of executive
pay have undermined the innovative capability of the corporate economy (Lazonick 2013 and 2014b).

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern 2/8
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

The Modern Corporation. Statement on Economics

mmm References

Aglietta, M. & Rebérioux, A. 2005, Corporate governance adrift: a critique of shareholder value, Edward Elgar
Publishing, Cheltenham, UK.

Berle, A.A. & Means, G.C. 2007[1932], The modern corporation and private property, Rev. edn, Transaction,
New Brunswick, N.J ; London.

Blair, M. 1995, Ownership and Control: Rethinking Corporate Governance for the Twenty-first Century,
Brookings, Washington, D.C..

Bratton Jr, W.W. 1989, “The New Economic Theory of the Firm: Critical Perspectives from History”, Stanford
Law Review, vol. 41, no. 6, pp. 1471-1527.

Chandler, A.D. 1962, Strategy and structure: chapters in the history of the industrial enterprise, Harvard
University Press, Cambridge, MA.

Chandler, A.D. 1977, The visible hand: The managerial revolution in American business, Harvard University
Press, Cambridge, USA.

Cheung, S.N. 1983, “The contractual nature of the firm”, Journal of Law and Economics, vol. 26, no. 1, pp. 1-21.

Daily, C.M,, Dalton, D.R. & Cannella, A.A. 2003, “Corporate governance: decades of dialogue and data”,
Academy of Management Review, vol. 28, no. 3, pp. 371-382.

Davis, G.F. 2009, Managed by the Markets: How Finance Re-Shaped America, Oxford University Press,
Oxford.

Dobbin, F. & Jung, J. 2010, “The misapplication of Mr. Michael Jensen: How agency theory brought down the
economy and why it might again”, Research in the Sociology of Organizations, vol. 30, pp. 29-64.

Dobbin, F. & Zorn, D. 2005, “Corporate malfeasance and the myth of shareholder value”, Political power and
social theory, vol. 17, pp. 179-198.

Froud, ., Johal, S. & Williams, K. 2002, “Financialisation and the coupon pool”, Capital & Class, vol. 26, no. 3,
pp. 119-151.

Froud, J. & Williams, K. 2007, “Private equity and the culture of value extraction”, New Political Economy, vol.
12, no. 3, pp. 405-420.

Grossman, S.J. & Hart, O.D. 1986, “The costs and benefits of ownership: A theory of vertical and lateral
integration”, The Journal of Political Economy, vol. 94, no. 2, pp. 691-719.

Hellman, N. 2005, “Can we expect institutional investors to improve corporate governance?”, Scandinavian
Journal of Management, vol. 21, no. 3, pp. 293-327.

Ireland, P. 2009, “Financialization and corporate governance”, Northern Ireland Legal Quarterly, vol. 60, no. 1,
pp. 1-34.

Ireland, P. 2005, “Shareholder Primacy and the Distribution of Wealth”, The Modern Law Review, vol. 68, no.
1, pp. 49-81.

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern 3/8
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

The Modern Corporation. Statement on Economics

Ireland, P. 1999, “Company Law and the Myth of Shareholder Ownership”, The Modern Law Review, vol. 62,
no. 1, pp. 32-57.

Jensen, M.C. & Meckling, W.H. 1976, “Theory of the firm: Managerial behavior, agency costs and ownership
structure”, Journal of Financial Economics, vol. 3, no. 4, pp. 305-360.

Jensen, M.C. 1986, “Agency costs of free cash flow, corporate finance, and takeovers”, The American
Economic Review, vol. 76, no. 2, pp. 323-329.

Jensen, M.C. & Murphy, K.J. 1990, “Performance pay and top-management incentives”, Journal of political
economy, vol. 98, no. 2, pp. 225-264.

Kaysen, C. 1957, “The Social Significance of the Modern Corporation”, The American Economic Review,
vol. 47, no. 2, Papers and Proceedings of the Sixty-eighth Annual Meeting of the American Economic
Association, pp. pp. 311-319.

Krippner, G.R. 2005, “The financialization of the American economy”, Socio-Economic Review, vol. 3, no. 2,
pp. 173-208.

Lazonick, W. & O’Sullivan, M. 2000, “Maximizing shareholder value: a new ideology for corporate
governance”, Economy and Society, vol. 29, no. 1, pp. 13-35.

Lazonick, W. 20143, “Innovative enterprise and shareholder value”, Law and Financial Markets Review, vol. 8,
no. 1, pp. 52-64.

Lazonick, W. 2014b, “Profits Without Prosperity: Stock Buybacks Manipulate the Market and Leave Most
Americans Worse Off”, Harvard Business Review, September: pp. 47-55.

Lazonick, W. 2013, “The Financialization of the US Corporation: What has been Lost, and How it can be
Regained”, Seattle University Law Review, vol. 36, pp. 857-910.

Lazonick, W. 1992, “Controlling the market for corporate control: the historical significance of managerial
capitalism”, Industrial and Corporate Change, vol. 1, no. 3, pp. 445-488.

Manne, H.G. 1962, “The” Higher Criticism” of the Modern Corporation”, Columbia law review, vol. 62, pp. 399-
432.

Martin, R. 2010, “The age of customer capitalism”, Harvard business review, vol. 88, no. 1, pp. 58-65.

Mason, E.S. (ed) 1959, The Corporation in Modern Society, Harvard University Press, Cambridge,
Massachusetts.

Milberg, W. 2008, “Shifting sources and uses of profits: Sustaining US financialization with global value
chains”, Economy and Society, vol. 37, no. 3, pp. 420-451.

OECD 2013, Action Plan on Base Erosion and Profit Shifting, Organisation for Economic Co-operation and
Development.

Piketty, T. 2014, Capital in the Twenty-first Century, Harvard University Press, Harvard.

Stockhammer, E. 2004, “Financialisation and the slowdown of accumulation”, Cambridge Journal of
Economics, vol. 28, no. 5, pp. 719-741.

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern 4/8
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

The Modern Corporation. Statement on Economics

Stockhammer, E. 2012, “Financialization, income distribution and the crisis”, Investigaciéon Econdmica, vol. 71,
no. 279, pp. 39-70.

Stout, L.A. 2012, The shareholder value myth: How putting shareholders first harms investors, corporations,
and the public, Berrett-Koehler Publishers, San Francisco.

Thompson, P. 2013, “Financialization and the workplace: extending and applying the disconnected capitalism
thesis”, Work, Employment & Society, vol. 27, no. 3, pp. 472-488.

Useem, M. 1999, Investor capitalism: How money managers are changing the face of corporate America,
Basic Books, New York.

Widmer, F. 2011, “Institutional investors, corporate elites and the building of a market for corporate control”,
Socio-Economic Review, vol. 9, no. 4, pp. 671-697.

= Signatories

William Lazonick, Professor, University of Massachusetts

Stephanie Blankenburg, Senior Lecturer in Economics, SOAS

Julie Froud, Professor of Financial Innovation, University of Manchester

Mary O’Sullivan, Professor of Economics, University of Geneva

Catherine Sauviat, Senior Researcher, Institut de Recherches Economiques et Sociales

Antoine Rebérioux, Professor of Economics, University of French West Indies, Research fellow at the CREDDI /
LEAD and at EconomiX (U. Paris West)

Ha-Joon Chang, Reader in the Political Economy of Development, University of Cambridge
Mariana Mazzucato, RM Phillips Professor in the Economics of Innovation, SPRU, University of Sussex

Grahame Thompson, Visiting Professor, Copenhagen Business School and Emeritus Professor, Political
Economy, Open University

Professor Steve Keen, Head of Economics, Politics & History, Kingston University

Paolo Quattrone, Professor of Accounting, Governance and Social Innovation, University of Edinburgh
Christopher May, Professor of Political Economy, Lancaster University

Neil Lancastle, Senior Lecturer, De Montfort University

Barbara Czarniawska, Professor, University of Gothenburg

David Knights, Professor, Lancaster University

Laura Horn, Associate Professor, Roskilde University

llan Talmud, Associate Professor, University of Haifa

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern 5/8
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

The Modern Corporation. Statement on Economics

Oleg Komlik, Lecturer, Ben-Gurion University

Henning Schwardt, Post-Doctoral Fellow, University of Bremen,

Keith Robson, Professor, HEC Paris

Tony Hines, Professor, Faculty of Business & Law, Manchester Metropolitan University
Robert E. Wright, Nef Family Chair of Political Economy, Augustana College SD

Muir Houston, Lecturer, University of Glasgow

Mehmet Ali Dikerdem, Associate Professor, Middlesex University

Maureen Boland, Sessional Lecturer, Curtin University

Marie-Laure Djelic, Professor, ESSEC Business School

Brendan K.O Rourke, Research Fellow, College of Business, Dublin Institute of Technology

Nitasha Kaul, Visiting Fellow, University of Westminster

John Holmwood, Professor of Sociology, Visiting Member, Institute for Advanced Study, Princeton and

Campaign for the Public University

Timothy Kuhn, Associate Professor, University of Colorado Boulder

Patrick Ainley, Professor of Training and Education, University of Greenwich
Dawa Sherpa, Research Scholar, Jawaharlal Nehru University, New Delhi

Philip Welch, Professor of Mathematics, University of Bristol

Keith Reader, Professor Emeritus, University of London Institute

Jan Culik, Senior Lecturer, University of Glasgow

Kevin McSorley, Senior Lecturer in Sociology, University of Portsmouth

Nadia Edmond, Principal Lecturer, University of Brighton

Steve Fleetwood, Professor, University of the West of England

Andrew M. Fischer, Associate Professor, Institute of Social Studies, The Hague
Guillaume Delalieux, Associate Professor in Management , Sciences Po, Lille
Helena Desivilya Syna, Associate Professor, The Max Stern Yezreel Valley College
Dennis Leech, Emeritus Professor of Economics, University of Warwick
Michael Loughlin, Professor of Applied Philosophy, MMU Cheshire

Mark Addis, Professor of Philosophy, Birmingham City University

Willy Maley, Professor, University of Glasgow

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

The Modern Corporation. Statement on Economics

David Wield, Professor of Innovation and Development, Open University

Roger Brown, Emeritus Professor of Higher Education Policy, Liverpool Hope University
Machiko Nissanke, Professor of Economics, SOAS, University of London

Stuart Farquhar, Senior Lecturer in Finance & Economics, University of Wolverhampton
David ). Cooper, Professor of Accounting, University of Alberta

Chris Carter, Professor of Strategy and Organization, University of Edinburgh

Meera Sabaratnam, Lecturer in International Relations, SOAS

Maria Aluchna, Professor, Warsaw School of Economics

Roger Gill, Visiting Professor, Durham University Business School

Alice Bryer, Assistant Professor of Accounting, IE Business School

Peter Beusch, Assistant Professor, Gothenburg University

Nabil Harfoush, Assistant Professor, OCAD University, Toronto

Hein Vrolijk, Lecturer, University of Groningen

Bill Cooke, Professor of Strategic Management, University of York

Michael Pirson, Associate Professor, Fordham University

David Jacobs, Associate Professor of Labor and Sustainability, Morgan State University, Baltimore, USA
Alessia Contu, Professor of Management, University of Massachusetts

Nihel Chabrak, Associate Professor, UAEU

Paddy Ireland, Professor of Law, University of Bristol

Julie Matthaei, Professor of Economics, Wellesley College

Vincenzo Bavoso, Lecturer in Commercial Law, The University of Manchester

Tanweer Ali, Lecturer, Empire State College, State University of New York

Lorenzo Massa, Assistant Professor (WU), Scientist (EPFL)

David Gindis, Senior Lecturer in Economics, University of Hertfordshire

Michael Smith, Head of Business Programmes, Initiatives of Change UK

Jean-Pierre Chanteau, Associate Professor in Economics, Université Grenoble Alpes
Robert F Coles, Honorary Visiting Fellow in Management & Leadership, University of Leicester

Marcello Palazzi, Co-founder B Lab Europe, Executive Fellow Enterprise Acceleration at Rotterdam School of
Management, Erasmus University

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern 7/8
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

The Modern Corporation. Statement on Economics

Roger L. Martin, Rotman School of Management, University of Toronto

Hugh Willmott, Professor of Management, Cass Business School, City University London and Research
Professor in Organization Studies, Cardiff Business School

Jeroen Veldman, Senior Research Fellow, Cass Business School, City University London

This statement has been coordinated together with other disciplinary statement by Dr. Jeroen Veldman, Modern 8/8
Corporation Project, which is hosted by Cass Business School, City University, London to support the Purpose
of the Corporation Project: purposeofcorporation.org. It may be endorsed at: themoderncorporation.org



http://www.purposeofcorporation.org/en
https://themoderncorporation.wordpress.com

