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Sustainable prosperity 
Stable and equitable economic growth = 

“sustainable prosperity”  
 

• Growth: real per capita productivity gains that can raise 
standards of living 
 

• that is stable: employment and income that are not 
subject to boom and bust, over a working life of some 
four decades, with retirement income for two decades 
 

• that is equitable: gains from growth shared fairly among 
those who contribute to it, at a point in time and over 
time (including equitable use of the planet’s resources) 
 
 

 



Unstable employment, inequitable income, 
and slow growth 

 The economic performance of the United States is 
the antithesis of sustainable prosperity. 

 

• Unstable employment: since the 1980s “middle class” 
employment opportunities with US business 
corporations have eroded  
 

• Inequitable income: U.S. productivity gains have gone 
mainly to the richest households, with stagnating real 
incomes for most Americans 
 

• Slow productivity growth: gains from innovation have 
been less forthcoming, even as the world faces major 
health and environmental challenges 
 

 



Gini Coefficient for all families of all races in 
the United States, 1948-2015 



Source: David Leonhardt, “Our broken economy, in one simple chart,” New York Times, August 7, 
2017, at https://www.nytimes.com/interactive/2017/08/07/opinion/leonhardt-income-inequality.html. 

 Two different eras of income growth 



Cumulative annual percent changes in productivity per 
hour and real wages per hour, 1948-2015 



The increasing divergence 
of productivity from pay 

Harvard Business 
Review, Sept. 2014 



Career employment:  
Key driver of the 

productivity-pay relation 
Old Economy Business Model 

 

: 
employees share in profits via 

job security, pay raises, 
promotions, DB pensions, and 

health coverage 
 

New Economy Business Model 
 

Insecure jobs, globalized labor, 
defined-contribution pensions 

 

 
 

Erosion of the middle 
class as careers disappear 

1940s-1970s 
pay tracks productivity  

Retain-and-reinvest 

1980s-2010s 
pay lags productivity  

Downsize-and-distribute 
Source: Bureau of Labor Statistics 



Federal Reserve Flow of Funds:  
Net equity issues,  

annual average 2008-2017=-$372b

SEC Rule 10b-18 
November 1982 

The looting of the US industrial corporation 



We are in an era of predatory value extraction:  
The U.S. corporate economy is a “buyback economy” 

Net equity issues, industrial corps.  
2016 = -$581 billion 
2017 = -$391 billion 



 

The taxpayer-funded US developmental state 

• The government often makes investments in physical 
infrastructures and knowledge bases at stages at 
which these investments are far too early, too costly, 
and too uncertain for businesses to undertake 
 

• But the transformation of government investments 
into innovative goods and services depends on the 
interaction of government agencies and business 
enterprises 
 

• See Matt Hopkins and William Lazonick, “Who Invests in the 
High-Tech Knowledge Base?” INET Working Group on the 
Political Economy of Distribution Working Paper No. 6, 
October 2014 (revised December 2014). 



  

Conventional wisdom has it that the primary function 
of the stock market is to raise cash for companies for 
the purpose of investing in productive capabilities. The 
conventional wisdom is wrong.  
 

Academic research on sources of corporate finance 
shows that, compared with other sources of funds, 
stock markets in advanced countries have been 
insignificant suppliers of capital for corporations.  
 

In fact, the functions of the stock market go well 
beyond “cash” to include four other functions, which 
can be summarized as “control,” “creation,” 
“combination,” and “compensation.” 

The functions of the stock market? 



  

In the growth of the U.S. economy the key function of 
the stock market was control. Specifically, the stock 
market enabled the separation of managerial control 
over the allocation of corporate resources from the 
ownership of the company’s shares.  
 

 Yet, assuming that the key function of the stock 
market is cash, economists known as agency theorists 
see this separation of control from ownership as the 
“original sin” of American capitalism, and argue that 
the evils of managerial control can be overcome by 
compelling corporate managers as “agents” to 
maximize the value of corporate shareholders as 
“principals.”  
 

Shareholder-value ideology 



 

• MSV: rooted in the theory of the market economy in 
which the business enterprise is a massive market 
imperfection with “inefficient” capital markets 
 

• Critical assumption of agency theory: all economic 
participants receive guaranteed market returns 
except for shareholders who bear risk by making 
investments without guaranteed returns  
 

• It is then assumed that this risk-bearing function 
results in a more efficient economy  
 
 

• It follows that those who bear risk should control 
the allocation of the economy’s resources 

 

“Agency theorists” view the business enterprise as a 
“market imperfection”, in need of  the MSV solution 

 



• Fundamental problem with MSV: erroneous 
assumption that shareholders are the only actors 
who invest without a guaranteed return  
 

• NOT SO: Taxpayers through government agencies 
and workers through business employers regularly 
make risky investments in productive capabilities. 
From this perspective, both the state and labor have 
economic claims on profits if and when they occur.  
 

• Irony of MSV: public shareholders typically never 
invest in the company’s value-creating capabilities. 
They invest in outstanding shares, hoping for a rise 
in price. Following MSV, executives fuel this hope by 
“disgorging” cash as dividends and buybacks. 

 

Economic critique of MSV 
 



MSV is a theory of value extraction,  
not value creation 

  

 

• Economic activity and performance depend on resource 
allocation decisions 
 

• We rely on corporate executives to make resource 
allocation decisions 
 

• Stock-based compensation enriches top corporate 
executives in the name of MSV, and gives them 
incentives to encourage speculation in and engage in 
manipulation of the price of their company’s stock 
 

• Stock buybacks: The prime mode of corporate resource 
allocation for the purpose of manipulating stock prices 



  

Agency theory lacks a theory of value creation, or what 
I call a “theory of innovative enterprise” 
 

The value-creation process requires three social 
conditions of innovative enterprise: strategic control, 
organizational integration, and financial commitment.  
 

The functions of the stock market may support or 
undermine the types of strategic control, 
organizational integration, and financial commitment 
that can result in the generation of high-quality 
products at low unit costs (i.e., innovative enterprise) 
 
 

Key question: How do the functions of the stock 
market affect the conditions of innovative enterprise? 

The theory of innovative enterprise 



The innovation process 
How does a business enterprise deliver a higher quality 

product at a lower unit cost than its competitors? 
 

Innovation is uncertain, collective, and cumulative. 
 

Uncertain: If one knew how to produce a higher quality 
product at the time when investments are made, then it 
would not be innovation!  
Collective: Innovation cannot be done all alone.  It 
requires teams of people engaged in organizational 
learning processes. 
Cumulative: Innovation cannot be done all at once. 
Collective learning takes time, and what was learned today 
determines what can be learned tomorrow. 



The innovative enterprise  
Innovation requires strategy, organization, and finance. 

 

Uncertain: Innovation requires strategy. 
It matters who exercises strategic control. 

 
Collective: Innovation requires organization. 
Skills and efforts require organizational integration into 
collective—and cumulative—learning processes. 
 
Cumulative: Innovation requires finance. 
Through financial commitment, the learning processes 
must be sustained until they generate financial returns. 

 
 



Social conditions of innovative enterprise 

: a set of relations that gives decision-
makers the power to allocate the firm’s resources to 
confront uncertainty by transforming technologies and 
accessing markets to generate higher quality, lower cost 
products  

: a set of relations that create 
incentives for people to apply their skills and efforts to 
engage in collective learning 

: a set of relations that secures the 
allocation of money to sustain the cumulative innovation 
process until it generates financial returns 



High quality at low unit costs 
The key to innovation is collective and cumulative 

learning that develops a higher quality product 
 

But the high fixed costs of developing a higher 
quality product will place the firm at a competitive 
disadvantage until it can get a large market share  to 
transform high fixed costs into low units costs. 

 

There are added fixed costs of accessing the market, 
including learning from buyers and convincing them 
that the firm has a higher quality product. 

 

But as the firm gains a greater extent of the market, 
it transforms high fixed costs into low unit costs—and 
competitive disadvantage into advantage 



Innovative enterprise and economic performance 

By creating new sources of value embodied in higher 
quality, lower cost products, the innovative enterprise 
makes it possible (but not inevitable) that, simul-
taneously, all participants in the economy can gain: 
 

• Employees: Higher pay, better work conditions 
 

• Creditors: More secure paper 
 

• Shareholders: Higher dividends or share prices 
 

• Government: Higher taxes 
 

• The Firm: Stronger balance sheet 
 

   AND 
 

•  Consumers: Higher quality, lower cost products 



Innovative enterprise and  
sustainable prosperity  

Business governance and employment relations 
determine whether the operation and 

performance of the business enterprise contribute 
to stable and equitable economic growth. 

 

Stability: Productive careers through which 
employees  engage in collective/cumulative 
learning 

 

Equity: Employees share in productivity gains 
through security, pay, benefits, and work 
conditions 

 

Growth: Employees’ earnings rise, yet the 
business is more profitable because its employees 
are more productive 
 



How MSV undermines innovation 

  

 

 Maximizing Shareholder Value (MSV) is an ideology 
that is destructive of innovative enterprise 

 

 Strategic control: MSV permits separation of interests of top 
executives from interests of the corporation; executives use 
MSV to justify resource  allocation for their personal gain 
 

 Organizational integration: MSV undermines the incentives 
and abilities of the labor force to engage in collective and 
cumulative learning, which is the essence of the innovation 
process 
 

 Financial commitment: MSV drains the company of financial 
resources that are needed to fund, and sustain, innovation—
in the name of MSV, top executives and activist shareholders 
make tens or hundreds of millions of dollars as predatory 
value extractors 



The shift from the Old Economy 
business model (OEBM) to the 
New Economy business model 

(NEBM) has resulted in the stock 
market becoming much more 
central to the operation of the 

firm than previously 

Published in September 2009 by the 
Upjohn Institute for Employment Research 
1. What is New, and Permanent, about the 

“New Economy”? 
2. The Rise of the New Economy Business 

Model 
3. The Demise of the Old Economy Business 

Model 
4. Pensions and Unions in the New Economy 
5. Globalization of the High-Tech Labor 

Force 
6. The Quest for Shareholder Value 
7. Prospects for Sustainable Prosperity 

WINNER OF THE 2010 SCHUMPETER PRIZE COMPETITION 



OEBM NEBM 
Strategy,  
product 

Growth by building on internal 
capabilities; business expansion into new 
product markets based on related 
technologies; geographic expansion to 
access national product markets. 

New firm entry into specialized 
markets; sale of branded components to 
system integrators; accumulation of 
new capabilities by acquiring young 
technology firms. 

Strategy,  
process 

Corporate R&D labs; development and 
patenting of proprietary technologies; 
vertical integration of the value chain, at 
home and abroad. 

Cross-licensing of technology based on 
open systems; vertical specialization of 
the value chain; outsourcing and off-
shoring. 

Finance Venture finance from personal savings, 
family, and business associates; NYSE 
listing; payment of steady dividends; 
growth finance from retentions 
leveraged with bond issues. 

Organized venture capital; NASDAQ 
listing; low or no dividends; growth 
finance from retentions plus stock as 
acquisition currency; stock buybacks to 
support stock price. 

Organ-
ization 

Secure employment: career with one 
company; salaried/hourly employees; 
unions; defined-benefit pensions; 
employer-funded medical insurance in 
employment and retirement. 

Insecure employment: interfirm 
mobility of labor; broad-based stock 
options; non-union; defined-
contribution pensions; employee bears 
greater burden of medical insurance.  

A greatly increased role of the stock market in allocating capital and 
labor  in NEBM compared with OEBM 



  

 

•Control: stock-market listing affects the relationship 
between share ownership and managerial control  
 

•Cash: the stock market can be a source of corporate 
finance, but through distributions to shareholders it may 
perform a negative cash function  
 

•Creation: possibility of stock-market listing induces new 
venture capital to support new firm formation 
 

•Compensation: possible or actual listing makes stock a 
currency for remuneration (especially stock options) 
 

•Combination: stock market can be a currency for M&A 
 

 
 

What functions does the stock market 
actually perform in the corporation? 



  

• Control: stock-market listing separated share ownership 
from managerial control, enabling the exit of owner-
entrepreneurs who had built up managerial enterprises. 
 

• Cash: stock market was important source of cash in late 
1920s when companies took advantage of speculation 
 

• Creation: listing requirements on NYSE too stringent for 
a quick IPO 
 

• Compensation: stock options for executives of estab-
lished companies but as a tax dodge (eliminated in 1976) 
 

 

• Combination: stock market served as a currency for 
M&A, but through conglomeration weakened OEBM 

 

Functions of the stock market under OEBM 



  

 

Under OEBM, what separated ownership from control? 
 

Fiction: CASH – companies grew too large to be financed 
by private owners – went to the stock market to get cash to 
finance the growth of the firm 
 

Fact: CONTROL – growth of the firm constrained by 
managerial capabilities to allocate resources to innovative 
investment strategies – stock-market listing paid the 
owner-entrepreneurs to exit, leaving control with salaried 
managers with the capabilities to invest in innovation -- 
and opened up the possibility for them to rise to the top  
 

Undermines a basic tenet of MSV: shareholder as financier 

Cash or control? 



  

 

• Creation: quick exit on the Over-the-Counter market 
vastly facilitated by creation of NASDAQ in 1971 
 

• Compensation: stock options to lure prof-tech-admin 
employees from secure OEBM employment 
 
 

• Combination: stock market serves as a currency for 
M&A, but costly acquisitions in the Internet boom 
 

• Control: listing could separate ownership from control, 
but creation, compensation, and combination functions 
led strategy to focus on stock-price performance 
 

• Cash: too much cash raised in highly speculative IPOs, 
and as companies grow buybacks become paramount – 
with a highly negative cash function 

Functions of the stock market under NEBM 



Percent of US business total 
Firms Employees Payroll Revenue 

No. of 
emplo-

yees  No of firms 
Average 

employees % % % % 
All sizes 5,726,120 20 100.00 100 100.0 100.0 

500 + 18,219 3,286 0.32 52 58 64 
5,000+ 1,909 20,366  0.03 34 38 44 

10,000+ 964 33,542 0.02 27 31 36 

https://www.census.gov/econ/susb/data/susb2007.html (most recent data) 

Less than 1,000 firms with 10,000+ employees have a  
huge influence on US economic performance. 

How senior executives decide to allocate corporate 
resources affects employment, productivity and pay. 

Large corporations dominate the US economy 
Economic performance depends on  

corporate resource allocation  

https://www.census.gov/econ/susb/data/susb2007.html


 

In the name of “maximizing shareholder value” 

SEC Rule 10b-18 
November 1982 

Buybacks and dividends for 
232 S&P 500 companies 1981-2016 

Middle class disappears 
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 2007-2016: 461 S&P 500 companies spent $4.0 trillion on buybacks 
(54.5% of profits) and $2.9 trillion on dividends (39.3% of profits) 
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Source: Johan Heilbron, Jochem Verheul, and Sander Quak, “The Origins and Early Diffusion of 
‘Shareholder Value’ in the United States,” Theory and Society, 43, 1, 2014: 1-22 

“Shareholder value” hits in Wall Street Journal 





Average total pay and % shares of pay components, 500 highest 
paid executives in each year, 2007-2016 

S 
T 
O 
C 
K 
- 
B 
A 
S 
E 
D 
 
P 
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Y 

Source: S&P 
ExecuComp 
database; 
calculations by 
Matt Hopkins, 
theAIRnet 



500 highest-paid executives, US corporations, with proportions of 
mean total direct compensation (TDC) from stock options and stock 

awards, and pharma executives among the top 500, 2006–2015 

Like US executives in general, pharma executives justify their 
pay in the name of ”maximizing shareholder value” (MSV) 



Name Hedge Fund Take-Home Pay 
James Simons Renaissance Technologies $1.5 billion 

Michael Platt BlueCrest Capital Management $1.5 billion 
Raymond Dalio Bridgewater Associates $1.4 billion 
David Tepper Appaloosa Management $750 million 
Kenneth Griffin Citadel LLC $500 million 
Daniel Loeb Third Point $400 million 
Paul Singer Elliott Management $400 million 
David Shaw D. E. Shaw & Co. $400 million 
John Overdeck Two Sigma Investments $375 million 
David Siegel Two Sigma Investments $375 million 
Michael Hintze CQS LLP $325 million 
Jeffrey Talpins Element Capital Management $300 million 
Stanley Druckenmiller Duquesne Family Office $300 million 
Brett Icahn Icahn Capital Management $280 million 
David Schechter Icahn Capital Management $280 million 

https://w
w

w.forbes.com
/pictures/58b7441c4bbe6f0e5587d2ae/1-m

ichael-platt/#a0f059147746 
Remuneration of the top 15 hedge-fund managers,  

USA, 2016 (top15 average=$606 million), activists underlined 



Milton Friedman, “The social responsibility of business 
is to increase its profits” NYT Magazine, Sept. 13, 1970. 
 

“In a free-enterprise, private-property system, a corporate executive 
is an employee of the owners of the business. He has direct re-
sponsibility to his employers. That responsibility is to conduct the 
business in accordance with their desires, which generally will be to 
make as much money as possible while conforming to the basic rules 
of the society, both those embodied in law and those embodied in 
ethical custom.” 
 

Friedman concludes the article by quoting himself from his 1962 
book Capitalism and Freedom:  “There is one and only one social 
responsibility of business—to use its resources and engage in 
activities designed to increase its profits so long as it stays within the 
rules of the game, which is to say, engages in open and free 
competition without deception or fraud.” 

Milton Friedman’s clarion call for MSV 



from the pdf of Friedman’s actual article 
New York Times, September 13, 1970 



In the photo from GM’s shareholder meeting in May 1970, 
Roche was replying to members of Campaign G.M., an 
organization that  
 

“demanded that G.M. name three new directors to represent ‘the 
public interest’ and set up a committee to study the company’s 
performance in such areas of public concern as safety and pollution. 
The stockholders defeated the proposals overwhelmingly, but 
management, apparently in response to the second demand, recently 
named five directors to a “public-policy committee.” The author 
[Milton Friedman] calls such drives for social responsibility in 
business “pure and unadulterated socialism,” adding: “Businessmen 
who talk this way are unwitting puppets of the intellectual forces 
that have been undermining the basis of free society.” 

“Campaign GM” demands that GM address 
car safety and environmental pollution 



The photo of Roche and the editorializing on it, points out 
that, in historical retrospect, the demands of Campaign 
G.M. for safer and less polluting cars were in effect 
demands for GM to engage in automobile innovation. In 
the 1970s and beyond, the world leaders in producing 
these “socially responsible” cars would be Japanese and 
European companies, leaving the “profit-maximizing” 
General Motors lagging further and further behind.  
 

What Friedman (and, quoting him, the New York 
Times editor) called “pure and unadulterated 
socialism” proved to be the future of the innovative 
automobile industry!  

Milton Friedman tells US corporations how 
NOT to be innovative in global competition 



Wall Street Journal, Nov. 10, 1982 

SEC Rule 10b-18 (November 1982):  

Reagan’s  
SEC Chair 
John Shad 



Buyback Basics: Programs and repurchases 
 

By adopting a buyback program, the company’s board 
preauthorizes open-market repurchases of a certain value 
of the company’s shares over a certain time frame: for 
example, a buyback program may be $10 billion in 
repurchases over four years. In some cases, the expiration 
date of the program is left open. The program does not 
require the company to do any or all of the buybacks 
authorized.  
 

A company does not disclose the particular days on which 
it is doing actual open-market repurchases. Even after the 
fact, daily buyback activity is not disclosed to either the 
public or the SEC. Since 2004, a company is required to 
report its month-by-month buybacks in its 10-Q filings. 
  
 
 



Highly permissive “regulation” 
 Rule 10b-18 gives corporations a “safe harbor” against 
stock-market manipulation is a company restricts 
buybacks to 25% of its average daily trading volume over 
the previous four weeks 
With a safe harbor, moreover, if a company exceeds 25% 
ADTV, there is no presumption of market manipulation.  
 

The SEC does not require disclosure of repurchases on 
particular days so the SEC does not, and cannot monitor 
whether the safe harbor is exceeded. 
Under Rule 10b-18, a large-cap company can do hundreds 
of millions of dollars of buybacks within the safe harbor on 
trading day after trading day (e.g., Microsoft can do about 
$500 million per day; Apple about $1.4 billion per day. 



Before Rule 10b-18 
A Stakeholder Perspective on the Corporation 



 John Shad, Reagan’s appointee to head the SEC, believed that 
an unregulated stock market would attract more stock-
market investors. 
 

 Shad thought that the amount of manipulation and fraud on 
the stock market was minimal, and that, in seeking to police 
that market, regulation impeded the flow of capital into it. 
 

 Like most others, Shad assumed that money that flows into 
the stock market is invested in companies. 
 

 But the historical role of NYSE was the separation of 
ownership of shares from managerial control over allocation 
of corporate resources. 
 

 Far from being a source of capital formation, the stock 
market has become a vehicle for value extraction, facilitated, 
and indeed encouraged, by Shad’s Rule 10b-18 
 

John Shad and financial deregulation 



Jensen: “Disgorge” the “free” cash flow 

Solution to the agency problem:  
To make markets efficient, “disgorge free cash flow”: 
 

“Free cash flow is cash flow in excess of that required to 
fund all projects that have positive net present values 
when discounted at the relevant cost of capital. 
Conflicts of interest between shareholders and 
managers over payout policies are especially severe 
when the organization generates substantial free cash 
flow.  The problem is how to motivate managers to 
disgorge the cash rather than investing it at below cost 
or wasting it on organization inefficiencies.”  
 

Michael C. Jensen, American Economic Review, 1986. 



What it means to “disgorge” the “free” cash flow 
DISGORGE: Implication that the cash that is under 
corporate control is ill-gotten—but agency theory lacks a 
theory of the productive (i.e., innovative) enterprise 
 

Whose cash is it that is being disgorged? 
 

FREE CASH FLOW: Lay off, say, 5,000 employees who 
generated the firm’s revenue-generating products—and 
increase the cash flow that is “free” 
Or avoid corporate taxes to make more cash flow “free” 
Or price-gouge customers to create more “free cash flow” 
 

Integral to disgorging corporate cash is the alignment of 
the interests of managers as agents with shareholders as 
principals by giving managers stock-based pay. 
 



 

From ”retain-and-reinvest”  
to “downsize-and-distribute” 



Michael Jensen: 
Disgorge the free cash 
flow = “downsize-and-
distribute” 

Edith Penrose: Make 
use of unused resources 
= “retain-and-reinvest” 

Penrose versus Jensen: Two different 
prescriptions for corporate resource allocation 



The damage that buybacks do:  
Concentrate income at the top while companies fail 
to invest in middle-class employment opportunities 



The damage that buybacks do:  
Undermining the foundation of corporate finance 

 

Companies invest in  
• Plant and Equipment (P&E) 
• Research and Development (R&D) 
• Training and Retaining (T&R), espec. “on-the-job” 
 

Until the 1980s, executives and economists worried 
that dividend payouts might be too high to sustain the 
growth of the firm.  Since the mid-1980s, in the name 
of “maximizing shareholder value,” that concern has 
(literally) “gone by the board.” 
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1980s: Rationalization: permanent layoffs of blue-collar workers 
 

1990s: Marketization: end of the career-with-one company norm   
 

2000s: Globalization: transnational labor and capital flows   
 

All three transformations in employment resulted in the erosion of 
“middle-class” jobs in the United States 

 

But the corporations that had employed these people did not 
disappear, and many remained or became highly profitable  

 

Q.  Why didn’t US corporations invest the gains from 
rationalization, marketization, and globalization in the next 
generation of higher quality jobs?   
A.  Financialization of corporate resource allocation (i.e., buybacks) 

Three sources of structural change in  
US corporate employment relations since the 1980s 



Returns to taxpayers? NIH funds buybacks 
 

Lazonick et al. US Pharma’s Financialized Business Model 

2006-2015: 18 pharma companies in S&P 500 
Index spent $261b on buybacks, $255b on 

dividends ; $516b was 99% of net income and 
more than the $465b spent on R&D 

NIH funding 1938-2016:  just 
over $1 trillion in 2016 dollars 

2017 budget: $33.1b. 



Does all that NIH funding 
 result in high levels of innovation? 

 

NO!  
 
NEBM in biopharma results in too much labor 
mobility of key employees in search of stock-
based returns plus employee churn of the rest 

 

Doubling of NIH funding has probably been 
detrimental to productivity in the biopharma 
industry because the executives of US pharma 
companies are obsessed with MSV 



18 pharmaceutical companies in the S&P 500 Index January 2016 
with BB and DV as % of net income (NI) and R&D as % of revenues (REV) 

US pharma and MSV: Stock buybacks (BB) and cash 
dividends (DV), billions of dollars, 2006-2015,\ 



 Unregulated US pharma companies engage in price 
gouging 
 

 Claim that high prices fund augmented R&D and 
innovation 
 

 But in the name of MSV, these companies use the 
profits from high drug prices to make massive 
distributions to shareholders 
 

 The purpose of buybacks is to manipulate the 
company’s stock price 
 

 Prime beneficiaries of buybacks are pharma 
executives, hedge-fund managers, and Wall Street 
bankers 

 

Price gouging: drug prices and stock prices 



Stock buybacks and big pharma:  
End of the (pipe)line 



 

Pfizer’s corrupt business model 



Pfizer CEO: high levels of US corporate taxes make Pfizer 
compete globally with “one hand tied behind our back”  



Pfizer CEO Read’s  
golden handcuffs 

CEO Read’s pay:  
17%-72% stock-based  

2011 14.9 2014 28.0 
2012 18.3 2015 23.0 
2013 16.7 2016 23.7 

Total direct compensation, $m 



Blockbusters: How Pfizer generates profits 
 

Acquires companies with blockbuster drugs with years of 
patent-life left in them—and in 1995, lobbied by pharma, the 
US Congress increased patents from 17 to 20 years 
 

Then Pfizer milks the patents to generate profits to fund 
distributions to shareholders that enrich top executives 
 

Whatever its recorded  R&D, Pfizer has long since lost the 
capability to generate successful drugs through internal 
development 
 

Pfizer, like the rest of pharma, benefits from NIH funding, the 
Orphan Drug Act, various government subsidies, and 
deferment of taxes on foreign profits—and they get 
unregulated prescription drug prices!! 
 



Buybacks at the expense of high-tech innovation 

2002-2017 Cisco expended $103b, or 91% of net income, on 
buybacks, on top of $24b on dividends (21% if et income) . 
In the process Cisco eschewed investment in sophisticated 
communication technologies, despite being well positioned 
to do so at the beginning of the 2000s.  Huawei, a 100% 
employee-owned Chinese company, not listed on a stock 
market, has become what Cisco could have been: the 
world’s leading communication technology company. 
See Bob Bell, Marie Carpenter, Henrik Glimstedt and William Lazonick, “Cisco’s 
Evolving Business Model: Do Massive Stock Buybacks Affect Corporate Performance” 
theAIRnet working paper, November 2014. 

Revenues, 2017 
Cisco: $48.0b 

Huawei: $92.1b 



IBM’s ridiculous 2015 EPS Road Map 
 IBM: In 2011, with EPS at $13.44, IBM announced “2015 

EPS Road Map” Objective: at least $20 EPS by the end of 
2015. IBM was seeking to meet this goal through massive 
layoffs of U.S. employees and massive stock buybacks 

IBM 2015 EPS Road Map  suspended 
Oct. 20, 2014 with  EPS at $13.30  

IBM 2011  
Annual Report: 
2015 EPS Road Map 

Nnnnnnnnn 
nnnnnn 



 

•National Nanotechnology Initiative (NNI): Intel lobbies 
the US government to spend on nanotech. But from 2001, 
when the U.S. government launched NNI, through 2016, 
Intel’s expenditures on buybacks were four times the total 
NNI budget.  And buybacks and dividends combined were 
over six times the NNI budget. 

Nanotechnology funding to 
manipulate stock prices? 

2001-2016 
NNI budget: $21.7b 
Intel buybacks: $86.5b 
Intel dividends: $46.5b 



Are buybacks the future of alternative energy?   

• Alternative energy: Through the American Energy 
Innovation Council, in 2010 top executives of Microsoft 
and General Electric (and a few others) asked U.S. 
government to triple its investment in alternative energy 
research and subsidies to $16 billion per year. Yet just 
these two companies combined have spent about that 
amount annually on buybacks over the decade 2001-10 





Harvard Business Review Blog Network 
Taxpayers and 
workers 
absorbed huge 
losses to bring 
GM out of 
bankruptcy; 
hedge-fund 
activists are 
grabbing the 
profits 

Learning 
from GM’s 
bankruptcy 



“Investor” Nelson Peltz,  
2013 “earnings”: $430 million 
2014 “earnings”: $170 million 

Peltz, Chairman 

Trian, $1.8 billion, 2.7% of shares  

Trian, $2.7 billion, 1.0% of shares  



Why does GE have cash flow problems? 

• Oct. 2015, Trian Partners buys $2.5b in GE shares, 0.8% of mkt cap 
• GE CEO Immelt: “Trian has a strong track record of working with 

companies to build long-term shareholder value and has been an 
engaged shareholder.” 

• 2016: GE has $8.2b in profits, but does $8.5b in 
dividends and $22.0b in buybacks (incl. $11b ASR) 

• Immelt resigns as CEO in June 2017 and Chairman in Oct. 2017 
• Oct. 2017: Trian partner Garden elected to GE board, and board 

cut from 18 to 12 directors 



Carl Icahn is at it again. On Oct. 9, armed with about 1% of Apple’s 
outstanding stock, the hedge-fund activist published an open letter to Apple 
CEO Tim Cook, urging him to accelerate the company’s stock repurchases by 
making a tender offer.  

The only time in its 
history when Apple 
raised funds on the 
stock market was its 
1980 IPO, which 
provided it with $97 
million. In just the past 
two years, through 
buybacks, Apple has 
“returned” $51 billion 
to financial interests — 
the vast majority of 
whom never invested a 
penny in the productive 
assets of the company. 



How Icahn used his wealth, visibility, hype, and 
influence to take $2b. trading Apple stock 



Corporate governance for sustainable prosperity 
 

 Government regulation must recognize the central role of 
corporate “retain-and-reinvest” regimes in the value-
creation process.  Such regulation would ban open-market 
repurchases and restrain stock-based executive pay. 

   

 Government regulation should mandate seats on corporate 
boards to value creators, not value extractors. These board 
members would represent taxpayers and workers as well as 
financiers who actually invest in productive capabilities. 
 

 Government regulation must recognize corporate 
”downsize-and-distribute” regimes as sources of predatory 
value extraction. Such regulation would exclude predatory 
value extractors from occupying executive positions and 
board seats. 

 
 



IS ANYBODY 
LISTENING? 



Reward Work Act 

https://www.baldwin.senate.gov/press-releases/reward-work-act  

https://www.baldwin.senate.gov/press-releases/reward-work-act


Reward Work Act 

https://www.baldwin.senate.gov/press-releases/reward-work-act  

https://www.baldwin.senate.gov/press-releases/reward-work-act


Reward Work Act 

https://www.baldwin.senate.gov/press-releases/reward-work-act  

https://www.baldwin.senate.gov/press-releases/reward-work-act
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