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Many corporatïons have wïdened theïr coîîïtîent to the socïal
good. Thïs ïs to be welcoîed, but expectatïons requïre teîperïng
wïth an awareness of what the corporate capacïty for change actually
ïs.

Robert Madsen, Curtïs J. Mïlhaupt

09 Nov 2020, 2:05 pî

For decades there has been a general consensus aîong econoîïsts, ïnvestors and

executïves ïn the Unïted States and the broader Anglo�Aîerïcan world that

corporatïons should operate prïîarïly for the bene³t of theïr “owners,” îeanïng theïr

shareholders. That consensus, however, ïs now erodïng. Serïal ³nancïal crïses,

https://www.americanpurpose.com/author/robert-madsen/
https://www.americanpurpose.com/author/curtis-j-milhaupt/
https://twitter.com/share?text=The%20Expansion%20of%20Corporate%20Responsibility&url=https://www.americanpurpose.com/articles/untitled/
https://www.facebook.com/sharer/sharer.php?u=https://www.americanpurpose.com/articles/untitled/
https://www.linkedin.com/shareArticle?mini=true&url=https://www.americanpurpose.com/articles/untitled/&title=The%20Expansion%20of%20Corporate%20Responsibility
http://pinterest.com/pin/create/button/?url=https://www.americanpurpose.com/articles/untitled/&media=https://images.unsplash.com/photo-1431540015161-0bf868a2d407?ixlib=rb-1.2.1&q=80&fm=jpg&crop=entropy&cs=tinysrgb&w=2000&fit=max&ixid=eyJhcHBfaWQiOjExNzczfQ&description=The%20Expansion%20of%20Corporate%20Responsibility
mailto:?subject=The%20Expansion%20of%20Corporate%20Responsibility&body=https://www.americanpurpose.com/articles/untitled/
https://www.americanpurpose.com/
https://www.americanpurpose.com/


11/9/2020 The E[panVion of CorporaWe ReVponVibiliW\

hWWpV://ZZZ.americanpXrpoVe.com/arWicleV/XnWiWled/ 2/16

shareholders. That consensus, however, ïs now erodïng. Serïal ³nancïal crïses,

corruptïon scandals, the perceptïon that the systeî ïs rïgged ïn favor of the rïch and

powerful, ecologïcal probleîs, and concerns about a worsenïng dïstrïbutïon of wealth

have led people to reexaîïne the role of the corporatïon ïn socïety. Increasïngly,

advocates of reforî argue that busïnesses should be concerned about theïr

“stakeholders”�not just shareholders but also workers, supplïers, custoîers, and

socïety at large. The new îoveîent, whïch ïs oëen terîed “ESG” �Envïronîental,

Socïal and Governance ïssues�, ïs not lïîïted to progressïves and lïberals, but has îade

substantïal ïnroads ïn the coîîercïal and ³nancïal coîîunïty as well. Aëer decades

of espousïng shareholder capïtalïsî, for ïnstance, ïn 2019 the Busïness Roundtable

declared a “fundaîental coîîïtîent to ïll of our stakeholders” ïn order to �better

re´ect the way corporatïons can and should operate today.”

Perhaps ïnevïtably gïven the speed wïth whïch stakeholder�orïented capïtalïsî has

gaïned popularïty and ïn´uence, expectatïons for what ït can achïeve have run far

ahead of realïty. There are serïous lïîïts to what ïnvestors and busïnesses can do

through corporate reforî to ïîprove socïal and envïronîental outcoîes: put sïîply,

îost of the heavy lïëïng îust ultïîately be done by governîents. Thïs does not

îean, however, that the reforîïst îoveîent ïs poïntless. To the contrary, îany

coîpanïes can îake a sïgnï³cant dï²erence for theïr workers and coîîunïtïes

wïthout jeopardïzïng busïness success, and the corporate sector ïs unïquely able to

focus publïc and polïtïcal attentïon on what îust be done wïthïn any country’s

borders. Furtherîore, cooperatïve e²orts organïzed across the Unïted States, Europe,

and Japan could strengthen the standards governïng everythïng froî labor and the

envïronîent to accountïng, transparency, and even treatïes. At a tïîe when Chïna and

other developïng econoîïes are challengïng the norîs of global econoîïc

governance, an ïnternatïonal partnershïp between progressïve coîpanïes, fund

îanagers, and polïtïcal authorïtïes would help restore soîe of the prestïge and soë

power that the West has forfeïted ïn recent decades.

0he Penduluí Swîngs

F or centurïes the role that corporatïons were expected to play ïn socïety has

îoved between two poles: the publïc ïnterest on the one hand, and the prïvate

ïnterests of ïnvestors on the other. The earlïest corporatïons were actïve partners ïn

governîental actïvïtïes. Such entïtïes as the Dutch East Indïa Coîpany were granted

charters on the explïcït expectatïon that they would serve enuîerated publïc
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purposes, ïncludïng ïn soîe ïnstances servïng as de facto rulers over dïstant colonïes.

Thïs expectatïon changed wïth the passage of tïîe. By the îïd�19th century there was

a trend toward “free ïncorporatïon,” a systeî that allowed corporatïons to engage ïn

any lawful actïvïty for purely prïvate ends.

The balance then tïpped back ïn the socïal dïrectïon aëer the world wars, events that

requïred îuch greater îobïlïzatïon of prïvate resources and closer coordïnatïon

between bïg busïnesses and governîent, not only ïn the Unïted States but throughout

the developed world. What eîerged ïn the post�1945 era was therefore a îïxed

regïîe. Polïtïcal leaders, regulators, and coîpanïes reîaïned îutually supportïve and

shared a coîîïtîent to socïal stabïlïty and a rïsïng standard of lïvïng for workers,

both ïn recognïtïon of the sacrï³ces those cïtïzens had îade durïng the con´agratïon

and ïn order to prevent the rïse of coîîunïsî ïn Western Europe, Japan, and other

countrïes. Wïthïn that generally accepted fraîework, however, and varyïng soîewhat

froî culture to culture, ³rîs were free to pursue the generatïon of pro³ts for theïr

ïnvestors as they saw ³t.

That îoveîent of the penduluî toward lïîssez fïîre econoîïcs accelerated,

partïcularly ïn the Unïted States, as îeîorïes of the wars and the Depressïon faded.

People began to questïon whether the welfare state was worth the costs and

ïneµcïencïes ït seeîed to entaïl. Proîïnent aîong the skeptïcs were those who

coîprïsed the pro�îarket Chïcago school of econoîïcs, whïch by the 1970s was

gaïnïng prestïge and persuadïng îany econoîïsts, ïnvestors, and îanagers that

coîpanïes exïsted solely for the bene³t of theïr equïty owners.

Mïlton Frïedîan unïntentïonally becaîe the patron saïnt of the eîergïng doctrïne of

shareholder prïîacy. In a seîïnal 1970 artïcle he wrote that “there ïs one and only one

socïal responsïbïlïty of busïness � to use ïts resources and engage ïn actïvïtïes

desïgned to ïncrease ïts pro³ts so long as ït stays wïthïn the rules of the gaîe, whïch ïs

to say, engages ïn open and free coîpetïtïon wïthout deceptïon or fraud.” The

advocates of pro³t îaxïîïzatïon tended to focus on the ³rst half of that passage and

to ïgnore the latter half about the “rules of the gaîe,” whïch are deterîïned through

establïshed polïtïcal processes and regulatïon. Whïle Frïedîan was assuredly a free�

îarket conservatïve, he was always cognïzant of the need to protect the ïnterests of

workers and socïety and was accordïngly never as extreîe as îany who îarched

d hï b

https://www.nytimes.com/1970/09/13/archives/a-friedman-doctrine-the-social-responsibility-of-business-is-to.html


11/9/2020 The E[panVion of CorporaWe ReVponVibiliW\

hWWpV://ZZZ.americanpXrpoVe.com/arWicleV/XnWiWled/ 4/16

under hïs banner.

Frïedîan was the ³rst thïnker, for exaîple, to propose a Unïversal Basïc Incoîe �UBI�

ïn order to guarantee that all cïtïzens enjoy a reasonable standard of lïvïng whïle also

reducïng the enorîous adîïnïstratïve burdens of uneîployîent, state�run

healthcare, and other needs�based welfare scheîes. Frïedîan lïkewïse stated that ïn

the event of a severe econoîïc downturn, the governîent should dïstrïbute free

capïtal to all cïtïzens�ïf necessary, by droppïng that îoney froî helïcopters�ïn

order to stïîulate deîand and recovery. Conservatïves rïdïculed thïs notïon of

“helïcopter îoney” untïl the ïîplosïon of the subprïîe bubble ïn 2007�09

necessïtated quantïtatïve easïng �QE�, a forî of governîent grants that Frïedîan

would have resïsted due to ïts clear bïas ïn favor of the rïch. Yet even that

reconcïlïatïon was tentatïve and begrudgïng; to thïs day conservatïves stïll overlook

theïr hero’s proîotïon of UBI and other “lïberal” ïdeas that they prefer to dïsîïss as

the aspïratïons of deranged socïalïsts.

Ultïîately, the prophets of shareholder capïtalïsî were closer to another leadïng

thïnker than to the logïcally consïstent but ïdeologïcally coîplex Frïedîan. In 1971

Lewïs Powell, whoî Rïchard Nïxon would soon noîïnate to the Supreîe Court,

penned hïs eponyîous Powell Meîoranduî, ïn whïch he declared that the “free

enterprïse systeî” was under ³re froî “the Coîîunïsts, New Leëïsts, and other

revolutïonarïes �deterîïned� to destroy the entïre systeî, both polïtïcal and

econoîïc.” Froî that febrïle dïagnosïs, Powell proceeded to prescrïbe a long�terî

e²ort to curtaïl corporatïons’ socïal responsïbïlïtïes, weaken the welfare systeî, and

underîïne lïberalïsî ïn general. Hïs actïon plan was for conservatïves to raïse large

suîs of îoney to use ïn proîotïng rïght�wïng speakers and îedïa, rewrïtïng hïgh

school and college textbooks, ensconcïng conservatïve scholars ïn acadeîïa and

busïness schools, helpïng lïîssez fïîre polïtïcïans wïn electïons at the state and natïonal

level, and usïng the courts to change the legal systeî.

The Powell Meîoranduî was tïîely and ïn´uentïal. Its eîphasïs on shareholder

prïîacy appealed to wealthy ïnvestors and conservatïve ïntellectuals and ïnspïred a

îultïfaceted approach that would soon attaïn consïderable success. The e²ort gaïned

îoîentuî wïth the hostïle takeover battles ïn the 19�0s and accelerated draîatïcally

wïth the rïse of stock�based executïve coîpensatïon. These ïdeas becaîe the new

capïtalïst relïgïon, enshrïned for exaîple ïn a polïcy stateîent ïssued by the Busïness

https://scholarlycommons.law.wlu.edu/cgi/viewcontent.cgi?article=1000&context=powellmemo
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Roundtable ïn 1997 that “the paraîount duty of îanageîent and of boards of

dïrectors ïs to the corporatïons’ stockholders; the ïnterests of other stakeholders are

relevant as derïvatïve of the duty to stockholders.” Thïs doctrïne of shareholder

prïîacy would eventually grow so deeply entrenched ïn the Unïted States that by the

late 20  century îany �îïstakenly� belïeved a new forî of legal entïty�the “bene³t

corporatïon,” coîbïnïng the pro³t îotïve wïth pursuït of a publïcly stated “socïal

bene³t”�was necessary to shïeld executïves froî legal actïon ïf they chose to pursue

goals that dïd not unïforîly îaxïîïze ³nancïal returns for shareholders.

Thïs background renders the îore recent swïng back toward the socïally conscïous

pole especïally strïkïng. In hïs 201� annual letter to ïnvestors, Larry Fïnk, the

ïn´uentïal CEO of BlackRock and one of the leadïng proponents of îore socïally

responsïble corporate governance, notïng approvïngly that “�s�ocïety ïs deîandïng

that coîpanïes, both publïc and prïvate, serve a socïal purpose. To prosper over tïîe,

every coîpany îust not only delïver ³nancïal perforîance, but also show how ït

îakes a posïtïve contrïbutïon to socïety.” Meanwhïle a “stewardshïp” îoveîent wïth

non�bïndïng codes of conduct arose ïn the Unïted Kïngdoî to curb short�terî

corporate thïnkïng. It then spread to the other Western econoîïes, encouragïng

ïnstïtutïonal ïnvestors to engage wïth ïnvestee coîpanïes to proîote long�terî

sustaïnable growth. These saîe ïnstïtutïonal ïnvestors now ïncreasïngly focus on ESG

prïorïtïes ïn theïr ïnvestîents. Yet even îore reîarkable ïs the extent to whïch

corporatïons profess to share the new enthusïasî for stakeholder�orïented capïtalïsî,

as re´ected ïn the 2019 Busïness Roundtable stateîent noted above. Sentïîents that

were once anatheîa to bïg busïness and îajor ïnvestors have thus becoîe the new

gospel.

What has ïîpelled thïs ostensïble change ïn ïnvestor and corporate sentïîent� Soîe

of the îotïvatïons are evïdently self�servïng: de´ectïng attentïon froî the

îalfeasance that contrïbuted to the 2007�09 Great Recessïon and îore recent

corporate scandals, for exaîple, or “vïrtue sïgnalïng” as a forî of publïc relatïons and

brand îanageîent. ESG actïvïsî also perforîs a prophylactïc functïon. Investors

and îanagers realïze that the Unïted States and other OECD econoîïes are

îalfunctïonïng badly ïn socïal and coîîunal terîs�wïtness global warîïng and

other urgent ecologïcal probleîs, the pïeceîeal publïc response to the coronavïrus

crïsïs, the worsenïng dïstrïbutïon of wealth and ïncoîe, and the racïal tensïons

presently roïlïng the world�and that enraged electorates îay react by deîandïng the

ïîposïtïon of onerous new legal and regulatory burdens on busïnesses To adduce a

th

https://benefitcorp.net/sites/default/files/Model%20benefit%20corp%20legislation%20_4_17_17.pdf
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ïîposïtïon of onerous new legal and regulatory burdens on busïnesses. To adduce a

few concrete cases, McKïnsey’s partnershïp recently rebelled agaïnst the ³rî’s

engageîent wïth South Afrïca’s securïty forces; Facebook’s eîployees have launched

caîpaïgns agaïnst the socïal îedïa coîpany’s tolerance of false and îïsleadïng

polïtïcal advertïseîents; and Google faces ïnternal rebellïon over ïts censorshïp of

ïnforîatïon ïn deference to Chïnese sensïtïvïtïes and ïts ïnvestîents ïn surveïllance

technologïes. Busïnesses are rïghtfully concerned about thïs wïdespread dïssatïsfactïon

and see advocacy of stakeholder capïtalïsî as a îeans of attenuatïng the polïtïcal

threat that dïssatïsfactïon represents.

Yet ït would be a îïstake to portray the new enthusïasî as entïrely cynïcal, for îany

ïnvestors and executïves are genuïnely concerned about theïr coîîunïtïes and the

legacy they wïll leave to theïr progeny. The partïsan warfare and ensuïng polïtïcal

paralysïs that has grïpped the Unïted States, the Unïted Kïngdoî and the EU ïn recent

years has undoubtedly exacerbated these concerns and enhanced the desïre for îany

econoîïc actors to îake a dï²erence beyond theïr own boardrooîs. Certaïn actors,

furtherîore, should have had a long�terî orïentatïon all along. Pensïon funds,

ïnsurance coîpanïes, and other ïnstïtutïonal ïnvestors have oblïgatïons to theïr

bene³cïarïes that îust be païd out over decades and hence requïre robust econoîïc

growth not over the next quarter or two but for ten, twenty, or even thïrty years.

Exercïsïng a broader “stewardshïp” that eîphasïzes a healthy envïronîent, the well�

beïng of coîîunïtïes, and a decent lïvïng standard for workers ïs the only way to

guarantee the socïal stabïlïty and strong household consuîptïon that drïves GDP and

elevates îarket values over that longer tïîe horïzon. So there are a nuîber of

coîpellïng reasons for corporatïons to expand theïr vïsïon to ïnclude îore socïal

desïderata.

Mïnïgîng Expectïtîons

A lthough hopes are hïgh for what corporatïons and ïnstïtutïonal ïnvestors can

achïeve through greater eîphasïs on stakeholder needs as opposed to narrower

shareholder bene³t, few of the ESG reforîïsts have bothered to de³ne what the

îoveîent’s precïse goals should be. Thïs îatters because ïn the absence of a concrete

agenda people tend to assuîe îore than ïs possïble, and the ïnexorable faïlure to

îeet those expectatïons generates dïssatïsfactïon and the possïbïlïty of polïtïcal

backlash. A brïef revïew of the probleîs confrontïng the world today ïndïcates that the

îost dauntïng challenges stretch far beyond the aîbït of corporate power.
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When the Western world eîerged froî World War II, governîents caîe under

ïntense pressure to protect workers’ ïnterests both because of the great sacrï³ces they

had îade ïn that con´agratïon and to establïsh a bulwark agaïnst coîîunïst agïtatïon

of the sort that would ïn 1947 and 194� trouble France and Italy. In Europe, the new

socïal contract relïed heavïly on the state, whïch would provïde healthcare; generous

welfare bene³ts; strong labor guarantees; pensïons; and, through ³scal polïcy, a

relatïvely equïtable dïstrïbutïon of ïncoîe and wealth. In Japan the socïal coîpact was

a îïxed one ïn whïch large corporatïons o²ered lïfetïîe eîployîent to theïr workers

and the governîent o²ered a coîprehensïve prograî of natïonal healthcare as well

as îoderate bene³ts to those not eîployed by bïg busïness. Meanwhïle, Aîerïcan

dïstrust of central governîent rendered ït ïîpossïble to enact wïthïn the Unïted States

anythïng close to the egalïtarïan polïcïes that Washïngton ïîposed on Japan, Taïwan,

South Korea, and Gerîany ïn the late 1940s and 1950s. Instead, the U.S. governîent

asked corporatïons to bear îuch of the socïal burden through the provïsïon of

healthcare and pensïons. But these bene³ts only exïsted ïn large ³rîs; the bulk of the

workforce dïd not enjoy such protectïons and was leë relatïvely exposed to the danger

of job losses or îajor ïllnesses.

But strong econoîïc growth covers a îultïtude of sïns. In the heady years of the 1950s

and 1960s, when deîand for U.S. output was stïîulated by postwar reconstructïon ïn

Europe and Asïa and by robust doîestïc household consuîptïon, even sîall and

îedïuî�sïzed coîpanïes fared well and not too îany people fell through the cracks.

That all�ïîportant deîand began to falter, though, as other countrïes regaïned theïr

footïng and could îeet theïr own ïnfrastructure needs; and then especïally wïth the

onset of the two oïl crïses, whïch suppressed coîîerce globally. These adverse

developîents îïght well have trïggered a sustaïned deceleratïon ïn GDP growth and

socïal stabïlïty, but the late 1970s and 19�0s brought vast ³nancïal deregulatïon and a

consequent expansïon ïn the abïlïty of governîents, corporatïons, and households to

borrow to sustaïn theïr spendïng habïts. Thus debt�fueled consuîptïon�partïcularly

ïn the Unïted States�replaced postwar ïnvestîent as the foreîost engïne of global

GDP growth and kept eîployîent buoyant and pensïons ïntact, the prïces of hoîes

and other assets rïsïng, and cïtïzens quïescent. Chïna’s entry ïnto the global econoîy

would gradually becoîe a secondary source of aggregate deîand.

The reckonïng caîe ïn the 21  century. The ïîplosïon of the technology bubble ïnst
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the early 2000s dïd consïderable daîage to household ³nances and underîïned both

con³dence ïn Western capïtalïsî and Aîerïca’s ïnternatïonal prestïge. Far îore

devastatïng was the 2007�09 ³nancïal debacle and the ensuïng Great Recessïon, whïch

revealed gapïng holes ïn the Aîerïcan socïal safety net as well as the threadbare nature

of soîe of the European welfare systeîs, and thereby precïpïtated a surge ïn popular

dïscontent that roïled polïtïcs on both sïdes of the Atlantïc. Chïnese leaders notïced

these troubles and slowed the ïîpleîentatïon of îarket�openïng ïnïtïatïves they had

pledged upon accessïon to the World Trade Organïzatïon and ïn negotïatïons wïth

treaty partners, rather than rïsk exposure to the volatïlïty that ïncreasïngly

characterïzed the bïg Western countrïes. In the îeantïîe, populïst rage ïn North

Aîerïca and Europe would contïnue to îount through the latter half of the 2010s and

probably wïll ïnto the 2020s as well. Thïs anger focused prïîarïly on governîental

and socïoeconoîïc elïtes but ït also ïncluded corporatïons and even capïtalïsî ïn

general. As îentïoned above, the possïbïlïty that the darkenïng îood îïght lead to

greater regulatïon of ïndustry and ³nance was one of the factors that îotïvated the

recent reconsïderatïon of the approprïate balance between shareholder and

stakeholder ïnterests.

Yet îost of these probleîs extend far beyond the corporate sector’s reîedïal powers.

For the underlyïng conundruî ïs not a corporate and ïndustrïal one, but rather îajor

´aws ïn varïous post�World War II socïal contracts that are no longer realïstïc ïn

today’s cïrcuîstances. More specï³cally, the agïng of the rïchest cohorts ïn the

developed world, the severïty of the Great Recessïon, and the ïntensï³catïon of that

downturn through the coronavïrus crïsïs have lowered the long�terî growth rates of

the global and OECD econoîïes. Slower growth ïn turn îeans less natïonal ïncoîe to

tax and redïstrïbute; weaker deîand for labor and îore uneîployîent; and, through

lower ïn´atïon, suppressed ïnterest rates and stïîulatïve îonetary polïcy, îassïve

expansïons ïn lïquïdïty that ïnexorably lead to îarket apprecïatïon, and a bïgger

transfer of natïonal wealth to those fortunate enough to own assets.

Requïrïng ïnvestors and corporate executïves to pay îore attentïon to the e²ects of

theïr conduct on workers, coîîunïtïes, socïal justïce, and the envïronîent ïs

doubtless a good ïdea. But askïng theî to reverse deîographïc trends, redress ³scal

and îonetary ïîbalances, ïîprove the dïstrïbutïon of ïncoîe and wealth, and change

regulatory regïîes to aîelïorate socïal and polïtïcal bïases ïn favor of the rïch and

powerful ïs patently unreasonable.
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The gulf between the challenges confrontïng the OECD econoîïes on the one hand

and the capacïty of busïnesses to solve theî on the other ïs evïdent ïn even a cursory

exaîïnatïon of two crïtïcal sets of actors: large corporatïons and the ïnstïtutïonal

ïnvestors that collectïvely own îuch of theïr equïty. Publïcly lïsted corporatïons�the

ones that would be dïrectly ïnvolved ïn the new stakeholder capïtalïsî and ïts varïous

behavïoral codes�account for less than 1 percent of all U.S. ³rîs and only a thïrd of

total non�farî eîployîent. So even aggressïve reforîs ïn bïg corporatïons’

eîployîent practïces and worker bene³ts would never reach the vast îajorïty of

Aîerïcan workers or raîïfy through the sîall� and îedïuî�sïzed ³rîs that

coîprïse the greater part of the econoîy.

Moreover, no îatter how supportïve these bïg coîpanïes were to becoîe, theïr

e²orts would never aîount to a natïonal healthcare or pensïon systeî or engender a

sïgnï³cant ïîproveîent ïn the dïstrïbutïon of wealth and ïncoîe. Sïîïlarly,

ïndïvïdual ³rîs could assuredly reduce theïr ecologïcally destructïve behavïors and

perhaps adopt reparatory îeasures, but those wïll never aîount to a coherent

prograî to address clïîate change. In the bïgger pïcture, therefore, corporatïons are

secondary actors.

It ïs also ïîportant to note that îany coîpanïes ïn the Unïted States and the OECD

do not eîbrace coîprehensïve ESG reforî. Preference for the status quo steîs ïn

part froî the nature of the corporatïon ïtself, an entïty that ïs run by senïor executïves

appoïnted and overseen by a board of dïrectors elected by a sïngle stakeholder�the

shareholders. In the words of Leo Strïne, Jr., the recently retïred Chïef Justïce of the

Delaware Supreîe Court, whïch serves as the îaïn arbïter of corporate governance

standards ïn the Unïted States, “Corporate power ïs corporate purpose.” So no îatter

how socïally conscïous a ³rî’s îanagers îay be, they cannot be expected to pursue

busïness strategïes that threaten the ³nancïal ïnterests of theïr shareholders. Gïven the

lack of dïversïty ïn the boardrooîs of corporate Aîerïca, furtherîore, ït ïs not

obvïous that urgïng dïrectors to îake publïc polïcy ïs a sound strategy.

E²ectïng ESG reforî would obvïously be easïer ïf the ïnstïtutïonal ïnvestors who

doîïnate ownershïp of publïcly traded ³rîs were unïforîly coîîïtted to the cause,

but here too there are structural, volïtïonal, and technïcal obstacles. Structurally, îany

ïnstïtutïonal ïnvestors are not sta²ed to îonïtor full portfolïos of coîpanïes to ensure

they îeet ESG crïterïa More probleîatïc stïll over the last 15 years the ïndustry has

https://www.nber.org/digest/apr07/w12354.html%23:~:text=Publicly%20traded%20companies%20constitute%20less,the%20non-farm%20business%20sector
https://scholarship.law.upenn.edu/faculty_scholarship/1722/
https://www.spencerstuart.com/-/media/2019/ssbi-2019/us_board_index_2019.pdf
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they îeet ESG crïterïa. More probleîatïc stïll, over the last 15 years the ïndustry has

îoved away froî actïve fund îanageîent ïn favor of ïndex ïnvestïng, whereby a

fund îanager holds a portfolïo that îïîïcs a partïcular benchîark lïke the S¾P 500

and ïs autoîatïcally adjusted to re´ect changes ïn that underlyïng benchîark. Thïs

swïtch to low�cost, passïve ïnvestîent strategïes has been a boon to retïreîent

accounts but ït has led to a concentratïon of corporate ownershïp ïn the hands of three

îassïve ïnstïtutïonal ïnvestors�Vanguard, BlackRock and State Street�whïch now

collectïvely coîprïse the largest ownershïp block ïn 40 percent of all lïsted U.S.

coîpanïes and alîost 90 percent of S¾P 500 coîpanïes.

Wïth theïr core strategïes thus focused on ïnvestîents that are constantly undergoïng

algorïthîïc rebalancïng, and wïth lïîïted ïncentïves to outperforî the relevant

benchîark, the Bïg Three and other ïnstïtutïonal ïnvestors cannot realïstïcally devote

the resources necessary to îonïtor and a²ect the ESG perforîance of theïr portfolïo

coîpanïes. If the Bïg Three were to coordïnate theïr e²orts they îïght be able to

advance stakeholder capïtalïsî to soîe degree, but concretïzïng that deterîïnatïon

would be dïµcult and could exacerbate antïtrust concerns about “parallel ownershïp”

by a few huge ïnstïtutïonal ïnvestors.

A related structural barrïer arïses froî the prïce eµcïency of ³nancïal îarkets.

Although “ïîpact” ïnvestors ïn prïvate equïty and venture capïtal can to soîe extent

subsïdïze busïnesses wïth adîïrable socïal perforîances and penalïze the îore

recalcïtrant, ït ïs vïrtually ïîpossïble for ïnvestors ïn publïcly traded securïtïes to do so.

In the vast îajorïty of cases, ESG�îotïvated stock trades sïîply create arbïtrage

opportunïtïes for “socïally neutral” ïnvestors who only care about ³nancïal returns. If

progressïve ïnvestors dïvested froî coîpanïes ïn a pollutïng ïndustry, for exaîple, or

froî producers of tobacco products, the declïne ïn share prïces would îerely ïnvïte

ïnvestors focused solely on ³nancïal returns to buy the shares îore cheaply. Those

purchases, ïn turn, would return the share prïces to the ex ïnteequïlïbrïuî level and

the target coîpanïes would contïnue to operate as before. In the case of publïcly

traded ³rîs, therefore, barrïng a fundaîental shïë ïn consuîer preferences or an

econoîy�wïde caîpaïgn agaïnst a partïcular ïndustry or busïness practïce, the

eµcïency of capïtal îarkets blunts the e²ect of ESG ïnvestïng.

Fïnally, the pro�socïal stance assuîed by the Busïness Roundtable ïs not unïversally

shared by ïnstïtutïonal ïnvestors. The organïzatïon’s 2019 declaratïon ïn favor of

stakeholder capïtalïsî quoted above alîost ïnstantaneously brought forth an acïd

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2798653
https://ssir.org/articles/entry/how_investors_can_and_cant_create_social_value
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rejoïnder by the Councïl of Instïtutïonal Investors, whïch reîarked that

“accountabïlïty to everyone îeans accountabïlïty to no one.” Thïs reactïon harks back

to the truncated Frïedîan dïctuî that corporatïons exïst solely to generate pro³ts for

theïr shareholders.

The bottoî lïne ïs that wïth regard to dïstrïbutïonal patterns, the socïal safety net, and

envïronîental concerns, the corporate sector ïs perforce a secondary actor. The bulk

of the work îust be done by governîents. Only governîents can decïde ³scal and

îonetary polïcïes; extend better protectïon to all theïr workers and cïtïzens; negotïate

trade agreeîents; consent to ïnternatïonal legal regïîes; create and ³nance

îultïlateral organïzatïons; and organïze cooperatïve endeavors to address pandeîïcs,

clïîate ïssues, and other global ïssues. Corporatïons can îake substantïal

contrïbutïons by ïîprovïng theïr own conduct and leadïng by exaîple, and

ïnstïtutïonal ïnvestors can help by adoptïng a long�terî perspectïve and encouragïng

îanagers to consïder objectïves other than ³nancïal returns�assuîïng that workable

non�³nancïal perforîance îetrïcs can be agreed upon. But one îust reîeîber the

practïcal constraïnts that bïnd both ïnstïtutïonal ïnvestors and corporate executïves.

Ultïîately what îatters îost ïs the wïll of deîocratïc natïons as îanïfested ïn theïr

choïce of polïtïcal leaders.

2hït Corporïtîons Cïn Do

T he purpose of the foregoïng analysïs ïs not to dïscourage corporate reforî but

rather to render expectatïons of what ït can accoîplïsh îore realïstïcally and to

channel the present enthusïasî îore e²ectïvely. There truly ïs no alternatïve to

forceful reîedïal and forward�lookïng actïon by the governîents of Europe, Japan,

and partïcularly the Unïted States. Wïthïn that context, however, busïness enterprïses

can play a vïtal role. If taken serïously and îade coîpatïble wïth the ïncentïves of

ïnstïtutïonal ïnvestors and corporate executïves, ESG�orïented reforîs can reduce the

daîage that îany self�ïnterested ³rîs presently do wïthïn theïr own îetaphorïcal

neïghborhoods. Moreover, by publïcïzïng these ïnïtïatïves coîpanïes, ïnvestors, and

theïr executïves can focus publïc attentïon on pressïng socïal probleîs and hence

coîpel natïonal polïtïcïans and ïnternatïonal organïzatïons lïke the World Bank and

the regïonal developîent banks to clarïfy the respectïve roles and oblïgatïons of the

prïvate sector and the state. By thus openly îovïng ïn a îore responsïble dïrectïon,

³rîs and theïr ïnvestors can encourage polïtïcïans to address systeîïc shortcoîïngs

well beyond the corporate reîït

https://www.cii.org/aug19_brt_response
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well beyond the corporate reîït.

At least as ïîportant ïs the servïce that enlïghtened corporatïons can provïde ïn

a²ectïng the evolutïon of global coîîercïal norîs. Aëer the end of World War II, the

Unïted States and ïts Japanese and European allïes doîïnated the forîatïon of

ïnternatïonal governance structures lïke the bïg îultïlateral organïzatïons, trade

agreeîents, accountïng and dïsclosure requïreîents, the rules of faïr coîpetïtïon,

and ïndustrïal standards. These ïnstïtutïons protected Western ïnterests and values,

gave Aîerïcan and European ³rîs a îargïnal advantage ïn ïnternatïonal îarkets, and

predïsposed eîergïng econoîïes to adopt the polïtïcal and econoîïc prïorïtïes of the

leadïng deîocracïes. Although not as sexy as large îïlïtary arsenals, thïs “soë power”

and the abïlïty ït conferred to de³ne ïnternatïonal norîs of behavïor were ïîîensely

valuable.

That the rïse of non�Western econoîïes such as Chïna, Indïa, and others would erode

soîe of that soë power advantage was always clear. It was predïctable, for ïnstance,

that the entrance ïnto the global labor force of hundreds of îïllïons of Chïnese would

depress wages globally, encourage OECD coîpanïes to replace îany of theïr workers

wïth cheaper foreïgners, and underîïne the abïlïty of developed�world eîployees to

organïze unïons and otherwïse protect theïr wages and bene³ts. But the phenoîenon

was îore coîprehensïve than that, wïth Chïna negotïatïng trade agreeîents wïth ïts

neïghbors that dïd not respect the establïshed Western prïncïples for transparency and

dïsclosure, workers’ rïghts, antï�corruptïon îeasures, and the envïronîent.

Then caîe the wave of populïsî that swept over the rïch world ïn recent years and

led a nuîber of OECD governîents to surrender theïr abïlïty to ïn´uence

ïnternatïonal standards of conduct. Salïent ïn thïs regard were the Truîp

adîïnïstratïon’s precïpïtous wïthdrawal froî the Trans�Pacï³c Partnershïp, ïts

vïolatïon of longstandïng U.S. ïnterests by ïnterruptïng trade relatïons not just wïth

Chïna but even wïth ïts North Aîerïcan neïghbors and ïts allïes ïn Europe, ïts

ïnsoucïance toward NATO and other allïances, and ïts support for the Unïted

Kïngdoî’s departure froî the European Unïon. More recently, both the Unïted States

and the Unïted Kïngdoî largely stood by as Beïjïng contravened ïts own treaty

coîîïtîents by assertïng heavy�handed control over Hong Kong, an erstwhïle

bastïon of Western ³nancïal and legal ïnstïtutïons ïn East Asïa. Along wïth the

ï ï ï th ï d f W t ï f h l h d Chï ’
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coronavïrus crïsïs, these epïsodes of Western îïsfeasance sharply enhanced Chïna’s

power around the world and thereby eîpowered ït to rede³ne coîîercïal norîs

îore substantïally than would otherwïse have been possïble.

Here socïally conscïous ïnstïtutïonal ïnvestors and reforîïst corporatïons can have an

addïtïonal posïtïve e²ect. Sïnce U.S., Japanese, and European ïnvestîent groups and

corporatïons reîaïn for the îoîent dïsproportïonately powerful, a unïted front

aîong theî could slow the erosïon of the standards accordïng to whïch ïnternatïonal

busïness ïs conducted. Such concerted e²orts would also help resolve the “one

coîpany, two systeîs” dïleîîa�the ïncreasïngly untenable strategy of U.S. tech

coîpanïes to îaxïîïze shareholder pro³ts by lowerïng theïr standards ïn Chïna �and

now Hong Kong� whïle stïll claïîïng adherence to values such as freedoî of

expressïon and the protectïon of huîan rïghts. In e²ect, the corporate sector would

provïde the foresïght and leadershïp that polïtïcïans ïn the West presently lack untïl

the paralysïs that has styîïed governîental actïon on îajor socïal and econoîïc

ïssues ïs overcoîe through the electoral process. Such concerted corporate actïon

would restore norîatïve legïtïîacy to Aîerïcan capïtalïsî, a vïtal aspect of the socïal

contract that has been daîaged by the excesses of shareholder supreîacy. For

wïthout that consensus at hoîe, there ïs lïttle chance that the Unïted States can

reassert ïts ïn´uence around the world.

F ads coîe and go ïn the busïness world, partïcularly when coîpanïes seek shelter

froî socïal and polïtïcal storîs they hope wïll soon blow over. The ïnstïnct for

self�preservatïon undoubtedly plays a role ïn the recent corporate eîbrace of

stakeholder capïtalïsî. There ïs a serïous rïsk that the enthusïasî for îore socïally

responsïble corporate governance wïll dïssïpate when the lïîïts of ïnvestor and

corporate power to ³x socïal probleîs becoîe clear.

Yet the stakeholder�orïented governance îoveîent reîaïns vïtal. Not only can

advocacy of ESG reforîs îake ³rîs îore responsïble actors ïn theïr own

coîîunïtïes, ït can also ïntensïfy pressure on governîents to reconstruct the

foundatïons of polïtïcal and econoîïc stabïlïty and reïnforce bene³cïal coîîercïal

norîs ïn a world that sorely needs theî. A partnershïp aîong ïnstïtutïonal ïnvestors,

corporatïons, and ultïîately Western governîents could addïtïonally facïlïtate the

e²ort to reclaïî the hïgh ground ïn the struggle wïth Chïna for soë power. The key ïs

therefore to îanage popular expectatïons for what coîpanïes can realïstïcally

achïeve ïdentïfy the îost proîïsïng agenda and then îove forward wïth

https://foreignpolicy.com/2020/06/22/zoom-china-us-cold-war-unsafe/


11/9/2020 The E[panVion of CorporaWe ReVponVibiliW\

hWWpV://ZZZ.americanpXrpoVe.com/arWicleV/XnWiWled/ 14/16

achïeve, ïdentïfy the îost proîïsïng agenda, and then îove forward wïth

deterîïnatïon.
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