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Abstract This paper examines the shareholder primacy

norm (SPN) as a widely acknowledged impediment to

corporate social responsibility and explores the role of

business schools in promoting the SPN but also potentially

as an avenue for change by addressing misconceptions

about shareholder primacy and the purpose of business. We

start by explaining the SPN and then review its status under

US and UK laws and show that it is not a likely legal

requirement, at least under the guise of shareholder value

maximization. This is in contrast to the common assertion

that managers are legally constrained from addressing CSR

issues if doing so is inconsistent with the economic inter-

ests of shareholders. Nonetheless, while the SPN might be

muted as a legal norm, we show that it is certainly evident

as a social norm among managers and in business

schools—reflective, in part, of the sole voting rights of

shareholders on corporate boards and of the dominance of

shareholder theory—and justifiably so in the view of many

managers and business academics. We argue that this view

is misguided, not least when associated with claims of a

purported legally enforceable requirement to maximize

shareholder value. We propose two ways by which the

influence of the SPN among managers might be attenuated:

extending fiduciary duties of executives to non-shareholder

stakeholders and changes in business school teaching such

that it covers a plurality of conceptions of the purpose of

the corporation.

Keywords Corporate social responsibility � Shareholder

primacy � Shareholder value maximization � Business

schools � Corporate law � Fiduciary duties � Benefit

corporations

The shareholder primacy norm (SPN) is the part of a

manager’s legal fiduciary duty that requires managers and

company directors to make decisions on behalf of the

corporation that further the interests of shareholders. It has

been treated as a major obstacle to corporate social

responsibility (CSR) because it is said to hinder managers

from considering the interests of other corporate stake-

holders besides shareholders (Boatright 1994; Campbell

2007; Dodd 1932, Evan and Freeman 2003; Hinkley 2002;

Phillips et al. 2003; Stout 2012; Testy 2002). More

recently, in light of the 2008 global financial crisis, the

legitimacy of managerial focus on shareholder wealth

maximization has also been questioned from quarters not

usually associated with the advocacy of CSR (e.g.,

Financial Times 2009) as well as activists forming part of

the Occupy Wall Street movement.1

While there are many definitions of CSR, the EU has

advanced a widely disseminated definition of CSR as ‘‘a

concept whereby companies integrate social and environ-

mental concerns in their business operations and in their

interaction with stakeholders on a voluntary basis. It is

about enterprises deciding to go beyond the minimum legal

requirements and obligations stemming from collective

agreements in order to address societal needs’’ (COM/

N. C. Smith (&) � D. Rönnegard

INSEAD, Boulevard de Constance, 77305 Fontainebleau Cedex,

France

e-mail: craig.smith@insead.edu

D. Rönnegard

e-mail: david.ronnegard@insead.edu

1 ‘‘Occupy Wall Street is a diffuse group of activists who say they
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top/reference/timestopics/organizations/o/occupy_wall_street/index.

html and http://occupywallst.org/about/ (accessed 29 April 2013).
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2006/0136/final). It is clear from this base definition that

CSR can be at odds with the SPN, at least if managers act

to meet obligations to non-shareholder stakeholders

(beyond legal requirements and collective agreements) and

in doing so are acting contrary to shareholders’ interests.

Accordingly, the legitimacy of the SPN is at the core of

what has been called the ‘‘basic debate’’ in business ethics:

whether corporations should be managed for the primary

benefit of shareholders or for a wider constituency of

stakeholders (Agle and Mitchell 2008; Smith 2003).

The SPN most typically finds expression in Share-

holder Value Maximization (SVM). If one starts from the

assumption that the interests of shareholders lie in maxi-

mizing their return on investment, then this results in a

prescription to managers to maximize shareholder value.

This does not necessarily preclude CSR, but it does make

it conditional on SVM. Accordingly, van Marrewijk

(2003, p. 102) offers five distinct and specific interpreta-

tions of CSR, of which his ‘‘profit driven’’ interpretation

is clearly the most compatible with the SVM: ‘‘the inte-

gration of social, ethical and ecological aspects into

business operations and decision-making provided it

contributes to the financial bottom line.’’ In contrast, his

‘‘caring’’ interpretation of CSR ‘‘consists of balancing

economic, social, and ecological concerns, which are all

three important in themselves.’’ Similarly, Garriga and

Mele (2004, p. 53) identify four categories of CSR the-

ories (instrumental, political, integrative, and ethical), of

which instrumental includes those theories under which

SVM ‘‘is the supreme criterion to evaluate specific cor-

porate social activity.’’

The SPN does not necessarily preclude attention to CSR

that would not be maximizing shareholder value. If the

interests of shareholders are primary, then their interests

will decide what goal the corporation should pursue,

whether it is SVM or something else. In this vein, Ver-

maelen (2011) has observed that absent a ‘‘business case’’

for CSR, a company should make it clear in advance to

investors that its objective is not simply to make money but

also to do good and thereby attract the right investor cli-

entele. He has proposed ‘‘CSR equity carve-outs’’ (e.g.,

Exxon forming an alternative energy subsidiary that can

attract investors interested in alternative energy for non-

economic as well as economic reasons). Unilever, under

CEO Paul Polman, has taken a different approach in

adopting its Sustainable Living Plan, by doing away with

earnings guidance and quarterly reporting and telling hedge

funds they are not welcome as investors (Ignatius 2012).

However, the idea is similar insofar as it suggests that

investors be put on notice that the firm is taking a long-term

view on value creation.

Clearly, the legitimacy of the SPN has an important

bearing on the goal of the corporation and whether it

should be a vehicle for the pursuit of shareholder interests

(Friedman 2001; Jensen 2002) or for managing stakeholder

interests (Freeman et al. 2007; Freeman et al. 2010). Walsh

(2004, p. 349) has highlighted the critical importance of

this question: ‘‘Since the rise of the first corporations 2,000

years ago, we have been trying to develop a theory of the

firm that explains and guides firm behavior… This is

arguably the most important theoretical and practical issue

confronting us today.’’ Events leading up to the 2008

financial crisis lend yet more weight to this claim.

The large-scale destruction of shareholder value accom-

panying the financial crisis casts doubt on the extent to which

managers in practice give shareholders primary consider-

ation, at least in financial institutions. Former US Federal

Reserve Chairman Alan Greenspan (2009) has recognized

that the risk management of these institutions rested on the

premise that the enlightened self-interest of their managers

and owners would ensure their long-run health and this

premise clearly proved false. Some commentators blamed

the crisis on SVM specifically, with Jack Welch, the former

General Electric’s CEO, calling it the ‘‘dumbest idea in the

world’’ (Financial Times 2009). Skapinker (2009), noting

that people like simple stories, observed: ‘‘A common jus-

tification for the shareholder value movement was that it

provided managers with a clear view of what their purpose

was. Suggesting that they serve other stakeholders too…was

held to be too vague and confusing.’’ While multiple

explanations have been offered for the crisis, the legitimacy

of shareholder primacy certainly has come into question, as

has the teaching of business schools (e.g., Floyd et al. 2013;

Holland 2009; Economist 2012; Podolny 2009; Smith and

Van Wassenhove 2010), as well as the system of regulation

and the incentives and constraints governing the pursuit of

shareholder interests.

Long before the crisis, business ethics as an academic

field was disapproving of the shareholder primacy of the

so-called Shareholder Theory of Milton Friedman, who

asserted that the social responsibility of business is ‘‘to use

its resources and engage in activities designed to increase

its profits so long as it stays within the rules of the game’’

(2001, p. 55). Instead, Stakeholder Theory (Freeman 1984;

Freeman et al. 2010; Phillips 2003), the dominant theory in

business ethics, if not a paradigm for CSR (McWilliams

and Siegel 2001), views the primary purpose of the cor-

poration as being a vehicle to manage stakeholder interests,

with profit as one consideration among others. Shareholder

theory and stakeholder theory are not necessarily incom-

patible (Freeman et al. 2010). However, if SPN is a dom-

inant norm among managers, this has implications for the

shape that stakeholder theory can take, as well as for CSR.

Descriptively, if shareholder primacy expressed as SVM

(i.e., consistent with Friedman’s shareholder theory) is the

dominant model of practice, then it is little surprise that
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CSR advocates are disappointed with corporate social

performance and charge companies with ‘‘greenwashing’’

(e.g., New Scientist 2010; Polaris Institute 2007). To a large

extent, we know already that this model of shareholder

primacy as SVM often predominates. Indeed, it seems that

the view that the purpose of the firm is something other

than maximizing shareholder value has yet to gain wide-

spread acceptance within the academy, let alone within

business (Jones 2010; Stout 2012).

In answer to the normative question, if the SPN expres-

sed as SVM is the better, more legitimate model, this has

profound implications for CSR. This need not be under-

stood as a death blow to CSR, but it does mean that CSR

should be seen primarily from a strategic perspective rather

than a moral perspective, and that CSR activities should be

justified through ‘‘business case’’ reasoning (e.g., Porter and

Kramer 2006, 2011). Caring, synergistic and holistic

interpretations of CSR (van Marrewijk 2003) would have

little practical import in most business contexts. Neverthe-

less, it is not the aim of this paper to answer whether SVM

or its proposed alternatives are normatively preferable.

The aim of this paper is to examine the descriptive

grounds for adherence to the SPN, with specific attention to

its efficacy as a legal and social norm for management and

the basis by which it can serve as an impediment to CSR.

Thus, we start by exploring the descriptive grounds for the

SPN, and based on this descriptive understanding—and

given the extensive criticism of the SPN—we move on to

explore potential avenues for attenuating the SPN.

We maintain that the SPN is mute as a legal norm while

operative as a social norm, in part because shareholders are

afforded sole voting rights for the board of directors. A

number of corporate governance suggestions are consid-

ered for addressing the primacy of shareholders and we

suggest that extending managerial fiduciary duties beyond

shareholders is the most promising of these avenues. We

also investigate the role of business schools not only in

promoting the SPN but also potentially as an avenue for

change by addressing misconceptions about shareholder

primacy and the purpose of business. We argue that busi-

ness school advocacy of the SPN is misguided, at least

where it relies on claims of a purported legally enforceable

requirement to maximize shareholder value. We propose

instead that business schools teach a plurality of theories

regarding the purpose of corporations, portraying the

spectrum of theories available, including Shareholder

Theory, Stakeholder Theory, and social contract theory.

Explication of the SPN

We first consider the SPN as a legal norm in the common

law systems of the United States and the United Kingdom.

We maintain that the SPN is not legally enforceable due to

the business judgment rule as well as legal enactments that

specifically allow managers to consider the interests of a

wider group of stakeholders. Second, we consider whether

the SPN is effective as a social norm among mangers. We

maintain that even though normative pressures are

mounting on managers from non-shareholder constituen-

cies, the SPN is still relied upon by managers because it is

reinforced by the structure of corporate law (i.e., the sole

voting rights of shareholders) as well as systems of

remuneration that tie managerial incentives to shareholder

interests. We conclude that although the SPN has its origins

in corporate law, the SPN today is not a legally enforceable

norm, but it is still very much alive as a social norm among

managers. Moreover, while managers are no longer likely

to be legally prevented from engaging in CSR that might be

inconsistent with shareholder interests, the incentive

structures that guide corporate behavior are still geared

toward shareholder primacy.

The SPN as a Legal Norm

Corporate laws in the U.S. and the U.K., comprising both

common law and statutory law, is structured to ensure that

corporations work in the interests of shareholders. How-

ever, this primacy of shareholders has not been formally

identified in statutory law (Fisch 2006). Thus, the SPN is a

development of common law, and debate about its efficacy

is as a norm stemming from judicial decisions. Common

law provides the clearest articulation of shareholder pri-

macy in the court cases specifying that managers and

directors owe fiduciary duties to shareholders and must

make decisions that are in their best interests (Smith 1998).

The most famous articulation of the norm comes from the

1919 case of Dodge v. Ford Motor Co., wherein Chief

Justice Ostrander said:

A business corporation is organized and carried on

primarily for the profit of the stockholders. The

powers of the directors are to be employed for that

end. The discretion of directors is to be exercised in

the choice of means to attain that end, and does not

extend to a change in the end itself, to the reduction

of profits, or to the non-distribution of profits among

shareholders in order to devote them to other

purposes.

This fiduciary duty in part consists of a duty of loyalty

and a duty of care to shareholders (Clark 1985). ‘‘Loyalty’’

implies not only that managers should promote the interest

of shareholders but also that they should not put themselves

in a position where their interests might conflict with those

of the shareholders. An example would be if a director
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stood to benefit directly from a corporate contract. ‘‘Care’’

implies that managers are expected to make decisions that

ordinary, prudent individuals in a similar position would

make under similar circumstances for the benefit of

shareholders (Clark 1985; Paine 2006). The primacy of

shareholders is manifest in that they are, in the normal

course of business, the sole corporate constituency to be

granted fiduciary protection by the courts (Fisch 2006).

Dodge v. Ford is often cited by advocates of shareholder

primacy. However, Cornell law professor Lynn Stout

(2012) suggests that it is widely misunderstood. First, it is

not a case about a public corporation: ‘‘It was a case about

the duty a controlling majority shareholder (Henry Ford)

owed to the minority shareholders (Horace and John

Dodge) in what was functionally a closely held company—

a different legal animal altogether’’ (Stout 2012, p. 26).

Second, Justice Ostrander’s remark was just that; as Stout

(2012, p. 26) observes: ‘‘This remark… was what lawyers

call ‘‘mere dicta’’—a tangential observation that the

Michigan Supreme Court made in passing, that was

unnecessary to reach the court’s chosen outcome or

‘‘holding.’’ It is holdings that matter in law and create

binding precedent for future cases.’’

The judicial development of the SPN has a long history,

dating back well before it became operative in the courts in

the 1830s (Smith 1998). Much current interest in the SPN

stems from the flourishing advocacy of CSR, with pro-

gressive legal scholars, as well as business ethicists and

corporate directors, viewing the SPN as a major impedi-

ment to managers including the interests of stakeholders

other than shareholders in their decision making (Testy

2002). For much of the nineteenth century, this analysis

was probably correct. However, with the subsequent

development of the business judgment rule in common law

and more recent statutory developments, managers today

have significant discretion in addressing non-shareholder

interests (Marens and Wicks 1999; Stout 2012). Thus,

Smith (1998, p. 280) concludes that ‘‘application of the

shareholder primacy norm to publicly traded corporations

is muted by the business judgment rule.’’

Stout (2012, p. 30) suggests that the 1986 case, Revlon,

Inc. v. MacAndrews & Forbes Holdings, is the only sig-

nificant modern case ‘‘where a Delaware court has held an

unconflicted Board of Directors liable for failing to maxi-

mize shareholder value.’’ But she adds that this case ruling,

while often cited by advocates of shareholder wealth

maximization along with Dodge v. Ford, is also misun-

derstood, and is the exception that proves the rule. Rev-

lon’s Board planned to take Revlon private; thus ‘‘it is only

when a public corporation is about to stop being a public

corporation that directors lose the protection of the busi-

ness judgment rule and must embrace shareholder wealth

as their only goal’’ (Stout 2012, p. 31). In contrast, Stout

cites the 2011 case of Air Products, Inc. v. Airgas, Inc.,

wherein the Delaware court ruled in favor of the Airgas

board of directors, which had refused a takeover offer from

Air Products at $70 a share when Airgas was trading at

$40–50 a share. As a memorandum from law firm Skadden

(2011, p. 3) explains, the judge ‘‘was ‘‘constrained’’ to

follow Delaware Supreme Court precedent, holding clearly

that a law-trained Court must not substitute its business

judgment for that of the board.’’

The business judgment rule is the presumption that

directors have not breached their fiduciary duty of care—so

called because it relieves the court of any duty to make

evaluations of the business judgment of a director. For

example, if a board of directors decides to donate a million

dollars of corporate resources to the Japanese Earthquake

Relief Fund of the Red Cross, shareholders might try to sue

the directors personally for using corporate funds in a

manner that does not further shareholder interests. But the

business judgment rule relieves the court from considering

whether or not the donation is a good business decision

(and it might be, if favorable publicity were to result):

evaluating the quality of business decisions is difficult and

this is not the primary competence of the courts. In effect,

the rule makes the fiduciary duty of care unenforceable

because courts will not consider the quality of business

decisions which would otherwise be the primary evidence

for lack of care (Cohn 1983).

Shareholders rarely succeed in derivative suits against

directors on claims of a breach of care. It is generally only

the duty of loyalty that courts will consider, when deriva-

tive suits are brought against directors. However, evaluat-

ing whether directors acted in bad faith is also difficult to

determine because most business decisions seen as unfa-

vorable to shareholders can be rationalized to seem rea-

sonable at the time they were made. Thus, courts primarily

consider whether any self-dealing has occurred when

evaluating breaches of loyalty. Heracleous and Lan (2010,

p. 24) comment:

… when directors go against shareholder wishes—

even when a loss in value is documented—courts side

with directors the vast majority of the time. Share-

holders seem to get this. They’ve tried to unseat

directors through lawsuits just 24 times in large

corporations over the past 20 years; they’ve suc-

ceeded only eight times. In short, directors are to a

great extent autonomous.

Fiduciary duties developed in common law have been

explicitly defined by the incorporation statutes of most

states in the U.S. For example, the Model Business Cor-

poration Act (2002) prepared by the American Bar Asso-

ciation and adopted by 24 states (but not Delaware) says

(section 8.42 Standards of Conduct for Officers): ‘‘An
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officer, when performing in such capacity, shall act: (1) in

good faith; (2) with the care that a person in a like position

would reasonably exercise under similar circumstances;

and (3) in a manner the officer reasonably believes to be in

the best interests of the corporation.’’

Thus, item 1 states the duty of loyalty, item 2 states the

duty of care, and item 3 can be interpreted as referring to

something akin to the SPN. Whether or not ‘‘the best

interests of the corporation’’ includes non-shareholder

interests is not entirely clear. Millon (1991, p. 228) writes

that ‘‘corporate law has avoided such puzzles by, for the

most part, equating the duty to the corporation with a duty

to act in the best interest of its shareholders.’’ But this does

not per se exclude directors from considering the interests

of non-shareholders. In Delaware, where 56 % of US

corporations are registered (Eisenberg 2000) and which is

generally considered to have the most shareholder friendly

statutes, there is no explicit statutory requirement that

managers should only consider the interests of shareholders

in their decision making.

Moreover, most states have adopted ‘‘non-shareholder

constituency statutes’’ that explicitly allow managers to

consider the interests of non-shareholder constituencies

when making decisions (McDonnell 2004; Orts 1992).

Pennsylvania was the first to adopt such a statute in 1983,

with states such as New York and Nevada having followed

suit (Delaware, however, has not). These statutes do not

require managers to consider the interests of non-share-

holders, but they make explicit that managers are not

prohibited from doing so. As Orts (1992, p. 133) con-

cludes: ‘‘Some argue that the statutes do not go far

enough—employees and other interests should be granted

‘‘codetermination’’ status with their own representatives on

the board or standing to enforce independent claims against

the corporation. Others respond that the statutes go too far,

conferring to corporate management unaccountable power,

removed from such necessary constraints as hostile take-

overs. In any event, constituency statutes once again move

the debate surrounding corporate governance beyond the

interests of shareholders alone.’’

The American Law Institute’s (1994, p. 55) Principles of

Corporate Governance also provides considerable latitude

for managers to act beyond the apparent dictates of the SPN.

Section 2.01 states: ‘‘Even if corporate profit and share-

holder gain are not thereby enhanced, the corporation, in the

conduct of its business: (1) Is obliged, to the same extent as

a natural person, to act within the boundaries set by law; (2)

May take into account ethical considerations that are rea-

sonably regarded as appropriate to the responsible conduct

of business; and, (3) May devote a reasonable amount of

resources to public welfare, humanitarian, educational and

philanthropic purposes.’’ This consensus document has

been regularly cited and relied upon by US courts.

The U.K. has also seen the introduction of statutes that

explicitly allow managers to consider the interests of

multiple stakeholders. The 1985 Companies Act stated that

directors must take into account the interests of employees

when performing their functions for the company and that

this is to be regarded as a fiduciary duty owed to the

company. Under the 2006 Companies Act, directors are

further required to take into account the interests of other

stakeholders such as suppliers, customers, the community,

and the environment. However, as in the U.S., the act does

not give non-shareholder stakeholders the right to chal-

lenge decisions of directors in court if they feel their

interests have not been taken into account. While this

suggests directors still only have fiduciary duties to

shareholders, they are now also at liberty to take into

consideration the interests of a wider constituency of

stakeholders.

Thus, potential common law restrictions on managerial

discretion for considering non-shareholder interests have

largely disappeared; the SPN is muted by the business

judgment rule and recent statutory provisions in most US

states and the U.K. explicitly allow managers to consider

non-shareholder constituencies in their decision making.

Stout (2012, p. 31) observes as follows:

The business judgment rule thus allows directors in

public corporations that plan to stay public to enjoy a

remarkably wide range of autonomy in deciding what

to do with the corporation’s earnings and assets. As

long as they do not take those assets for themselves,

they can give them to charity; spend them on raises

and health care for employees; refuse to pay divi-

dends so as to build up a cash cushion that benefits

creditors; and pursue low-profit projects that benefit

the community, society, or the environment. They

can do all these things even if the result is to

decrease—not increase—shareholder value.

We may then justifiably question the claim that man-

agers are legally bound to disregard non-shareholder

interests that conflict with those of shareholders. As Stout

concludes: ‘‘SVM is a managerial choice, not a managerial

obligation.’’ Progressive legal scholars and others are cor-

rect in pointing out the importance of the SPN, but not as a

legal norm. There are good reasons to think that managers

follow the SPN, not because they are legally bound to do

so, but because the SPN is a social norm in the business

community.

The SPN as a Social Norm

Anderson (2000, p. 170) defines a social norm as ‘‘a

standard of behavior shared by a social group, commonly
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understood by its members as authoritative or obligatory

for them.’’ Cialdini and Trost (1998, p. 152) specify that

social norms ‘‘guide and/or constrain social behavior

without the force of laws.’’ We maintain that managers as a

social group, both within and between corporations, are

generally guided by a social norm of shareholder primacy.

Business schools teach as part of the ‘‘Theory of the

Firm’’ that profit maximization is the purpose of the cor-

poration in society and that it is the duty of managers to

pursue this end on behalf of shareholders as their agents

(Gentile 2004; Ghoshal 2005). West (2011) affirms that

this is not only true of business schools but also law

schools, and that many of these institutions have no

required courses that explore alternative purposes of busi-

ness. West (2011, p. 18) observes that ‘‘some law and

business professors mistakenly are training future lawyers

and corporate leaders that corporations have no authority to

do good or benefit society other than its shareholders.’’ Of

course, these social norms can have profound effects:

‘‘what is taught in classes and how students internalize

information have consequences for society, government,

and business’’ (West 2011, p. 18).

Smith and Van Wassenhove (2010) write as follows: ‘‘In

most business schools, SVM is the leitmotif of finance

teaching and implicit throughout the rest of the curricu-

lum.’’ Consequently, when their students get jobs in the

corporate world they are working to an implicit assumption

of shareholder primacy—an assumption often reinforced,

at least for more senior executives, by compensation

packages tied to the share price.2 Dobson (1999, p. 69)

suggests they ‘‘will have had drummed into them that the

ultimate objective of all activity within the firm is the

maximization of shareholder wealth.’’ Diminished moral

responsibility accompanies this, according to Ghoshal

(2005). Various commentators (e.g., Gardiner 2009; Hol-

land 2009) have suggested that a disproportionate focus on

SVM by business schools was a contributory factor in the

2008 financial crisis.

There are signs of change. Four out of five executives

surveyed by the consulting firm McKinsey (2006, p. 1)

thought that ‘‘generating high returns for investors should

be accompanied by broader contributions to the public

good.’’ However, almost 90 % of respondents said they

were motivated to champion social or environmental cau-

ses by profitability or improving public relations. Although

many executives think that they should consider the

interests of non-shareholder stakeholders, this appears to

mostly hold true when they do not conflict with shareholder

interests and in particular when both go hand in hand.

While the SPN is prevalent among managers, there may

be other, potentially countervailing norms. For example,

championing CSR and environmental friendliness may be

emerging as a social norm among managers in many cor-

porations. Nonetheless, some surveys suggest that the US

managers believe the law requires them to maximize

shareholder wealth and hinders them from pursuing inter-

ests that conflict with shareholder interests (Gentile 2004;

Rose 2007). Managers may believe they are following a

legal norm, but it would seem that they are following a

social norm which they believe is legal because of its

pervasiveness in business.3 Nevertheless, we maintain that

the social norm of shareholder primacy is reinforced by the

structure of corporate law which is geared toward share-

holder primacy: shareholders exert control over the cor-

poration primarily through their legal right to elect and

dismiss directors.

The fiduciary duties imposed on managers in common

law are due to early judicial depictions of their relation-

ship with shareholders as one of trust (e.g., Berle 1931,

1932). Managers were considered trustees for the share-

holders who were the owners of the corporation. How-

ever, the corporation was legally separated from its

shareholders in the mid-nineteenth century and considered

to own itself, whereas shareholders were considered to

own shares as a separate form of property (Pickering

1968). Despite the legal separation of the corporation

from its shareholders in terms of ownership, important

features of the structure of corporate law that came with

the earlier depiction remained, both in terms of fiduciary

duties and more importantly in terms of voting rights of

shareholders.

Because shares generally confer voting rights to share-

holders, which gives them the power to elect and dismiss

the board of directors, there is a real sense in which the

directors of the corporation act as agents representing the

interests of the shareholders; quite simply, if they do not

they may be dismissed (Kraakman et al. 2004). Share-

holders may not have the type of direct control necessary

for a legal characterization of a principal–agent relation-

ship, but they do have sufficient indirect control for that

2 This was further reinforced in 1993 by a congressional change to

the US tax code that capped the tax deductibility of top management

compensation not qualified as ‘‘performance based’’ (primarily

interpreted as profitability). The purpose was to limit executive

compensation perceived as being ‘‘excessive,’’ although research

suggests that the law has had little effect on executive compensation

in practice (Rose and Wolfram 2002).

3 That managers believe that the SPN is legally enforceable might be

interpreted as something more than a social norm. Although legal

action against corporate management for breaching the SPN is

unlikely to be successful, the threat of such action might act as a

reinforcement of the SPN. This does not make the SPN a legal norm

as such a managerial belief is based on a misinterpretation of the law.

However, this misinterpretation reinforces the SPN as a social norm

because managers believe that they are legally required to follow the

SPN.
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characterization to be made more generally.4 For example,

the academic literature on agency costs typically describes

managers as agents of the shareholders (Clark 1985).

Although the threat of dismissal/non-reelection to the

board is real, it should be acknowledged that it rarely

happens in practice in large public corporations (Benz and

Frey 2007). However, there are usually other incentive

structures in place that aim to align shareholder interests

with those of top management; for example, the issuing of

shares or stock options and payment of bonuses tied to

corporate financial performance. Voting rights matter even

in this context because it is common practice for share-

holders to approve top management’s remuneration by

voting. The legal power of shareholders to vote for the

board of directors and their remuneration helps in perpet-

uating the SPN as a social norm, not as a principle of law

likely to be upheld in court.

The preceding analysis of the SPN as a social norm

suggests that, in practice, managers work in the primary

pursuit of shareholder interests because: (a) they believe it

is their legal duty, if not a moral duty (Vermaelen 2009);

(b) they fear being dismissed by the board if they do not;

and, (c) they are often incentivized by remuneration that is

tied to shareholder interests. With this norm and the

associated set of beliefs and incentives in place, it is not

surprising that managers also believe that they should not

engage in CSR that might be inconsistent with shareholder

interests. Having established this, we turn to exploring

several measures that might change the dominance of the

SPN as a social norm. First, there is the possibility for

change in the sole voting rights of shareholders, a sub-

stantive change in corporate governance that would also

influence beliefs about shareholder primacy. Second, by

tackling belief systems more directly, we explore further

the role of business schools in promoting SVM and how

changes in business school teaching could portray several

alternative views of the purpose of the corporation. Finally,

we explore the likely effectiveness of these suggestions.

Extending Voting Rights to Non-shareholder

Stakeholders

Given our argument about the structure of corporate law

underpinning managerial beliefs about shareholder primacy

as a legal norm and reinforcing its status as a social norm, it

is appropriate to consider first whether there might be

changes in corporate governance such that non-shareholder

stakeholders have a greater say if not voting rights at board

level. In fact, numerous authors over the years have sug-

gested consideration be given to non-shareholder stake-

holders in corporate governance, particularly by the board

of directors. However, the problem proves to be somewhat

intractable.

The suggestions come in a variety of forms and with

various justifications. Galai and Wiener (2008) suggest that

management ‘‘allocation’’ of board seats to a broader group

of stakeholders, primarily employees, can reduce agency

costs for corporations. Chilosi and Damiani (2007) suggest

that stakeholder representatives on the board may be cho-

sen by employees or appointed by trade unions or gov-

ernment authorities. Bonnafous-Boucher (2005) presents a

‘‘proprietorialist’’ view where stakeholders are encouraged

to buy shares and obtain voting rights as shareholders.5

And Evan and Freeman (2003) suggest on normative

grounds that stakeholders be given voting membership on

the board, and furthermore, that stakeholders should

demand voting membership on pragmatic grounds in order

to have their interests properly represented (Freeman and

Evan 1990). Common to all these conceptions of stake-

holder consideration is that none of them articulates how

non-shareholder stakeholders (beyond employees) are to be

identified, or how such stakeholders are to vote for their

board representatives when such a view is advocated.6

The reason why no one has suggested how to appro-

priately operationalize stakeholder voting rights for board

representation is that there are significant practical diffi-

culties to be overcome. These difficulties come primarily in

4 Long ago, Berle and Means (1932) argued that shareholders of

public corporations with dispersed shareholdings had lost their de

facto control to corporate managers because of diluted voting power.

More recent times have seen a return of more concentrated voting

power of shareholders based primarily on three developments: (1)

Since the days of Berle and Means, the composition of ownership on

the stock market has shifted from a majority ownership by individual

shareholders to a majority ownership of institutional shareholders

(Davis 2008; Blume and Keim 2012), which has led to more effective

voting power when a greater concentration of a corporation’s shares

are held by an institution. (2) The rise of Institutional Shareholder

Services (ISS), which is a proxy advisory firm for institutional

investors advising how they should vote with their shares as well as

often voting on their behalf. ISS dominates the market for such

services, and its rise has led to a greater concentration of shareholder

voting power. (3) In 2010, the Securities and Exchange Commission

(SEC) introduced a ‘‘proxy access’’ rule designed to make it easier for

shareholders to get their own nominees onto corporate boards

(although a Federal Appeals Court has since blocked the rule, the

SEC has yet to revive it).

5 This suggestion does not so much solve the problem as avoid it. For

example, it implies that employees, who have a stake in the

corporation qua employees, should become shareholders so that they

can have their interests as employees considered qua shareholders.

Also, there is no reason why employees’ ability to obtain stock stands

in any proportion to their stake qua employees.
6 German corporate law provides employees with board representa-

tion for corporations above a certain size (number of employees). This

is made possible because employees are easily identifiable individ-

uals, while other stakeholder groups with more transactional

relationships with the corporations do not lend themselves to such

easy and relevant identification.
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two forms. First, how do we identify who the relevant

stakeholders are? Are we concerned with relevant stake-

holder organizations, groups, or individuals? Are suppliers

and customers relevant stakeholders if they make a single

transaction or should they have a working relationship over

time in order to have a relevant stake? Also, who is meant

to represent ‘‘society’’ as a stakeholder? Second, how do

stakeholders vote for their representatives on the board?

Does each member of a stakeholder organization get to

vote on board decisions or does only the organization as a

whole get a vote? Is the size of the stakeholder organization

important? Should all stakeholders’ votes receive equal

weight or do some groups have priority interests? Thus, in

abstract, the idea of stakeholder representation on corporate

boards is appealing; in practice, it is difficult to realize.

Beyond the representation of employees (as we see in

German corporate governance), it may be that stakeholder

consideration at board level must rely on a broader con-

ception of the role of the board.

Extending voting rights for the board beyond share-

holders (and employees) is mired with so many diffi-

culties as to seem unfeasible in practice. Several authors

(e.g., Schrenk 2006) have suggested that the legal fidu-

ciary duty of board members should be extended beyond

shareholders to encompass a wider constituency of

stakeholders (recognizing that boards already have obli-

gations to employees). This seems like the most feasible

augmentation to corporate governance for weakening the

SPN (as a social norm) as it does not extend voting

rights but only fiduciary duties to non-shareholder

stakeholders. However, extending board fiduciary duties

beyond shareholders only makes sense if non-shareholder

stakeholders also obtain a legal right to challenge board

decisions in court, like shareholders can. For example,

the UK Companies Act 2006, requires directors to con-

sider the interests of a wider group of stakeholders but

does not provide stakeholders with a legal remedy by

which to challenge board decisions.

Another avenue has been pursued by B Lab, an Amer-

ican non-profit organization that has created a certification

standard for the so-called B-Corporations. As we discuss

further below, a business that wishes to be a B-Corporation

is required to include stakeholder considerations in its

incorporation statutes. By augmenting the incorporation

statues in this way it provides shareholders with the ability

to seek legal redress if executives have not properly taken

stakeholder interests into account. This allows shareholders

to seek legal redress for the interests of stakeholders, but

does not enable such rights for stakeholders themselves.

Charging directors with a duty without corresponding

legal stakeholder rights calls into question whether stake-

holders would have their interests represented in practice.

Extending stakeholders’ rights to legal remedy suffers from

the same problem of identifying relevant stakeholder

groups beyond shareholders. There is, however, an

important difference. Decisions about how and to whom

board voting rights should be extended needs to be done

prior to such a scheme being implemented, while decisions

regarding relevant beneficiaries of fiduciary duties can be

delegated to the courts to decide on a case by case basis.

Courts in the common law system need not tackle the

insurmountable problem of deciding who all stakeholders

are with relevant stakes for all corporations, but can instead

address each specific concern for each stakeholder, for each

company, as they arise in court cases. In this manner, who

are the relevant stakeholders and what their relevant con-

cerns are will be settled as substantial case law is built up

over time.

Thus, some expansions in stakeholder influence on

boards and in courts are certainly conceivable, but it is far

from a ready or easy solution to the problem of shareholder

primacy. That said, this is a direction for further research.

Benefit Corporations

Clark and Babson (2012, p. 838) observe: ‘‘It is against

the paradigm of shareholder primacy that benefit corpo-

ration statutes have been drafted.’’7 Their article elabo-

rates on this rationale and provides an account of the

distinctive features of benefit corporations and how they

are intended to operate in practice. There are three major

provisions in benefit corporation legislation that are con-

sistent from state to state and represent distinctive fea-

tures of benefit corporations (Clark and Babson 2012,

pp. 838–839):

A benefit corporation: (1) has the corporate purpose

to create a material, positive impact on society and

the environment; (2) expands fiduciary duty to

require consideration of nonfinancial interests; and

(3) reports on its overall social and environmental

performance as assessed against a comprehensive,

credible, independent, and transparent third-party

standard.

They stress that benefit corporations are intended to

make profits for shareholders, ‘‘but the way in which that

profit is to be made is through the conduct of business in a

socially and environmentally responsible way’’ (Clark and

Babson 2012, p. 819). There are several benefits to being a

benefit corporation beyond this explicit and validated

commitment to a social and environmental purpose,

including making the business more attractive to various

7 Clark has drafted all of the benefit corporation legislations enacted

or introduced, at least till the publication of this article.
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stakeholders, especially customers and potential investors,

by distinguishing the business as truly committed to social

responsibility when many other companies might be sus-

pected of greenwashing.

Benefit corporation legislation does not extend voting

rights to non-shareholder stakeholders. It does, however,

require that these stakeholders are considered by the cor-

poration and this is a designated fiduciary duty of its

directors.8 This is distinct from constituency statutes. As

Clark and Babson (2012) observe, with constituency stat-

utes, consideration of stakeholders is permissive, while

with benefit corporation legislation, it is mandatory. They

claim that this is an important difference because even if

directors wish to give attention to non-shareholder stake-

holders, there is uncertainty with constituency statutes as to

the extent to which they might do this in many contexts, as

well as a potential risk of litigation.

Moreover, this attention to the concerns of non-share-

holder stakeholders must also be reported on and relative to

an independent, third-party standard.9 Clark and Babson

(2012, p. 843) write that ‘‘in many ways the third party

standard is the heart of benefit corporation legislation.’’

This is because it is the basis for the benefit corporation’s

accountability relative to the social and environmental

objectives it has established for itself. Non-shareholder

stakeholders may not have voting rights and they may not

even have had much influence over these objectives, but

their interests are at least partially addressed through this

provision.

Thus, benefit corporations might be seen as a direct

response to many of the challenges for CSR posed by SPN

and, in this way, as a promising development. The first

benefit corporation statute was introduced in 2010. As of

2014, benefit corporation legislation had been enacted in 21

states (including Delaware) and the District of Columbia,

and there were 1140 registered benefit corporations.10

However, most of them are relatively small and privately

held; Patagonia is perhaps the best-known example.11 It

remains to be seen whether many more firms will adopt

benefit corporation status, particularly larger publicly tra-

ded corporations (Google would be an interesting potential

example)—and how this will be treated in the courts.

We turn now to how business schools promote share-

holder primacy and SVM more specifically, and consider

their potential to influence understanding in ways that

might diminish the power of the SPN as an obstacle to

corporate attention to CSR and sustainability.

Shareholder Primacy and Business Schools

Ghoshal’s posthumously published landmark article, ‘‘Bad

Management Theories Are Destroying Good Management

Practices’’ (2005), is a stinging critique of business school

education. Reflecting on recent business scandals, Ghoshal

(2005, p. 75), who was on the faculty of London Business

School and INSEAD, observed: ‘‘Business schools do not

need to do a great deal more to help prevent future Enrons;

they need only to stop doing a lot they currently do… Our

theories and ideas have done much to strengthen the

management practices that we are all now so loudly con-

demning.’’ Central to his critique is the overarching role of

agency theory and SVM in business school teaching. His

view of the predominance of agency theory and SVM—and

the harm caused—was endorsed by other prominent figures

in the academy.

In an accompanying essay, Hambrick (2005, p. 106)

commented that Ghoshal takes on his fellow scholars and

asks if they are aware of how much harm they are causing

through their research and teaching of agency theory,

which has led, in Hambrick’s view, to executives being

‘‘exceedingly obsessed with shareholder value, in ways that

their predecessors were not.’’ Similarly, Pfeffer (2005)

commented that Ghoshal is right in asking what role

business school academics have played in the rise of a

particular form of theory that is bad for practice—and that

it is even worse than Ghoshal maintains. Influential

Financial Times columnist, John Gapper (2005) observed

that Ghoshal’s ambition with this paper was no less than to

change the way in which business schools do business.

8 Clark and Babson (2012, pp. 839–840) provide the California

legislation by way of illustration, observing thus: ‘‘The directors of

benefit corporations, in considering the best interests of the corpo-

ration, [S]hall consider the effects of any action or decision not to act

on: (1) The stockholders of the benefit corporation; (2) The

employees and workforce of the benefit corporation and the

subsidiaries and suppliers of the benefit corporation; (3) The interests

of customers as beneficiaries of the general or specific public benefit

purposes of the benefit corporation; (4) Community and societal

considerations, including those of any community in which offices or

facilities of the benefit corporation or the subsidiaries or suppliers of

the benefit corporation are located; and (5) The local and global

environment….’’
9 However, under current legislation, benefit corporations are not

required to have their benefit report certified or audited by a third

party (Clark and Babson 2012).
10 Source is the B-Lab website: http://www.benefitcorp.net/find-a-

benefit-corp (accessed 6 October 2014).

11 Patagonia is privately held. Its founders chose B-corp status to

protect its commitment to a social mission, recognizing that this could

not be assured as the business passed to future generations even with

constituency statutes. Alterrus Systems Inc., an urban farming

company, claimed in March 2013 to be the first publicly listed

company to earn B-corp certification; see: http://www.csrwire.com/

press_releases/35379-Alterrus-Becomes-First-Publicly-Listed-Company-

To-Earn-B-Corp-Certification-Indicating-Its-Commitment-To-A-Better-

Way-Of-Growing (accessed 6 October 2014).

SP, CSR, and the Role of Business Schools 471

123

http://www.benefitcorp.net/find-a-benefit-corp
http://www.benefitcorp.net/find-a-benefit-corp
http://www.csrwire.com/press_releases/35379-Alterrus-Becomes-First-Publicly-Listed-Company-To-Earn-B-Corp-Certification-Indicating-Its-Commitment-To-A-Better-Way-Of-Growing
http://www.csrwire.com/press_releases/35379-Alterrus-Becomes-First-Publicly-Listed-Company-To-Earn-B-Corp-Certification-Indicating-Its-Commitment-To-A-Better-Way-Of-Growing
http://www.csrwire.com/press_releases/35379-Alterrus-Becomes-First-Publicly-Listed-Company-To-Earn-B-Corp-Certification-Indicating-Its-Commitment-To-A-Better-Way-Of-Growing
http://www.csrwire.com/press_releases/35379-Alterrus-Becomes-First-Publicly-Listed-Company-To-Earn-B-Corp-Certification-Indicating-Its-Commitment-To-A-Better-Way-Of-Growing


There were some commentators on Ghoshal’s essay who

disagreed at the edges with his critique. Mintzberg (2005a,

p. 108), for example, observed that while he agreed with

everything Ghoshal wrote, he had left out the role of ‘‘sheer

human greed and the need for power in driving these [bad

management] behaviors.’’ While Kanter (2005) highlighted

the role of the demand side—the willingness with which

knowledge consumers adopted the theories of business

school knowledge producers. Walter Nord (2005, p. 92),

while summarizing the commentaries, observed that he

‘‘found it a truly remarkable treat that such esteemed

leaders agreed so strongly with the basic claims of a work

that challenged so deeply the major tenets of the status quo

in our field.’’

According to Jones (2010, p. 246), little has changed

since: ‘‘… although I frequently hear from some colleagues

at other schools that the shareholder wealth maximization

(SWM) objective function for publicly held corporations is

passé… I do not believe it. At many schools, my own

included, SWM remains the predominant thrust of both

teaching and research efforts.’’ These remarks are echoed

more recently by various business school academics

interviewed in the Financial Times (Murray 2013). This is

further confirmed by surveys of MBA students. As West

(2011, p. 18) concludes: ‘‘Examination of MBA student

survey data over the past decade demonstrates that students

believe the primary purpose of a corporation is to maxi-

mize shareholder value and they believe this is how current

corporate leaders behave when they are making decisions.’’

Ghoshal (2005, p. 75) writes: ‘‘Many of the worst

excesses of recent management practices have their roots in

a set of ideas that have emerged from business school

academics over the last 30 years.’’ In his view, as he

continues, this teaching reaches well beyond MBA students

and executive education participants to those who have

never attended a business school ‘‘because theories have

been in the air… shaping the intellectual and normative

order within which all day-to-day decisions were made.’’

He targets Jensen and Meckling’s (1976) ‘‘Theory of the

Firm’’ specifically.

Fundamental to the teaching of SVM in business schools

is the principal–agent model of the corporation, where

managers are viewed as agents of shareholders who are

considered principals and entitled as residual claimants to

financial returns from the firm. This view has its origins in

Jensen and Meckling (1976), a highly influential paper that

brought together theories of agency, of property rights, and

of finance to develop a theory of the ownership structure of

the firm, identifying the problem of agency costs in light of

the separation of ownership and control. Thus, Jensen and

Meckling (1976, p. 306) suggest that their theory helps

explain ‘‘why an entrepreneur or manager in a firm which

has a mixed financial structure (containing both debt and

outside equity claims) will choose a set of activities for the

firm such that the total value of the firm is less than it

would be if he were the sole owner.’’

Characterizing the firm as a nexus of contracts, Jensen

and Meckling (1976, p. 311, emphasis in original) explic-

itly reject the notion of social responsibility: ‘‘the person-

alization of the firm implied by asking questions such as…
‘‘does the firm have a social responsibility’’ is seriously

misleading. The firm is not an individual. It is a legal fiction

which serves as a focus for a complex process in which the

conflicting objectives of individuals (some of whom may

‘‘represent’’ other organizations) are brought into equilib-

rium within a framework of contractual relations.’’ Seen

from this perspective, CSR makes little sense because only

people, not legal fictions, can have moral responsibilities

(Rönnegard 2013; Vermaelen 2009).

It is a short step from this argument to the view that CSR

can be an agency cost and inconsistent with an ethical

obligation to maximize shareholder value, at least where an

economic business case for CSR is absent (Vermaelen

2009). Accordingly, The Economist (2005) was critical of

the ‘‘borrowed virtue’’ variety of CSR that raises social

welfare while reducing profits, observing: ‘‘When a com-

pany gives some of its profits away in a good cause, its

managers are indulging their charitable instincts not at their

own expense but at the expense of the firm’s owners.’’

However, the nexus of contracts conception of the firm

and the associated agency costs perspective have been

questioned as at best incomplete, if not wrong. Ghoshal

(2005, p. 79) damns it as the ‘‘pretense of science.’’ While

Orts (2013, p. 86), in offering a legal theory of the firm,

writes:

From a traditional legal perspective, this view is

conceptually confused. Firms are either ‘‘real’’ or

they are not. They cannot be entirely fictional (and

therefore ignored as unimportant) and serve as a real-

world ‘‘nexus’’ for a myriad of contracts. Economists

writing in this vein fail to appreciate the legal nature

of the firm as a ‘‘fictional’’ but nonetheless socially

and legally ‘‘real’’ institutional entity and person.

Stout (2012) also explains at length how the standard

principal–agent view of the firm, widely prevalent in

business schools, is ill founded. First, it assumes share-

holders own corporations; whereas, in fact, corporations

are independent legal entities that own themselves and

shareholders own shares of stock, which amount to a

contract between the shareholder and the corporation pro-

viding the former with rights under certain limited cir-

cumstances. Second, it posits that shareholders are residual

claimants, receiving profits left over after the company’s

various contractual obligations have been met; whereas, it

is up to the board of directors to decide whether (if any)
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profits are to be distributed as dividends to shareholders

(the idea of shareholders as residual claimants has its ori-

gins in bankruptcy law and is incorrectly applied to the

public corporation that is a going concern). Third, is the

assumption that shareholders are principals who hire

directors and executives to act as their agents, whereas, as a

matter of corporate law, corporations are controlled by

boards of directors, not shareholders.

Nonetheless, ill founded or not, the financial economics

Theory of the Firm still today informs much teaching at

business schools across the curriculum, and business pur-

pose is widely held to be maximizing shareholder value.

Heracleous and Lan (2010) suggest that MBA and execu-

tive education should change such that the legal duties of

directors are better understood. We propose a broader

rethink.

What Business Schools Might do Differently

Educational and professional authorities play an important

institutional role in setting standards for legitimate orga-

nizational practices (Matten and Moon 2008). Campbell

(2007, p. 958) points out that managers learn ‘‘mental

constructs by absorbing the messages that are transmitted

to them at business schools.’’ In this sense, business

schools play an important role as normative institutions

when they convey the paradigms through which managers

should analyze the corporate environment. If business

school students only get taught that SVM is the purpose of

the firm, then this is the most likely lens through which

they will see their future professional roles.

What should business schools do differently? The

questioning of business school education of late has given

rise to much soul-searching and various proposals for how

management education might be changed. Thus, various

writers have been critical of business schools for teaching

business as a science, with an emphasis on scientific

research, rather than as a profession and with a greater

emphasis on applied knowledge and skills development

(Bennis and O’Toole 2005; Ghoshal 2005; Mintzberg

2005b; Pfeffer and Fong 2002). Following in this vein,

Khurana and Nohria (2008) advocate making management

a true profession, which would include the teaching of a

formal body of knowledge and a commitment to a code of

conduct. The latter, a ‘‘Hippocratic Oath for managers,’’

has inspired an MBA Oath movement, to which over 300

institutions have committed as of 2013.12 Khurana and

Nohria (and the authors of the MBA Oath) are careful to

frame their code such that it provides for accountability to

organizational stakeholders and, while not endorsing SVM,

emphasizes that corporate purpose has much to do with

value creation. They write (2008, p. 76): ‘‘By turning

managers into agents of society’s interest in thriving eco-

nomic enterprises, we get out of the bind of viewing them

as agents of one narrowly defined master (shareholders) or

many masters (stakeholders).’’ However, not clarified is

how in practice serving ‘‘society’s interest’’ is different

from addressing the needs and interests of multiple stake-

holders. Nonetheless, broader adoption of the MBA Oath

would indeed amount to a step away from SVM as tradi-

tionally conceived and taught.

Podolny (2009) also argues in favor of an MBA code of

conduct as one of a number of measures business schools

could take to regain trust given criticism received in light

of the financial crisis.13 He would have schools draw up

codes of conduct and monitor compliance, revoking

degrees of graduates who violate the code (in practice this

would likely need to be restricted to instances of successful

criminal prosecution if business schools are to avoid being

the target of litigation). Podolny does not specify the

content of the code, but he is critical of business schools for

competing by focusing on rankings and starting salaries

such that participants are asking: what can I do to make the

most money? Business schools, he says, give insufficient

attention to values and ethics in their teaching, and MBAs

are perceived as working only to serve their own selfish

interests, rather than asking: ‘‘How do I want to change the

world for the better?’’ He writes in conclusion (2009: 67):

‘‘in a world where MBAs have been directly or indirectly

responsible for destroying so much value, business schools

can’t point to isolated examples of leadership and schol-

arship as justifications for their existence. They must be

able to say that they promote behavior that is consistent

with society’s values.’’

Business schools are not alone in deciding how much

attention to give to values and ethics, with many certified

by bodies such as the AACSB (Association for the

Advancement of Collegiate Schools of Business). How-

ever, it seems that they cannot be relied upon to require

business schools to give ethics sufficient attention. Swan-

son and Frederick (2003, p. 25), for example, blame weak

AACSB certification requirements as a contributor to

‘‘woefully inadequate’’ ethics coverage in business schools

and ‘‘Enron-like behavior’’ in business. They ask, in the

title to their article: ‘‘Are business schools silent partners in

corporate crime?’’

Smith and Van Wassenhove (2010) suggest that it would

be a mistake to say that business schools are directly to

12 See: http://mbaoath.org/ (accessed 10 June 2013).

13 A Harvard Business Review debate site on the role of business

schools in the crisis attracted over 30,000 visitors with 67 % of

respondents to its (unscientific) survey claiming that business schools

were at least partly responsible for the ethical and strategic lapses of

their graduates (Harvard Business Review 2009).
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blame for the financial crisis, but they claim that business

schools have played a role indirectly and criticize the

teaching of SVM specifically, suggesting that adherence to

and perpetuation of the SVM ideology contributed signif-

icantly to the crisis, albeit unintentionally. Ghoshal (2005)

and Stout (2012) also describe SVM as an ideology, with

Stout (2012, p. 3) saying that it is ‘‘just that—an ideology,

not a legal requirement or a practical necessity of modern

business life.’’ She also views it as pervasive, observing

that, ‘‘by the 1990s, the idea that corporations should serve

only shareholder wealth as reflected in stock price came to

dominate other theories of corporate purpose. Executives,

journalists, and business school professors alike embraced

the need to maximize shareholder value with near-religious

fervor’’ (2012, p. 4). She sees the SVM ideology as a root

cause of the Deepwater Horizon disaster in the Gulf of

Mexico—the reason why BP and other companies cut

corners—and illustrative of how SVM can be counterpro-

ductive in regard to serving the interests of shareholders

aside from not being required under the law.

Smith and Van Wassenhove (2010) explain that ideol-

ogies often appear to be serving society as a whole while

advancing the interests of particular sectors. Thus, the

theory of the firm holds that SVM results in societal wealth

maximization, but at the same time, it serves the interests

of shareholders (in theory) and the managers who are its

adherents and its beneficiaries, at least when their com-

pensation is pegged to shareholder returns. We agree where

they suggest that business schools need to teach SVM with

greater intellectual honesty and with attention to its many

deficiencies, both theoretical and practical. Consistent with

Khurana and Nohria (2008) and others (see Rubin and

Dierdorff 2013), they also suggest that business schools

need to do a better job of developing stakeholder theory,

the most plausible contending framework to SVM. Thus,

we recommend an honest teaching of the ‘‘Theory of the

Firm’’ that would portray the plurality of views available

regarding its purpose, where shareholder theory, stake-

holder theory, and social contract theory are key

contenders.

Contending Theories

The primary contender competing with shareholder theory

is stakeholder theory, which has gained widespread

acceptance among CSR and business ethics advocates.

Social contract theory is another contender, which although

not as widely discussed as the other theories, provides an

interesting change of perspective for the purpose of the

corporation. In light of their ample coverage elsewhere, if

not familiarity, we do not discuss their contents in any

detail, or their strengths and weaknesses. We provide only

a brief overview of their key characteristics relative to

Shareholder Theory and our concern with SPN as a

potential obstacle to CSR and sustainability (see Table 1).

Prior to the rise of the shareholder value movement,

management was expected to balance the interests of

multiple constituencies, or stakeholders as we would call

them today. In some ways, this is a more complex view of

management, one that recognizes that the task of managers

is to serve multiple stakeholders—giving shareholders their

due, but not to the exclusion of others with legitimate

claims.

Freeman’s (1984) original articulation of stakeholder

theory framed it as a response to the problem of value

creation and trade in a complex and turbulent business

environment. It was an account of a changing world where

stakeholder groups had become an increasingly significant

factor in business success. In this respect, as instrumental

stakeholder theory, it is not necessarily inconsistent with

the SPN. Nonetheless, Freeman’s subsequent writing on

stakeholder theory also framed it as normative, wherein

‘‘each stakeholder group has a right to be treated as an end

in itself, and not as means to some other end’’ (Donaldson

and Preston 1995, p. 73). Thus, CSR that serves society’s

interests but not necessarily the economic interests of

shareholders is more consistent with normative stakeholder

theory than instrumental stakeholder theory as it is typi-

cally conceived. Nonetheless, it has its detractors, includ-

ing some within business ethics. Marcoux (2003), for

example, argues that the consequentialist-like weighting

and balancing of stakeholder interests eliminates the fidu-

ciary duty owed by managers to shareholders and stake-

holder theory is thus morally lacking.

In their review of the stakeholder theory literature,

Laplume et al. (2008, p. 1153) assert that the fundamental

thesis of stakeholder theory is that ‘‘organizations should

be managed in the interest of all their constituents, not only

in the interest of shareholders.’’ However, some stake-

holder theorists go further than this. Freeman et al. (2010),

in their comprehensive review of stakeholder theory,

Table 1 Theories of corporate purpose

Corporate

responsibility theory

Main idea

Shareholder theory

(SPN)

Shareholder centric: the purpose of the

corporation is to act as a vehicle for

furthering the interests of shareholders

Stakeholder theory Stakeholder centric: the purpose of the

corporation is to act as a vehicle for

furthering the interests of stakeholders

Social contract

theory

Society centric: the legitimacy of the

corporation’s existence is based on its

positive contributions to society
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provide an assessment of how stakeholder theory has

developed over thirty years of research. In their view, a

‘‘stakeholder approach is about creating as much value as

possible for stakeholders, without resorting to trade-offs’’

(Freeman et al. 2010, p. 28; also see Freeman et al. 2007).

Thus, business is viewed as a stakeholder value creation

enterprise (for a corporate finance perspective on this idea,

see Cloninger 1997; Galai and Wiener 2008).

Social contract theory also supports a CSR prescription to

satisfy the interests of a wider constituency of stakeholders

beyond shareholders. First developed by Thomas Donaldson

(1982, 1989) in the context of the corporation’s role in

society, the basis for social contract theory is that a corpo-

ration operates in a society at the discretion of the commu-

nity and on the understanding that the corporation implicitly

makes some commitments to that community. Donaldson

(1989, p. 47) asks us to imagine a hypothetical state of nature

scenario inhabited by rational individuals ‘‘who attempt to

sketch the terms of an agreement between themselves and

the productive organizations upon which they are consid-

ering bestowing status as legal, fictional persons, and to

which they are considering allowing access both to natural

resources and the existing employment pool… The raison

d’être for the productive organization turns out to be its

contribution to society tempered by a set of reciprocal

obligations existing on both sides of the organization/society

divide.’’ While this gives rise to a variety of possible obli-

gations of the corporation to society, one of its main moral

duties, according to Donaldson, is to abstain from violating

minimum standards of human rights and justice in society.

This clearly connects with CSR advocacy in that corporate

duties to adhere to human rights beyond legal requirements

go further than a strict adherence to promoting shareholder

interests and may in some circumstances be contrary to

shareholder’s economic interests (see Ruggie 2013 for fur-

ther discussion of this tension).

Thus, business schools could teach three distinct per-

spectives on the purpose of the corporation. Shareholder

Theory is shareholder-centric focusing narrowly on the

promotion of shareholder interests as the purpose of the

firm. Stakeholder theory is corporation-centric in that it

views the purpose of the firm as a coordinator and promoter

of stakeholder interests. Social contract theory is society-

centric as it views the legitimacy of a firm’s existence as

being based on its positive contribution to society. By

teaching at minimum these three perspectives (perhaps also

including reference to the development of benefit corpo-

rations), business school students should obtain a broader

view of corporate purpose than that provided by a single-

minded focus on shareholder interests. As West (2011,

p. 19) concludes: ‘‘Having broader conceptions of corpo-

rate purpose is necessary to effectively address the ways in

which corporations impact life in contemporary society.’’

Is the SPN Here to Stay?

We have maintained that the SPN is mute as a legal norm

but alive as a social norm, primarily perpetuated through

the sole voting rights of shareholders as well as the

teaching of SVM dogma in business schools. We have

suggested that extending legally enforceable fiduciary

duties to stakeholders as well as teaching multiple theories

of corporate purpose in business schools could weaken the

SPN as a social norm.

Although these measures are likely to weaken the SPN,

they are unlikely to remove it. As long as shareholders

have sole voting rights for the board of directors, their

interests are likely to remain primary as they alone wield

elective power.14 However, this does not mean that SVM is

here to stay. As shareholder preferences change away from

a focus on shareholder value to encompass broader con-

cerns for stakeholders, so too will the concerns of managers

broaden, albeit consistent with SPN. Awareness of, and the

concern for, the roles that corporations play in environ-

mental and human rights abuses are motivating more

shareholders to exert passive and active influences on

corporate conduct.15 This is particularly true of institu-

tional investors, such as investment funds and pension

funds that today own the lion’s share of the stock market.

An increasing number of institutional investors are

choosing to use ethical criteria in their investment deci-

sions. For example, in 2010 $3.7 trillion worth of assets

were professionally managed according to Socially

Responsible Investment (SRI) criteria in the U.S., having

increased by more than 380 % since 1995 (Social Invest-

ment Forum Foundation 2010). SRI investments account

for 12.2 % of assets under professional management and

the amount is reportedly increasing. Thus, we may see the

norm of SVM diminish in importance in part because

directors continue to be receptive to the interests of

14 Removing the voting rights for shareholders would remove the

SPN, as it would put shareholders on an equal footing with other

stakeholders who likewise lack the right to vote. Under such

circumstances, all stakeholders are equal as the only avenue for any

stakeholder to make enforceable demands on the board would be

through the courts. However, such a system may be unfeasible due to

practical difficulties and undesirable consequences. First, it may be

slow and expensive to use the courts as a central system of corporate

governance. Second, without any voters, it is unclear how any board

would be elected. Third, it is likely that the corporate legal form

would fall out of favor with investors if the act of incorporation meant

that they thereby lost a measure of control over the corporation.
15 Passive influence primarily involves abstaining from investing in

certain stock based on ethical criteria, while active influence involves

engaging corporations to change their behavior.
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shareholders who are seemingly becoming more mindful of

the interests of other stakeholders.16

Conclusion

This paper has examined the SPN as a widely acknowl-

edged impediment to CSR. In contrast to the common

assertion that managers are legally constrained from

addressing CSR issues if doing so is inconsistent with the

interests of shareholders, we have shown that this is no

longer a legal constraint, if it ever has been. However,

while the SPN might be muted as a legal norm, it is very

much evident as a social norm among managers and in

business schools. This stems from a largely unquestioned

adherence to shareholder theory in business schools and

beyond and to the sole voting rights of shareholders on

corporate boards. We have shown how this view of the

SPN as an impediment to CSR is misguided, especially

when grounded in a purported legally enforceable

requirement to maximize shareholder value.

Two avenues for change in the dominance of the SPN as

a social norm have been examined. We looked at the

possibility of extending fiduciary duties of executives to

non-shareholder stakeholders and, tackling belief systems

head on, we examined the role of business schools in

promoting misconceptions about shareholder primacy and

the purpose of business and whether and how changes in

business school teaching might promote an alternative

view of managers’ obligations to shareholders and other

stakeholders that would also be more consistent with cor-

porate law. Grounded in normative stakeholder theory and

social contract theory, this approach would require man-

agers to give attention to shareholder claims alongside

those of other claimants. If the ideas of some stakeholder

theorists gain further traction (e.g., Freeman et al. 2007),

then it might even be conceived as Stakeholder Value

Maximization (SVM). Thus, perhaps one day some might

even proclaim: ‘‘SVM is dead, long live SVM!’’

Acknowledgments Research support for this project from Dreyfus

Sons & Co. Ltd., Banquiers is gratefully acknowledged.

References

Agle, B. R., & Mitchell, R. K. (2008). Introduction: Recent research

and new questions. In Dialogue: Towards superior stakeholder

theory. Business Ethics Quarterly, 18(2), 153–159.

American Law Institute. (1994). Principles of corporate governance:

Analysis and recommendations. St. Paul, MN: American Law

Institute Publishers.

Anderson, E. (2000). Beyond homo economics: New developments in

theories of social norms. Philosophy & Public Affairs, 29(2),

170–200.

Bennis, W. G., & O’Toole, J. (2005). How business schools lost their

way. Harvard Business Review, 83, 96–104.

Benz, M., & Frey, B. S. (2007). Corporate governance: What can we

learn from public governance? Academy of Management Review,

32, 92–104.

Berle, A. A. (1931). Corporate powers as powers of trust. Harvard

Law Review, 44, 1049–1074.

Berle, A. A. (1932). For whom are corporate mangers trustees: A

note. Harvard Law Review, 45(7), 1365–1372.

Berle, A. A., & Means, G. (1932). The modern corporation and

private property. New York: Macmillan.

Blume, M. E., & Keim, D. B. (2012). Institutional investors and

market liquidity: Trends and relationships. Working paper, The

Wharton School, University of Pennsylvania, USA.

Boatright, J. R. (1994). Fiduciary duties and the shareholder-

management relation: Or, what’s so special about shareholders?

Business Ethics Quarterly, 4(4), 393–407.

Bonnafous-Boucher, M. (2005). Some philosophical issues in corpo-

rate governance: The role of property in stakeholder theory.

Corporate Governance, 5(2), 34–47.

Campbell, J. L. (2007). Why would corporations behave in socially

responsible ways? An institutional theory of corporate social

responsibility. Academy of Management Review, 32(3),

946–967.

Chilosi, A., & Damiani, M. (2007). Stakeholders vs. shareholders in

corporate governance. Journal of Corporate Governance, 6(4),

7–45.

Cialdini, R. B., & Trost, M. R. (1998). Social influence: Social norms,

conformity and compliance. In D. T. Gilbert, S. T. Fiske, & G.

Lindzey (Eds.), The handbook of Social psychology (Vol. 2,

pp. 151–192). New York: McGraw-Hill.

Clark, R. (1985). Agency costs versus fiduciary duties. In J. W. Pratt

& R. J. Zeckhauser (Eds.), Principals and agents: The Structure

of business: 55–79. Cambridge, MA: Harvard Business School

Press.

Clark, W. H, Jr, & Babson, E. K. (2012). How benefit corporations are

redefining the purpose of business corporations. William Mitchell

Law Review, 38(2), 817–851.

Cloninger, D. O. (1997). Share price maximization, asymmetric

information, and ethical behavior: A comment. Financial

Practice & Education, 7(2), 82–84.

Cohn, S. R. (1983). Demise of the director’s duty of care: Judicial

avoidance of standards of sanctions through the business

judgment rule. Texas Law Review, 62(4), 591–613.

Davis, G. F. (2008). A new finance capitalism? Mutual funds and

ownership re-concentration in the United States. European

Management Review, 5, 11–21.

Dobson, J. (1999). Is shareholder wealth maximization immoral?

Financial Analysts Journal, 55(5), 69–75.

16 Some corporate leaders may not wish to wait for the evolution of

mindful shareholders in order to get a clear mandate to address

stakeholder concerns. To this end, it is possible for corporations to

influence the composition of its shareholders. For example, as we

have mentioned, in order to be able to take a long-term view of its

business, Unilever has informed Hedge Funds that they are not

welcome as shareholders. But there are many other strategies. Edward

Rock (2012) discusses at length ‘‘recruitment’’ and ‘‘shaping’’

strategies that corporations can employ to recruit desirable share-

holders and shape existing shareholders to become more desirable.

Examples of recruitment strategies include the issuing of preferred

stock to desirable shareholders as well as active investment relations

management. Shaping strategies include the choice of corporate

domicile (because different jurisdictions attract different types of

shareholders), as well as providing a system of Tenured Voting

whereby shares that are held longer receive greater voting power.

476 N. C. Smith, D. Rönnegard

123



Dodd, M. E. (1932). For whom are corporate managers trustees?

Harvard Law Review, 45, 1145–1163.

Donaldson, T. (1982). Corporations and morality. Englewood Cliffs,

NJ: Prentice-Hall.

Donaldson, T. (1989). The ethics of international business. Oxford:

Oxford University Press.

Donaldson, T., & Preston, L. E. (1995). The stakeholder theory of the

corporation: Concepts, evidence, and implications. Academy of

Management Review, 20(1), 65–91.

Economist. (2005). The union of concerned executives. The Econo-

mist, January 20. http://www.economist.com/node/3555194.

Accessed 9 June 2013.

Economist. (2012). Fail! The Economist, November 20. http://www.

economist.com/whichmba/fail/print. Accessed 29 April 2013.

Eisenberg, M. A. (2000). Corporations and other business organi-

zations. New York: Foundation Press.

Evan, W. M., & Freeman, R. E. (2003). A stakeholder theory of the

modern corporation: Kantian capitalism. In T. L. Beauchamp &

N. E. Bowie (Eds.), Ethical theory and business. London:

Prentice Hall.

Financial Times. (2009). Shareholder value re-evaluated. Editorial.

Financial Times. http://www.ft.com/intl/cms/s/0/4229dcc4-11

ca-11de-87b1-0000779fd2ac.html?siteedition=intl#axzz3IaEY

hOyV.

Fisch, J. E. (2006). Measuring efficiency in corporate law: The role of

shareholder primacy. The Journal of Corporation Law, 31,

637–674.

Floyd, L. A., Feng, X., Atkins, R., & Caldwell, C. (2013). Ethical

outcomes and business ethics: Toward improving business ethics

education. Journal of Business Ethics, 117, 753–776.

Freeman, R. E. (1984). Strategic management: A stakeholder

approach. Boston: Harper Collins.

Freeman, R. E., & Evan, W. M. (1990). Corporate governance: A

stakeholder approach. Journal of Behavioral Economics, 19(4),

337–359.

Freeman, R. E., Harrison, J. S., & Wicks, A. C. (2007). Managing for

stakeholders: Survival, reputation and success. New Haven:

Yale University Press.

Freeman, R. E., Harrison, J. S., Wicks, A. C., Parmar, B. L., & de

Colle, S. (2010). Stakeholder theory: The state of the art.

Cambridge: Cambridge University Press.

Friedman, M. (2001). The social responsibility of business is to

increase its profits. In T. L. Beauchamp & N. E. Bowie (Eds.),

Ethical theory and business. London: Prentice Hall.

Galai, D., & Wiener, Z. (2008). Stakeholders and the composition of

the voting rights of the board of directors. Journal of Corporate

Finance, 14(2), 107–117.

Gapper, John. (2005). Comment on Sumantra Ghoshal’s ‘‘bad

management theories are destroying good management prac-

tices’’. Academy of Management Learning & Education, 4(1),

101–103.

Gardiner, B. (2009). B-schools rethink curricula amid crisis. The Wall

Street Journal Europe, 10.

Garriga, E., & Mele, D. (2004). Corporate social responsibility

theories: Mapping the territory. Journal of Business Ethics, 53,

51–71.

Gentile, M. C. (2004). Corporate governance and accountability:

What do we know and what do we teach future business leaders?

Paper presented at the 3rd Colloquium of the European

Academy of Business in Society (EABIS), Ghent, Belgium,

27–28 September 2014. The challenges of sustainable growth:

Integrating societal expectations in business. New york: The

Aspen Institute Business & Society Program.

Ghoshal, S. (2005). Bad management theories are destroying good
management practices. Academy of Management Learning &

Education, 4(1), 75–91.

Greenspan, A. (2009). We need a better cushion against risk.

Financial Times.

Hambrick, D. C. (2005). Just how bad are our theories? A response to

Ghoshal. Academy of Management Learning & Education, 4(1),

104–107.

Harvard Business Review. (2009). Are business schools to blame?

Harvard Business Review, 106.

Heracleous, L. & Lan, L. L. (2010). The myth of shareholder

capitalism. Harvard Business Review, 88, 24.

Hinkley, R. (2002). How corporate law inhibits social responsibility.

The Humanist, 62(2), 26–28.

Holland, K. (2009). Is it time to retrain B-schools? TheNewYork Times.

Ignatius, A. (2012). Captain planet. Harvard Business Review, 90,

112–118.

Jensen, M. C. (2002). Value maximization, stakeholder theory, and

the corporate objective function. Business Ethics Quarterly,

12(2), 235–256.

Jensen, M. C., & Meckling, W. H. (1976). Theory of the firm:

Managerial behavior, agency costs and ownership structure.

Journal of Financial Economics, 3(4), 305–360.

Jones, T. M. (2010). The future of business ethics research:

Reflections on the twentieth anniversary of Business Ethics

Quarterly. Business Ethics Quarterly, 20(4), 746–747.

Kanter, R. M. (2005). What theories do audiences want? Exploring

the demand side. Academy of Management Learning & Educa-

tion, 4(1), 93–95.

Khurana, R., & Nohria, N. (2008). It’s time to make management a

true profession. Harvard Business Review, 86(October), 70–77.

Kraakman, R. R., Davies, P., Hansmann, H., Hertig, G., Hopt, K. J.,

Kanda, H., et al. (2004). The anatomy of corporate law: A

comparative and functional approach. New York: Oxford

University Press.

Laplume, A. O., Sonpar, K., & Litz, R. A. (2008). Stakeholder theory:

Reviewing a theory that moves us. Journal of Management, 34,

1152.

Marcoux, A. M. (2003). A fiduciary argument against stakeholder

theory. Business Ethics Quarterly, 13(1), 1–24.

Marens, R., & Wicks, A. (1999). Getting real: Stakeholder theory,

managerial practice, and the general irrelevance of fiduciary

duties owed to shareholders. Business Ethics Quarterly, 9(2),

273–293.

Matten, D., & Moon, J. (2008). ‘‘Implicit’’ and ‘‘explicit’’ CSR: A

conceptual framework for a comparative understanding of

corporate social responsibility. Academy of Management Review,

33, 404–424.

McDonnell, B. H. (2004). Corporate constituency statutes and

employee governance. William Mitchell Law Review, 30(4),

1227–1259.

McKinsey, (2006). Global survey of business executives: Business

and society. McKinsey Quarterly, 2, 33–39.

McWilliams, A., & Siegel, D. (2001). Corporate social responsibility:

A theory of the firm perspective. Academy of Management

Review, 26(1), 117–127.

Millon, D. (1991). Redefining corporate law. Indiana Law Review, 24,

223–277.

Mintzberg, H. (2005a). How inspiring. How sad. Comment on
Sumantra Ghoshal’s paper. Academy of Management Learning

& Education, 4(1), 108.

Mintzberg, H. (2005b). Managers not MBAs. San Francisco: Berrett-

Koehler.

Murray, S. (2013). MBA teaching urged to move away from focus on

shareholder primacy model. Financial Times.

New Scientist. (2010). Editorial: Time for another green revolution; A

fog of unreliable information and confusion is hampering efforts

to weigh up eco-credibility. New Scientist, 3.

SP, CSR, and the Role of Business Schools 477

123

http://www.economist.com/node/3555194
http://www.economist.com/whichmba/fail/print
http://www.economist.com/whichmba/fail/print
http://www.ft.com/intl/cms/s/0/4229dcc4-11ca-11de-87b1-0000779fd2ac.html?siteedition=intl#axzz3IaEYhOyV
http://www.ft.com/intl/cms/s/0/4229dcc4-11ca-11de-87b1-0000779fd2ac.html?siteedition=intl#axzz3IaEYhOyV
http://www.ft.com/intl/cms/s/0/4229dcc4-11ca-11de-87b1-0000779fd2ac.html?siteedition=intl#axzz3IaEYhOyV


Nord, W. (2005). Treats and some treatments: Responses by Kanter,

Pfeffer, Gapper, Hambrick, Mintzberg, and Donaldson to

Ghoshal’s ‘‘bad management theories are destroying good

management practices’’. Academy of Management Learning &

Education, 4(1), 92.

Orts, E. W. (1992). Beyond shareholders: Interpreting corporate

constituency statutes. George Washington Law Review, 61,

14–135.

Orts, E. W. (2013). Business persons: A legal theory of the firm.

Oxford: Oxford University Press. (forthcoming).

Paine, L. S. (2006). The fiduciary relationship: A legal perspective.

Note prepared for class discussion. Boston: Harvard Business

School.

Pfeffer, J. (2005). Why do bad management theories persist? A

comment on Ghoshal. Academy of Management Learning &

Education, 4(1), 96–100.

Pfeffer, J., & Fong, C. T. (2002). The end of business schools: Less

success than meets the eye. Academy of Management Learning

& Education, 1(1), 78–95.

Phillips, R. (2003). Stakeholder theory and organizational ethics. San

Francisco: Berrett-Koehler Publishers.

Phillips, R., Freeman, E. R., & Wicks, A. C. (2003). What stakeholder

theory is not. Business Ethics Quarterly, 13(4), 479–502.

Pickering, M. A. (1968). Company as a separate legal entity. Modern

Law Review, 31, 481–511.

Podolny, J. M. (2009). The buck stops (and starts) at business school.

Harvard Business Review, 87, 62–67.

Polaris Institute. (2007). Coca-Cola Company wins corporate green-

washing award. Polaris Institute. http://www.polarisinstitute.

org/coca_cola_company_wins_corporate_greenwashing_award.

Accessed April 29 2013.

Porter, M. E., & Kramer, M. R. (2006). The link between competitive

advantage and corporate social responsibility. Harvard Business

Review, 84(12), 78–92.

Porter, M. E., & Kramer, M. R. (2011). Creating shared value:

Redefining capitalism and the role of the corporation in society.

Harvard Business Review, 89(1/2), 62–77.

Rock, E. (2012). Shareholder eugenics in the public corporation.

Cornell Law Review, 97, 849–906.

Rönnegard, D. (2013). How autonomy alone debunks corporate moral

agency. Business and Professional Ethics Journal, 32(1–2),

77–106.

Rose, J. M. (2007). Corporate directors and social responsibility:

Ethics versus shareholder value. Journal of Business Ethics, 73,

319–331.

Rose, N. L., & Wolfram, C. (2002). Regulating executive pay: Using

the tax code to influence chief executive compensation. Journal

of Labour Economics, 20(2), 138–174.

Rubin, R. R., & Dierdorff, E. C. (2013). Building a better MBA: From

a decade of critique toward a decennium of creation. Academy of

Management Learning & Education, 12(1), 125–141.

Ruggie, J. G. (2013). Just business: Multinational corporations and

human rights. New York: W.W. Norton & Company.

Schrenk, L. P. (2006). Equity versus stakeholder and corporate

governance: Developing a market for morality. The Business

Renaissance Quarterly, 1(3), 81–90.

Skadden. (2011), Air products & chemicals, Inc. v. Airgas, Inc.

Skadden Newsletter, February 16. http://www.skadden.com/news

letters/Air_Products_Chemicals_Inc_v_Airgas_Inc.pdf. Accessed

May 14 2013.

Skapinker, M. (2009). Dangers in a world of disillusionment.

Financial Times.

Smith, D. G. (1998). The shareholder primacy norm. The Journal of

Corporation Law, 23, 277–323.

Smith, H. J. (2003). The shareholders versus stakeholders debate.

Sloan Management Review, 44(4), 85–90.

Smith, N. C., & Van Wassenhove, L. (2010). How business schools

lost their way. BusinessWeek, January 11. http://www.business

week.com/bschools/content/jan2010/bs20100111_383186.htm.

Accessed April 29 2013.

Social Investment Forum Foundation. (2010). Report on socially

responsible investment trends in the United States. http://www.

ussif.org/pubs. Accessed June 17 2013.

Stout, L. (2012). The shareholder value myth: How putting share-

holders first harms investors, corporations and the public. San

Francisco: Berrett-Koehler Publishers Inc.

Swanson, D. L., & Frederick, W. C. (2003). Are business schools

silent partners in corporate crime? Journal of Corporate

Citizenship, 9(Spring), 24–27.

Testy, K. (2002). Linking progressive corporate law with progressive

social movements. Tulane Law Review, 76, 1227–1252.

Van Marrewijk, M. (2003). Concepts and definitions of CSR and

corporate sustainability: Between agency and communion.

Journal of Business Ethics, 44, 95–105.

Vermaelen, T. (2009). Maximizing shareholder value: An ethical

responsibility? In N. C. Smith & G. Lenssen (Eds.), Main-

streaming corporate responsibility. Chichester: Wiley.

Vermaelen, T. (2011). Putting a price tag on corporate social

responsibility. CSR Wire, 9 March. http://csrwiretalkback.

tumblr.com/post/3750265973/putting-a-price-tag-on-corporate-

social-responsibility. Accessed April 29 2013.

Walsh, J. P. (2004). The corporate objective revisited. Organization

Science, 15(3), 349.

West, D. M. (2011). The purpose of corporations in business and law

school curricula. Governance Studies at Brookings. http://www.

brookings.edu/research/papers/2011/07/19-corporation-west.

478 N. C. Smith, D. Rönnegard

123

http://www.polarisinstitute.org/coca_cola_company_wins_corporate_greenwashing_award
http://www.polarisinstitute.org/coca_cola_company_wins_corporate_greenwashing_award
http://www.skadden.com/newsletters/Air_Products_Chemicals_Inc_v_Airgas_Inc.pdf
http://www.skadden.com/newsletters/Air_Products_Chemicals_Inc_v_Airgas_Inc.pdf
http://www.businessweek.com/bschools/content/jan2010/bs20100111_383186.htm
http://www.businessweek.com/bschools/content/jan2010/bs20100111_383186.htm
http://www.ussif.org/pubs
http://www.ussif.org/pubs
http://csrwiretalkback.tumblr.com/post/3750265973/putting-a-price-tag-on-corporate-social-responsibility
http://csrwiretalkback.tumblr.com/post/3750265973/putting-a-price-tag-on-corporate-social-responsibility
http://csrwiretalkback.tumblr.com/post/3750265973/putting-a-price-tag-on-corporate-social-responsibility
http://www.brookings.edu/research/papers/2011/07/19-corporation-west
http://www.brookings.edu/research/papers/2011/07/19-corporation-west

	Shareholder Primacy, Corporate Social Responsibility, and the Role of Business Schools
	Abstract
	Explication of the SPN
	The SPN as a Legal Norm
	The SPN as a Social Norm
	Extending Voting Rights to Non-shareholder Stakeholders
	Benefit Corporations

	Shareholder Primacy and Business Schools
	What Business Schools Might do Differently

	Contending Theories
	Is the SPN Here to Stay?
	Conclusion
	Acknowledgments
	References




