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Great corporations exist only because they are created
and safeguarded by our institutions; and it is there-
fore our right and our duty to see that they work in
harmony with those institutions.
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mortgage debt incurred to buy them, per-
haps because they had lost their jobs in the
economic downturn and could not afford
the mortgage payments due? 

Why do the pro½ts of American corpo-
rations and the compensations of their
executives stay high and even rise in some
cases while jobs disappear and both eco-
nomic growth and median family incomes
stagnate? Why does the judicial branch
join in to strengthen the influence of cor-
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provides the ½rst comprehensive look at
corporate development, revealing that U.S.
states from 1790 to 1860 chartered 22,419
business corporations under special leg-
islative acts and several thousand more
under general incorporation laws that were
introduced mostly in the 1840s and 1850s.1
These totals far exceed the number of
corporations created in any other country
(most likely in all other countries com-
bined) during that time. The United States
thus became what might be called the
½rst corporation nation.

Most of the early American corpora-
tions, operating within a state or in a city
or town, were small by later standards.
The largest were banks and insurance com-
panies, joined later in the era by railroads
and manufacturers. Stockholders, often
locals, could monitor corporate operations
½rsthand, and they were more directly
involved in corporate affairs than would
later be the case. Stockholders’ meetings
were frequent and actually provided guid-
ance for management. Passive stockhold-
ers could keep an eye on their investments
by checking prices in securities markets
and by observing the dividends they re-
ceived, which in this era accounted for
the lion’s share of corporate net earnings.

Legislative chartering meant that char-
ters could be tailor-made for each corpo-
ration, with its powers, responsibilities–
including those to the community–and
basic governance provisions carefully
speci½ed.2 Most charters were not per-
petual, but rather had set terms of years
and had to come up periodically for re-
newal, a constraint on corporate malfea-
sance. Voting rules for shareholders in
elections of directors and other corporate
matters varied. They were not always the
modern norm of one vote per share, which
favors large-block shareholders. Legisla-
tive chartering could easily be corrupted,
however, with incumbent corporations
using money and influence to defeat

charters for potential competitors, and
would-be corporations using the same
tools to gain charters.

General incorporation laws, also a mod-
ern norm, were introduced late in the ante-
bellum era as a way to avoid-
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investments were sound and secure. They
exercised that interest by monitoring
their corporate clients, even going so far
as to place bank representatives on cor-
porate boards. To many Americans, how-
ever, such banker influence was suspect,
and charges of banker dominance and a
“money trust” caused investment bankers
late in this era to retreat from their mon-
itoring and oversight roles in corporate
affairs. That, of course, served to increase
the powers of corporate managers.

Americans’ suspicions about large banks
and investment bankers were also directed
at large corporations. The Gilded Age of
the late nineteenth century featured the
rise of the Robber Barons, both the busi-
ness leaders who amassed great power and
wealth in the rise of mass-production and
mass-distribution industries, and the great
½nanciers of Wall Street who collaborated
with them. Popular politicos, such as trust-
busting Theodore Roosevelt, adopted ordi-
nary Americans’ concerns about the con-
centration of wealth and power, leading
to the passage of antitrust laws and cor-
porate regulation at both the federal and
state levels. The purported goal was to
prevent or rein in monopoly, but in some
cases the application of antitrust laws and
regulations detracted from corporate ef½-
ciency and protected inef½cient producers
from more ef½cient competitors. (Amer-
ican political economy often protects
particular competitors from competition
in the name of avoiding monopoly.) 

The period from the 1930s to the 1980s
began with the Great Depression, which
put the ½nancial and corporate sectors
under a cloud, resulting in a host of New
Deal reforms. In ½nance, the Glass-Steagall
Act (1933) separated investment banks
and commercial banks, ramped up federal
regulation, and introduced deposit insur-
ance. A series of securities acts (1933, 1934,
and 1940) compelled publicly traded cor-

porations to disclose more (and more
timely) information to their stockholders
and the general public. The acts also pro-
vided regulatory oversight of securities
trading and investment companies. 

Corporations recovered much of the
prestige they lost during the Depression
through their contributions to the suc-
cessful outcome of World War II. The les-
sons about the economy learned from
World War II varied with the eye of the
beholder. To some, the overwhelming fac-
tor in the U.S. contribution to the war
effort was our immense ability to manu-
facture. That capacity was certainly there:
already by the 1920s, the United States
not only led the world in production of
the key industrial products, steel and elec-
tricity, but also led in their per-capita
production. When the United States en-
tered the war, President Franklin Roosevelt
created the War Production Board, com-
prised of industry leaders. Under their
command, the country moved with incred-
ible speed from civilian to military pro-
duction. Airplanes in enormous numbers
were produced in place of cars. U.S. ship-
building capacity produced carrier-led
fleets whose eventual scale dwarfed those
of America’s enemies.

But there was another influential way
of looking at the war’s outcome. This view,
popular in academic and intellectual cir-
cles, attributed the favorable outcome to
Allied scienti½c superiority. Radar played
a key role in deflecting the German aerial
assault on Britain following the fall of
France and in determining the course of
the war in the Paci½c. The atomic bomb
ended the war with Japan without the mas-
sive loss of American troops that a ground
assault on the Japanese home islands
almost certainly would have entailed.

Yet the wartime radar came from Eng-
land, and European science underpinned
the atomic bomb. Before the war, Ameri-
can science was not signi½cant on a world

Ralph
Gomory & 
Richard 
Sylla



106 Dædalus, the Journal of the American Academy of Arts & Sciences

scale. Science in this country, moreover,
was not viewed as practical. The great
productivity of the United States had its
footing in mass production technologies
and mass distribution capabilities, not in
science. 

The prestige of science, and the appre-
ciation of its practicality, rose sharply 
following the war. Academia and govern-
ment, especially after Sputnik (1957) and
in the face of the intensifying Cold War,
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a Cold War that was in signi½cant part a
war of ideas. Communism as practiced and
advocated by the U.S.S.R. asserted that it
would deliver the workers of the world
from the slavery of capitalism and raise
their standard of living. Soviet ideology
dominated states of Eastern Europe, en-
gulfed China and Cuba, and supported
strong Communist parties in many parts
of the world, including important West
European countries such as France and
Italy.

Fortunately, the widely shared growth
and prosperity in the United States sup-
ported the idea that capitalism could be
both effective and benign. Even the Soviet
leader Nikita Khrushchev, in a widely
quoted remark on a visit to the United
States, admitted grudgingly that “the slaves
of capitalism live well.”

For several decades, corporate leaders
recognized the claims of various stake-
holders. As late as 1981, the Business
Roundtable issued a statement recogniz-
ing the stewardship obligations of corpo-
rations to society:

Corporations have a responsibility, ½rst of
all, to make available to the public quality
goods and services at fair prices, thereby
earning a pro½t that attracts investment to
continue and enhance the enterprise, pro-
vide jobs, and build the economy.

[. . .]

That economic responsibility is by no
means incompatible with other corporate
responsibilities in society.

[. . .]

The issue is one of de½ning, and achieving,
responsible corporate management which



108 Dædalus, the Journal of the American Academy of Arts & Sciences

had been steadily rising U.S. productivity,
economic growth, and prosperity. Corpo-
rate America was in trouble.

The period from the 1980s to the present
has been marked by a major shift away
from a broad view of stakeholder interests
to an almost exclusive focus on share-
holder value. Galbraith’s countervailing
powers had in fact begun to break down
by the 1970s. Declining union membership
gradually reduced the influence of big labor
on corporate managers. Corporations
hastened the trend by closing factories 
in the old manufacturing belt of the
Northeast and Midwest, where unions
were strong, shifting production to Sun
Belt states that had long antiunion tradi-
tions. The old manufacturing areas became
known as the Rust Belt.

Countervailing power weakened further
as academics and others began to attack
government antitrust and regulatory poli-
cies as misguided. They called for deregu-
lation and increasingly placed government
itself under scrutiny. Instead of working
in the public interest, many argued, gov-
ernment practiced interest-group politics.
Bureaucrats had their own interests–
larger budgets, more authority, more
employees–which had little to do with the
public interest. Ronald Reagan, the popu-
lar president from 1981 to 1989, epitomized
this new view when he famously said gov-
ernment wasn’t the solution, it was the
problem.

Academics came to the rescue of corpo-
rations, or so it seemed, with new theories
of what corporate managers should do.
Instead of catering to the interests of var-
ious stakeholders, as they had done in the
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tions. When the stock went up, manage-
ment bene½ted hugely. This approach
aligned the interests of managers with
those of the shareholders. 

The stock-options solution cost the
company and its shareholders nothing if
the stock did not go up, so it was possible
to vote the corporate leadership amounts
of options that overcame any hesitancy.
In fact, ceo compensation soared to pre-
viously unheard-of heights. And under
many circumstances, a ceo did not have
to be exceptional to pro½t from stock op-
tions. In the rising stock market of the
1980s and 1990s, compensations for all
ceos rose together. Certain practices in
corporate governance helped generate
this result. ceos sometimes served simul-
taneously as chairmen of their boards.
They invited other ceos to serve on their
boards and possibly chair the compensa-
tion committee, a favor that often was
returned. ceos and boards hired compen-
sation consultants that, perhaps unsur-
prisingly, seldom if ever recommended
reducing ceo compensation. 

Criticisms of ceo compensation usually
elicited a response such as, “He created
$2 billion of increased value, why shouldn’t
he get $100 million of it?” This attitude
implied that the efforts of an entire com-
pany, with tens of thousands of employees,
were the result of a single ceo or top-
management team. John F. Welch, ceo of
General Electric from 1981 to 2001, is a
prominent example. In the 1980s, Welch
was dubbed “Neutron Jack” for reducing
ge employment by more than one hundred
thousand (of about four hundred thou-
sand) and for ½ring each year the bottom
10 percent of his managers. Welch also
led the old manufacturing company into
½nancial services, which came to account
for a large proportion of ge’s pro½ts.
Shareholder value and pro½ts soared
under Welch, whose stock options made
him a very wealthy man. In 1999, For w1 159.7113 359.34wch also
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[T]he principal objective of a business enter-
prise is to generate economic returns to its
owners. . . . [I]f the ceoand the directors are
not focused on shareholder value, it may be
less likely the corporation will realize that
value.5
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U.S. market. Either alone or in joint enter-
prises with Chinese corporations, U.S.
corporations are building plants in China
that enhance both that country’s produc-
tive abilities and its technical know-how.
The goods imported from these enter-
prises contribute largely to the enormous
imbalance of trade. The result is $2–3
trillion at the disposal of the Chinese gov-
ernment for the purchase of more U.S.
Treasury securities–or, as seems more
likely in the future, for the acquisition of
American companies and their technolo-
gies. In addition, U.S. corporations are
increasingly locating their R&D in China,
providing a further and direct way for
China to acquire American technologies.

Competition from China has highlighted
two general attitudes toward U.S. manu-
facturing. Some lament the destruction
of American manufacturing, which is tra-
ditionally high wage, R&D intensive, and
the greater part of U.S. exports in inter-
national trade. They ask where our man-
ufactured goods will come from if we do
not make them and do not have anything
on the same scale to trade for manufac-
tured imports.

Others believe in a “new economy” in
which manufacturing is off-shored. Amer-
ica creates the design; those with devel-
oped manufacturing skills and perhaps
lower wages build what we design. Amer-
ica specializes in R&Dand innovation; the
duller and older things that have become
commodities are made abroad. This view
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1) Productivity: Our corporations should
be productive, each contributing as
much as possible to the total of goods
and services produced in the United
States. It is the sum of these efforts that
makes America prosperous. 

2)Sharing: Our corporations should pro-
vide productive and well-paying jobs 
so that the value the companies create 
is widely shared by Americans. This
widely shared wealth gives the nation 
and its people economic security and
political stability. 

These expectations sound very different
from the present goal of maximizing pro½t
and shareholder value. They are closer to
the role that corporations played during
the prosperous 1950s and 1960s, when in-
terests other than those of the top exec-
utives and large shareholders were also
taken into account. 

If these are the goals, how well are U.S.
corporations doing? They are doing well
by their own criterion of maximizing prof-
itability and (less certainly) shareholder
value. In fact, major corporations have had
record pro½tability in recent years, even
though the nation has been racked with
declining incomes, high unemployment,
and languishing stock prices. 

But corporations are not doing very well
by the two criteria we list above. With
respect to the ½rst criterion, gdp has in-
creased more slowly in recent years, and
the most productive sectors affected by
corporate globalization are no longer the
growth areas of the U.S. economy. Our
high-tech and manufacturing areas have
been among the hardest hit. On the ½rst
criterion, therefore, we are hard pressed
to award a grade better than C. 

On the second criterion, we have seen
only small returns to most Americans over
the last thirty years, the period in which
the shareholder view overtook the stake-
holder view. Almost all the gains from in-

creased productivity, as noted earlier,
have gone to the top economic tier. The
resulting concentration of wealth and its
attendant political power threatens the
nature of our democracy. Three decades
of this realignment merits a low grade,
charitably a D. 

Currently, the dominant motivation of
the American corporation is to maximize
pro½ts and raise stock price in the interest
of shareholders. While this is often regard-
ed as a legal requirement, it is not. Corpo-
rate directors owe their ½duciary duties
not to the shareholders, as is often thought,
but to the corporation.13Indeed, it would
be surprising if the law prescribed share-
holder value as the only goal given that the
Business Roundtable, as early as its 1981
statement quoted above, publicly urged
the consideration of many other factors. 

Despite its lack of legal standing, the
sway of “maximizing shareholder value”
appears absolute. In today’s large corpo-
rations, shareholders are distant from the
company and their sole attachment is to
the shares they hold, although they usu-
ally hold them for only a short time. Cor-
porate results, if the goal is shareholder
value, are easily measured; companies that
do not measure up will see a change of
ceo or of the board, or possibly a hostile
takeover.

If we assume that this motivation is un-
changeable, then the road to better social
outcomes must lie in making these out-
comes more pro½table for corporations.
We begin by discussing ways to improve
the performance of corporations on our
½rst criterion, which, in homely terms, is
about making a bigger total pie (gdp) for
Americans without concern for how it is
divided up. 

Given the strong negative influence that
Asian mercantilist policies have on our
corporations, one measure that must be
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Many forms of this approach can be
considered. An approach better suited to
an economy struggling with unemploy-
ment would be to reward companies for
their total value added in the United
States rather than productivity or value
added per employee. With such an incen-
tive in place, a company moving work
overseas would suffer a tax disadvantage. 

There are many variants of these general
approaches that can be considered. We
are not alone in thinking that it is a direc-
tion worth considering. As Jeffrey Immelt,
ceo of General Electric, stated in 2007:
“If the U.S. government wants to ½x the
trade de½cit, it’s got to be pushed; ge
wants to be an exporter. We want to be a
good citizen. Do we want to make a lot of
money? Sure we do. But I think at the end
of the day we’ve got to have a tax system
or a set of incentives that promote what
the government wants to do.”15

Next we need to consider the second
goal, which bears on who gets how much
of the bigger pie. The focus on shareholder
value as the only corporate goal is a recent
development. While it has the advantage
of simplicity and measurability, it also
pits wage-earners directly against those
whose interest is mainly in share price:
that is, the shareholders and top execu-
tives. There is no concept of sharing or
distributing the fruits of greater produc-
tivity. Perhaps we should consider other
forms of organization. The following sug-
gestions are intended to provoke thought,
not provide a solution. But we do think
that such thought is needed.

Other forms of organization–namely,
mutual corporations and cooperatives–
have a signi½cant history in the United
States. In the insurance industry, the mu-
tual form serves more than 135 million
auto, home, and business policyholders;
it accounts for 50 percent of the automo-
bile/homeowners market and 31 percent
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this is an incentive for them to work
together to increase it.

Dividing the value added is where there
is conflict, which the present pro½t-max-
imizing arrangement settles entirely in
favor of those who are compensated by
pro½t. This approach leaves out the wage-
earners. We have seen the consequences
of that division over the past thirty years. 

In a world of companies devoted to
maximizing value added, there could be
many ways to divide the portion of the
value added that is available for wages
and pro½ts. Some companies will give as
much as they can to pro½ts, making them
indistinguishable from today’s pro½t max-
imizers. They may ½nd it easier to raise
money in the stock market. Some compa-
nies may choose to give more in wages,
and they may ½nd it easier to hire and
keep good people. Some may choose to
excel in being environmentally friendly.

Were such a change in the purpose of
the corporation to be adopted we might
become a nation with a great variety of
companies, all in their different ways
adding to the gdp and many adding to a
better distribution of income, wealth,
and, in turn, political power. 

A
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carries with it political as well as econom-
ic dominance. These issues and what to
do about them deserve more thought from

the economics profession and, indeed,
from all Americans.

endnotes
* Contributor Biographies: RALPH GOMORY, a Fellow of the American Academy since 1973,
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