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July 17, 2013 Trustee Call 

“Travels” 

Elliot Schwartz, Vice President and Director of Economic Studies 

 

The past month has been a busy travel period for me.  In fact, I’m on the road now, speaking 

from an undisclosed location away from Washington DC.   As I believe Joe explained in last 

month’s call, I had the privilege in June of representing CED at the annual meeting of 

international counterparts where I presented a shortened version of CED’s Business 

Statesmanship paper.  That presentation was the basis for my contribution to last month’s call, so 

there’s no reason to repeat it now.  I do want to note, however, that the basic message of the 

paper—that business leaders are needed in public conversation to strengthen the bonds of 

business and society—is shared by the global business leaders I met. I suppose it should not be 

surprising that business leaders from Europe, Asia, Australia, and Latin America share similar 

views about a host of issues that confront them, from trade to education to the role of women in 

modern business.  The experience reinforced for me the value of CED’s network of counterpart 

organizations.  And, I want to take the opportunity to encourage Trustees who may be traveling 

to one of the 11 other countries with business leadership organizations that CED is associated 

with to perhaps arrange a visit with the relevant organization’s leadership.  Those network 

contacts may prove valuable to you. 

But that’s not what I want to talk about today.  A couple of weeks ago I participated as a panelist 

in the annual meeting of the Millstein Center for Global Markets and Corporate Ownership at 

Columbia University. CED was an event partner, and several CED Trustees participated in the 

meetings.  Some even sat in on the panel titled “Beyond Shareholder Primacy: Should 

Corporations Be Thinking of More Than Profit Maximization for Their Shareholders?” If you 

were there then and on the call now, I apologize for repeating myself, but I thought it would be 

useful to provide a summary version of my remarks on shareholder primacy and profit 

maximization.   

To set the stage, former SEC commissioner and current Columbia Law School professor Harvey 

Goldschmid moderated the panel, which included William McCracken, Former CEO of CA Inc., 

Lynn Stout, Distinguished Professor at Cornell Law School and widely recognized scholar of the 

anti-shareholder-primacy camp, and Simon Wong, Adjunct Professor at Northwestern University 

School of Law and Executive Partner of Governance for Owners, based in the UK.  Harvey 

Goldschmid began by laying out the case for shareholder primacy.  Lynn Stout presented a 

rejoinder and argued the stakeholder view. 

Here’s what I had to say, after an appropriate disclaimer about my views being not necessarily 

identical with those of all CED Trustees: 

I was recently asked:  If you add the words “long-term” to a sentence that describes how 

corporations should be managed, as in “corporations should be managed to maximize long-term 

shareholder value,” does that resolve the issue of shareholder primacy?  And, my kind of knee-

jerk reaction was that it is a good start, but it doesn’t resolve all of the issues surrounding 

shareholder primacy—which, of course, is the theory that corporations should be run to 

maximize value for shareholders, who are viewed as the “owners’ of the corporation.   
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Certainly I agree that corporations should be managed for the long term.  Short-termism is a 

clear problem in today’s markets. And managing for short-term profit maximization or short-

term share price creates potentially negative consequences.  CED, among others, has researched 

the problems of short-termism and developed recommendations to encourage longer-term 

behavior. 

Shifting to “long-run shareholder value” addresses a lot of issues because it allows one to take a 

more expansive view of what drives shareholder value.  It allows the board and management to 

consider the needs of the various stakeholders, and it allows engagement with the broader society 

and community in which the corporation exists.  But does this go far enough?  The board of 

directors and the management of the corporation are still maximizing shareholder value, even if 

we now can say its long-term shareholder value.   

My recent reading and thinking about this have focused on the question of the purpose of the 

corporation and what it is managers and directors ought to be maximizing.  So, here’s my 

somewhat off-beat formulation.  The purpose of a corporation is not simply to “make a profit.”  

As we recently wrote with regard to business statesmanship, any corporation that describes its 

purpose as “making a profit” is probably in real trouble.  In a strong business model, profit is a 

measurable outcome of success, not the sole purpose of the business.  A company’s value 

proposition must appeal to its customers.  And, the business must develop its talent, satisfy its 

suppliers, and meet a host of additional objectives.  Ultimately, revenues must exceed costs or 

the company will go out of business.  But the goal isn’t necessarily to maximize profits; it is to 

maintain a thriving business. 

So, my formula for corporate managers and directors is to recognize that the purpose of a 

corporation is to “live long and prosper.”  And, if you are pursuing the goal of “living long and 

prospering,” you may do things slightly differently than if you are maximizing (long-term) 

shareholder value.  In this formulation, seeking “shareholder value” becomes a constraint rather 

than an objective.  What do I mean by that?  Well, in order to “live long and prosper” a 

corporation must attract capital, which means it must provide a decent return to shareholders, 

even if that is not its primary goal.  It also must attract workers and customers, and maintain 

good relations with the community and so on.  All of these things become constraints that must 

be satisfied in order to meet the real goal of “living long and prospering.” 

With that in mind, I want to probe a bit into why shareholder primacy has such a strong hold on 

everyone’s thinking.  Of course, the goal I’ve defined as “live long and prosper” is a bit soft and 

squishy.  It is easier to see retrospectively than prospectively.  And, it doesn’t provide a lot of 

clear guidance for managers and directors on one hand, or shareholders, workers, and analysts on 

the other.  It relies heavily on the business judgment of those in charge, and we know from 

experience that some of those judgments are going to turn out poorly.  Many will turn out well, 

but it’s virtually guaranteed that some won’t.  And, it’s a lot easier to tell if business judgments 

are leading in a good or bad direction if we have metrics that indicate whether corporate strategy 

is leading to positive or negative results.  And related to that we have one very clear metric 

which constantly informs us about the market’s collective judgment about whether a corporation 

is doing what it needs to do to “live long and prosper,” and that metric is the share price.   

So now I’ve come full circle.  If I am a corporate manager or director (and I am not) and I want 

to manage the business appropriately, I’m going to have to satisfy those who provide capital, 
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also known as shareholders, that I am making decisions that justify their investment in my 

corporation.  That is, I have to convince both buyers and sellers of my stock, who are constantly 

evaluating whether the company is going to live long and prosper, that I am making good 

decisions.  Of course, at the same time I have to satisfy the labor market, the raw materials 

market, the final goods market, and just about every other constituent of the corporation.  But, as 

far as the stock market goes, I’m pretty much right back where I started when I was maximizing 

long-term shareholder value. 

In one of CED’s corporate governance studies, we cited Harvard Law School Dean Robert Clark, 

who wrote (paraphrasing) that a well-articulated and qualified view of the shareholder primacy 

model—appropriately understood to allow directors discretion to satisfy the needs of other 

corporate constituents as well as shareholders—may produce the same practical results as the 

mediating hierarchs model (essentially Lynn Stout’s stakeholders model).  Clark concluded, and 

CED agreed, that because the mediating model (or stakeholder model) is unfamiliar and may lie 

outside the mainstream legal view of the board, the traditional model, expanded to include non-

shareholder interests, may be superior. 

As a practical matter, Clark is probably right, but I still have some nagging doubts about whether 

the mainstream shareholder primacy view with the words “long-term” in it is essentially the 

same as the stakeholders view, which sees the corporation as an independent entity that 

effectively has no “owner.”   As Lynn Stout puts it, we misconstrue the nature of the corporation 

when we identify managers and directors as agents for shareholder principals.  How we 

conceptualize and talk about the purpose of the corporation, shareholder value, and metrics of 

success matter a lot to how we think about various policy proposals to add or subtract power 

from the corporation’s constituents.  For example, a shareholder primacy view may encourage 

the political and regulatory system to give more power to shareholders to address perceived 

problems such as high executive pay or excessive money in politics, while a stakeholder view 

might put greater emphasis on boards or management to address such issues.   

And that is probably a good place to stop my musings about shareholders and stakeholders.  We 

can pick up this thread during the discussion period if anyone is interested.   


