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oes the private property system

cause corporations to behave in

socially irresponsible ways? What,
exactly, is social irresponsibility, anyway?
Can firms serve both shareholders and
stakeholders? These and related questions
have loomed large in the past decade, as
corporations expend resources in support of

social causes and advocate for social change.

This special issue of The Independent
Review will examine questions like these.
Our introduction begins by considering

how to conceptualize limited liability and its
connection to the debate about shareholder
versus stakeholder capitalism.!

Transcending the Stakeholder
Versus Shareholder Paradigm

The perennial criticism of corporations’
profit motive and the constant clamor
for them to act in a socially responsible
manner? are both predicated on the
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1. Although related, our argument in this introduction is distinct from an analysis of the effects of limited
liability on share pricing (Weinstein 2003) as well as corporate torts (Hansmann and Kraakman 1991, 1992).

2. It is worth noting that there is an important distinction between the concept of corporate social responsibility
and the concept of ESG (environmental, social, and governance). These are often conflated, something we

wish to avoid. We will therefore focus almost exclusively on corporate social responsibility. That being said,

it is important to note that, whereas corporate social responsibility refers to the impact, either positive or
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presumption that not only corporations,
but also the market process that guides
corporate behavior, are necessarily

driven by a teleology, a single underlying
purpose: to maximize monetary profit
solely in the interest of the shareholders

of corporations. Nonshareholder
stakeholders, it is commonly believed, are
left out in the cold. But one of the most
powerful ideas to come out of the birth

of modern economics, first expounded
systematically in Adam Smith’s An Inquiry
into the Nature and Causes of the Wealth
of Nations, was the idea that intentions do
not guarantee outcomes (Fuller 2021).

Smith argued that when governments
are limited to their proper function of
enforcing private property and freedom
of contract under the rule of law, market
processes are governed by “an invisible
hand.” This invisible-hand process is
characterized not by a direct relationship
between intentions and outcomes, but
by an indirect relationship, whereby
individuals, intending to earn an income
for the realization of their own purposes,
will organize themselves in firms and
sell goods and services to consumers

via voluntary exchange. In turn, social
interaction between consumers and
producers in the form of voluntary
exchange generates exchange ratios (i.e.,
market prices), and the discrepancies
between costs of production and revenue
generate profit-and-loss signals, all of
which indirectly generate an outcome that

is in the public interest, although that

was not the purpose of the interaction.
Indeed, the invisible hand of the market
process is a means by which to facilitate
the realization of a multitude of competing
and conflicting ends. Economist Thomas
Sowell highlights this point:

One of the incidental benefits of
competing and sharing through prices
is that different people are not as
likely to think of themselves as rivals,
nor to develop the kinds of hostility
that rivalry can breed. For example,
much the same labor and construction
material needed to build a Protestant
church could be used to build a
Catholic church. But, if a Protestant
congregation is raising money to build
a church for themselves, they are likely
to be preoccupied with how much
money they can raise and how much
is needed for the kind of church they
want. Construction prices may cause
them to scale back some of their more
elaborate plans, in order to fit within
the limits of what they can afford. But
they are unlikely to blame Catholics,
even though the competition of
Catholics for the same construction
materials makes their prices higher
than otherwise. (2016, 75)

Whatever misgivings critics (and even
proponents) of free markets have raised
over the goals pursued by corporations,
the idea that firms are directed by market
pricing and profit-and-loss signals as

negative, that a firm may have on individuals, ESG is a set of investment criteria to assess the opposite,

namely the impact that environmental, social, and governance factors may have on the corporation, its future
performance, and its ability to manage risk against such factors. To illustrate this distinction, one may regard

it as socially irresponsible for British American Tobacco to sell cigarettes, but according to the most recent
Morningstar Equity Analyst Report for British American Tobacco, it has a higher ESG score than Coca-Cola or
General Mills. See Morningstar (2024a, 2024b, 2025).
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a means to realize their goals does not
necessarily imply that their motivations
are dictated solely by the pursuit of
monetary profits (and the avoidance of
monetary losses) as an end in itself. For
example, Mother Teresa may not have
been incentivized at all to maximize
profits, yet even in the pursuit of purely
altruistic goals, such as distributing
water to victims of natural disaster, she
nevertheless would have benefited from
market pricing as a means to guide her
decision-making. Where can she buy
water at the lowest price (i.e., where it is
relatively abundant) in order to acquire
the most water possible for the purpose
of realizing her humanitarian goal—to
save as many people as possible from
dehydration?

Not everyone is convinced by examples
such as these. After all, didn’t Milton
Friedman’s famous declaration in The
New York Times Magazine (1970) that
“the social responsibility of business is to
increase its profits” reflect a pro-business
ideological bias, and therefore serve as
an apologia to justify corporate profit
maximization? To the contrary, modern
economics, going back at least to Adam
Smith, has never served as a defender of
corporations striving to maximize profits
regardless of the social consequences. In
Basic Economics (2004, 382n1), Sowell,
well-known for his free-market policy
prescriptions, mentions that when he
taught economics, he would offer an A to
any student who could find a favorable
reference to businessmen in Smith’s The
Wealth of Nations. (There isn’t one.)

Sowell’s point was to highlight that the
case for the free market among economists

sitting in the seat of Adam Smith has
never been synonymous with a pro-
business policy prescription. Rather, in

the words of the famed pioneer of passive
index investing, John “Jack” Bogle,

Adam Smith became “the first consumer
advocate” (2016, 530) by explaining

how the “invisible hand” of free-market
competition, free of monopoly privileges,
drives producers to compete against one
another for profits (and to be disciplined
by losses) by offering consumers goods and
services of the highest quality at the lowest
price. Thus, the “free development of the
market economy is to be recommended,
not in the interest of the rich, but in the
interest of the masses of the people” (Mises
[1940] 2011, 81). In fact, the reciprocal

to Smith’s case for a “system of natural
liberty” as the cause for the wealth

of nations, based on private property

and freedom of contract under the rule

of law, was a simultaneous attack on
mercantilism, a political-economic system
in which the production and distribution
of resources were governed by special
monopoly privileges.

Corporations for Smith were “sort of
enlarged monopolies” ([1776] 1981,
733), the profits from which were derived
from artificial barriers to entry based on
government-granted privilege. But Smith
also anticipates what would later become
known as the “Berle-Means thesis”
(Berle and Means 1932), the idea that the
disciplinary role of profit maximization
breaks down owing to the corporation
being structured by limited liability. The
reason is that limited liability creates

a separation of ownership between a
diffuse group of shareholders to whom
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profits accrue and a concentrated group of
corporate managers who control decision-
making within the firm, allowing the latter
to pursue personal interests that deviate
from maximizing shareholder return.
Writing in the context of joint-stock
companies, Smith alludes to the Berle-
Means thesis as follows:

The directors of such companies,
however, being the managers rather of
other people’s money than of their own, it
cannot well be expected that they should
watch over it with the same anxious
vigilance with which the partners in a
private copartnery frequently watch over
their own. Like the stewards of a rich
man, they are apt to consider attention
to small matters as not for their master’s
honour, and very easily give themselves a
dispensation from having it. Negligence
and profusion, therefore, must always
prevail, more or less, in the management
of the affairs of such a company. ([1776]
1981, 741)

This separation of ownership and control
in the corporate structure of firms creates
the potential for corporations to pursue
goals that their owners never intended.
Such a possibility raises the now-classic
distinction between what is known

today as “shareholder capitalism” and
“stakeholder capitalism” (Freeman [1984]
2010; Freeman et al. 2007).

According to shareholder capitalism, the
primary function of firms is to serve the
goals of those individuals who commit
their own personal wealth as resources to
the firm, for which they acquire partial
ownership. The case for shareholder
capitalism is famously stated by Milton
Friedman in the following way: “In a

free-enterprise, private-property system,

a corporate executive is an employee of
the owners of the business. He has direct
responsibility to his employers,” in this
case the shareholders (Friedman [1970]
2017, 174). None of this implies that

the shareholders of a corporation must
maximize monetary profits or that it would
be socially irresponsible to do otherwise,
as both critics and proponents of Friedman
suggest that he allegedly claimed. “Of
course, in some cases his employers may
have a different objective. A group of
persons might establish a corporation for
an eleemosynary purpose—for example,

a hospital or a school. The manager of
such a corporation will not have money
profit as his objective but the rendering

of certain services.” Rather, Friedman’s
point is that the corporate executive is
acting irresponsibly when the “executive is
exercising a distinct ‘social responsibility,’
rather than serving as an agent of the
stockholders or the customers or the
employees, only if he spends the money in
a different way than they would have spent
it” ([1970] 2017, 174).

Proponents of “stakeholder capitalism,” as
first propounded by R. Edward Freeman,
would argue that corporate social
responsibility entails “non-traditional
stakeholder groups who are usually
thought of having adversarial relationships
with the firm. In particular, less

emphasis is put on satisfying owners and
comparatively more emphasis is put on the
public or the community or the employees”
(Freeman [1984] 2010, 38). The difference
is not just a matter of degree, however, but
of kind, according to stakeholder theorists:

Friedman offers us a story of capitalism,
where values and ethics do not enter
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into the heart of how we create value
and trade it with each other. In his
view, ethics is a side constraint, since
managers are expected to refrain from
fraud and deception. For Friedman, the
purpose of the capitalist system is to
increase wealth for the investor. In fact,
any consideration outside that goal—for
example, consideration of the welfare of
customers, concern for the community,
or charity—is seen as in competition
with investor needs and diverting
resources away from the primary goal.

(Freeman et al. 2007, 306).

Our purpose here is not to settle the
distinction between shareholder capitalism
and stakeholder capitalism in favor of
either Friedman or Freeman, but to
transcend it by considering the role

that the corporate structure of the firm
plays in coordinating the goals of both
shareholders and stakeholders alike.
Economics attempts to explain social
phenomena in terms of systematic chains
of cause and effect, but the nature of the
causal relationship is an indirect one. To
argue that corporations exist with the
direct intent of maximizing a particular
objective, whether that is to maximize
monetary profits or to act in a socially
responsible manner, anthropomorphizes
corporations in a manner that is not
only highly incomplete but also highly
misleading. Although an artificial
construct of human beings, the firm serves
as a means by which to coordinate the
ends of various groups of individuals,
including shareholders, managers,
employees, customers, and stakeholders

among the general public.’ As Jensen and
Meckling state:

The firm is not an individual. Tt 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 equilibrium within a
framework of contractual relations. In
this sense the “behavior” of the firm
is like the behavior of a market; i.e.,
the outcome of a complex equilibrium
process. We seldom fall into the trap
of characterizing the wheat or stock
market as an individual, but we often
make this error by thinking about
organizations as if they were persons
with motivations and intentions. (1976,
311; emphasis in original)

In stark contrast with Smith, we argue that
limited liability is the very institutional
means by which the diverse and conflicting
objectives of individuals interacting with
the firm are reconciled. As the terminology
of this institutional arrangement implies,
purchase of a firm’s shares grants investors
partial ownership over the firm’s residual
claims (i.e., profits and losses) but limits
their losses only to the wealth they
committed to the firm as shareholders. Any
other assets are “safe.” Therefore, limited
liability serves as a credible commitment
device that leaves potential investors
secure to buy and sell shares of the firm,
thus reducing the transaction costs of
exchanging property rights over shares

of the firm and creating “a market for
corporate control” (Manne 1965).

3. We do not use the “nexus of contracts” language, as we see it as reductionist. See Langlois (2019).

CORPORATE AMERICA’S IDEOLOGICAL TILT: AN INTRODUCTION 4 CANDELA AND FULLER

+ 11



This is not to deny the possibility of
principal-agent problems arising from

the separation of ownership and control.
But if this problem were as inherently
damaging as some have claimed, it would
be puzzling to see a large majority of
large corporations throughout the world
(as measured by market capitalization)
structured on the basis of limited liability.
Why would shareholders, presumably
investing to realize the highest monetary
return possible, agree to invest money

on the expectation that the corporation’s
management will act against their interest?

Though the answer to this question has
been addressed in a vast literature on

the theory of the firm,*we wish to focus
on a point that turns the Berle-Means
thesis on its head. When the separation of
ownership and control is reframed in terms
of specialization in ownership and control,
such specialization indirectly aligns the
interests of shareholders and managers

by creating an external disciplinary
mechanism. The transferability of shares
facilitated by limited liability allows
potential investors to specialize their
knowledge in security analysis, reducing
the agency costs associated with the
separation of ownership and control
(Jensen and Meckling 1976, 355).

Harold Demsetz argues that this
“important aspect of specialization in
ownership has largely gone unnoticed”
(1983, 382). Once potential investors
have become shareholders, “limited
liability considerably reduces the cost

of exchanging shares by making it
unnecessary for a purchaser of shares to

examine in great detail the liabilities of
the corporation and the assets of other
shareholders” (Demsetz 1967, 369). The
“specialized owner derives little or no
direct utility from on-the-job consumption
by his management” and, therefore, “his
interests are fixed on the bottom line of
the profit and loss statement™ (1983, 382).
Because of the separation of ownership
and control, the ability of shareholders to
buy and sell ownership shares on the stock
market disciplines management, deflecting
managers from indulging preferences
inconsistent with maximizing profit. For
Demsetz, and contrary to Berle, Means,
and Adam Smith, diffuse ownership
disciplines toward profit maximization.

At the same time, and perhaps
surprisingly, limited liability does not
privilege shareholders over stakeholders,
as advocates of stakeholder capitalism
would argue. Rather, what advocates of
stakeholderism overlook is that limited
liability generates an invisible-hand
process that facilitates the realization of
other social goals not directly intended by
management.

Consider a few examples. To the extent
that shareholders are investing in a firm
to maximize their monetary return, that
constrains corporate managers from
indulging their nonmonetary preferences.
Such nonmonetary preferences include
not only consumption of on-the-job
amenities, but also other preferences to
which stakeholder advocates would object.
These include discrimination in hiring
based on race, creed, gender, or other
personal characteristics that are unrelated

4. On the role that limited liability plays in reducing transaction costs of buying and selling shares of firms, see
not only Demsetz (1967, 358-59), Alchian and Demsetz (1972, 787-88), Jensen and Meckling (1976, 331), and
Kirzner (1979, 104), but also in particular Woodward (1985).
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to increasing a firm’s productivity but

are consistent with increasing managers’
nonpecuniary sources of utility. Thus,
what Demsetz and other economic
theorists of the firm highlight is that free-
market competition between firms contains
important social and moral implications
that extend beyond profit maximization.

The implications that follow from a
proper understanding of the corporate
structure of firms suggests that the
distinction between shareholder
capitalism and stakeholder capitalism

is both unnecessary and redundant

when we take into account that private
property is not a private privilege,

but a social liability (Mises [1949]

2007, 311). The corporate structure

of limited liability is a property rights
arrangement that implies that neither
shareholders nor management may
disregard relevant stakeholders without
bearing the costs of doing so; they are
therefore encouraged to act in a socially
responsible manner without intending to
do so. Limited liability further provides
the institutional basis for discovering
socially irresponsible corporate behavior
and realizing profit opportunities for its
correction, specifically by discovering
who the relevant stakeholders are and
what their interests are.’ Private property
as a social liability facilitates the ability of
“unknown persons who have knowledge
specially suited to a particular task” to be
“attracted to that task” (Hayek 1948, 95).

This is illustrated by the case of Amadeo
Pietro Giannini, or “A. P.” Giannini, the
founder, in 1904, of the Bank of Italy,

the forerunner of what is known today as
Bank of America and a pioneer in branch
banking. Giannini’s story also illustrates
the redundancy between shareholder

and stakeholder capitalism. He was born
the son of Italian immigrants in San

Jose, California, on May 6, 1870; in her
biography of him, Francesca Valente
describes the xenophobia that prevailed at
that time: “Notwithstanding the genuine
opportunities for hard-working people,
foreigners in general—and especially those
of Chinese and Italian origin—were often
disliked, mistrusted, looked upon with
suspicion and hostility, and frequently
faced open discrimination” (2017, 3).

His father, Luigi Giannini, having been
murdered over a business dispute, Amadeo
Giannini would be raised in North

Beach, at the time an Italian immigrant
neighborhood in San Francisco, by his
stepfather, Lorenzo Scatena, who ran a
wholesale produce business and with whom
Giannini would later partner for business.
“His formative years buying and selling
fruit and vegetables with his stepfather,”
Valente writes, “gave him a valuable
experience while exposing him to the world
of neglected minority workers—which
informed his entire career” (2017, 12).

An alert and creative entrepreneur,
Giannini used his particular knowledge of
the Italian immigrant community in San
Francisco to provide financial services.
During that time, banks primarily offered
large loans to the rich, discriminating
against poor immigrants not only on

a nonmonetary basis, such as their
ethnicity, nationality, or race, but also

on a monetary basis by failing to see the

5. On how markets operate as mechanisms for “filtering in” moral behavior and “filtering out” immoral
behavior, see Storr and Choi (2019) as well as Choi and Storr (2022).
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profitability in providing them financial
services. The failure to realize potential
gains from exchange set up the very profit
opportunities for an alert and creative
entrepreneur like Giannini to extend the
scope of the financial market to poor
immigrants. As an entrepreneur, Giannini
realized that the prevailing status quo

in the banking industry was “nothing

but a seething mass of unexploited
maladjustments crying out for correction”
(Kirzner 1979, 119). Giannini was able to
realize such forgone profits by providing
financial services not only to Italian
Americans but also to all other immigrants,
who otherwise would have been neglected,
ignored, or otherwise precluded from
banking services because of discrimination.
Giannini catered primarily to customers
who “were neither wealthy nor powerful.
A. P, being himself the son of hard-working
Italian farmers, founded his own bank
mainly because he was outraged by how
other banks in North Beach neglected the
Italian citizens of San Francisco’s Italian
colony, which included his own family. The
majority of his customers were immigrants
who could hardly speak English, elsewhere
despised and distrusted, and who were
intimidated by the banking system”
(Valente 2017, 29-30).

Competition in the banking system created
high-powered incentives for Giannini to
learn from the errors of other bankers
and realize the potential profits of serving
the overlooked Italian Americans in San
Francisco. The fact that Giannini solicited
small savings deposits and offered loans
as small as $25, something other banks
were unwilling to do at the time, provided
an escape from turning to black-market
loan sharks. As historian Gerald Nash

states, Giannini transformed banking
from a “class market” into a “mass
market” available to the poorest and least
advantaged in society (1992, 25). Thus,
a system of private property rights and
the corporate structure of the firm set

in motion a process of error correction,
discovery, and learning, from which
Giannini was able to attract investors as
shareholders, in a manner that extended
the scope of relevant stakeholders where
it had not previously existed, specifically
by discovering an opportunity to serve a
disadvantaged group of immigrants.

The entrepreneurial story of A. P. Giannini
shows that, by creating the conditions

for personal liability and responsibility,
private property arrangements,
particularly in the form of limited liability,
indeed benefit shareholders; but the story
also implies that profit maximization must
be, by definition, socially responsible.

The reason is that, without government
privileges, corporations can only realize
profits by responding to the demands of
individuals in society and are held liable
for socially irresponsible behavior by the
discipline of losses.

When corporations do behave in a socially
irresponsible manner, “this is not the
outcome of alleged deficiencies inherent

in the system of private ownership of the
means of production. It is on the contrary
a consequence of loopholes left in this
system” (Mises [1949] 2007, 658; emphasis
added). The deleterious environmental
consequences of the 2010 BP oil spill in
the Gulf of Mexico (also known as the
Deepwater Horizon oil spill) illustrate

this point. Diagnosing the oil spill as a
consequence of deregulation is analogous
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to diagnosing a flu by treating the sneezes
that follow from such illness. In fact, BP
operated in a legal environment wherein
the profits of oil drilling were privatized,
but the expected social liability of an oil
spill was socialized. Such privatization

of profits and socialization of costs is not
consonant with private property but is
characteristic of a special privilege.

In short, regulatory discretion by policy
officials transformed a system of private
property into a system of privilege

through the Oil Pollution Act of 1990,
which capped the liability over damage
claims from third parties at $75 million,

an insignificant amount compared to the
billions of dollars in damages to third
parties resulting from the BP oil spill.
Capping liability created a situation that
capped the social responsibility of oil
companies, setting the expectation that
they could engage in deepwater drilling
without having to pay the full consequences
of any subsequent damages. Taxpayers,

not oil companies, were expected to foot
the bill of any subsequent liabilities. Had
private property rights been enforced
through tort law and the threat of costly
lawsuits, the social expectation would have
been set that BP, or any oil company, would
have been liable for damages. Instead,

the Oil Pollution Act had the effect of
eliminating a free market, specifically by
removing the social liability that private
property rights would have concentrated on
BP. A disaster became more likely.

We do not suggest that private property
rights would have guaranteed avoidance of
the big oil spill. There is no such thing as

a guarantee. Moreover, BP was held liable,
and rightly so, for compensation to victims
of the oil spill and agreed to establish a
$20 billion escrow fund. BP also agreed
not to assert any liability cap under the
Oil Pollution Act to avoid liability (Lee
2010). Importantly, such consequences
were assigned to BP ex post, but the role
of private property is to establish ex ante
expectations regarding the consequences
of an individual or firm’s action prior

to exercising a choice. Thus, had BP’s

tort liability not been capped by the Oil
Pollution Act and had BP expected to

bear the full consequences of its actions,

it would have been less incentivized to
pursue such risky behavior.® Thus, what
appears to be socially irresponsible
behavior resulting from the market was in
fact a government failure to enforce private
property rights. Corporate governance
and responsibility is a matter of incentives
and likelihoods, and therefore a matter

of comparative institutional analysis.

The fundamental issue at dispute when

it comes to corporate governance is not
whether corporations should act in a
socially responsible manner, but what is
the most effective means to incentivize the
discovery of socially responsible behavior,
as well as to detect and correct for socially
irresponsible corporate behavior. The
papers of this symposium take steps
toward answering those questions.

An Overview of the Symposium

Each of the contributions to this
symposium can be regarded, in the words
of Ronald Coase, as filling the gaps

6. See Hansmann and Kraakman (1991, 1992) on the case for unlimited shareholder liability for corporate

torts.
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in Adam Smith’s system, correcting his
errors, and making his analysis vastly
more exact (1992, 713). These papers
do so by tackling a host of questions
raised by twenty-first-century corporate
activism. Though the contributions
originate from a variety of disciplines—
primarily economics, philosophy, and
business history—the papers share a
broad commitment to methodological
individualism and a rational choice
approach to accounting for social
phenomena. Because contributors come
from diverse disciplinary backgrounds,
they are well suited to address an equally
wide range of questions and to tackle
strictly positive as well as normative
questions.

Scholars working from these
methodological frameworks generally take
one of two approaches to explaining the
puzzle of corporate social responsibility
(CSR) activity. CSR presents a puzzle
because a “naive” or “textbook” theory
of markets would leave little room for
environmental, social, and governance
(ESG); diversity, equity, and inclusion
(DEI); or other CSR initiatives. Consult
your nearest intermediate microeconomics
textbook in vain for a discussion of these
activities. They seemingly don’t maximize
profits, so competitive markets would
seemingly punish such activities swiftly.
Yet, such activities proliferate. Why?

The first set of explanations holds that
“slippage,” of one sort or another, exists

in the system and permits managers to
pursue ends at odds with maximizing

firm value. This is what we call a Type I
explanation. Principal-agent problems arise
due to the “separation of ownership and
control” (Fama and Jensen 1983). While

such slippage is observable in unhampered
markets, as we have already alluded, there
are also market mechanisms that arise to
mitigate it (Manne 1965; Demsetz 1983).
In some cases, government intervention
may exacerbate such principal-agent
problems (as in Roe 1996). Therefore,

it may be useful to distinguish between
“Type Ia” and “Type Ib” explanations.
The former refers to cases where the
imperfect discipline of the market allows
some “deviations” of managers from
shareholders’ interests to go undetected or
unpunished. The latter refers to deviations
that arise and persist due to government
intervention, which cripples the market for
corporate control.

The second group of explanations (Type
II) holds that CSR activities are means

by which firm managers maximize

profits given the unique constraints

and opportunities they confront. The

task of the scholar is to adumbrate the
nature of the incentives, constraints, and
opportunities that firms face to make sense
of how, why, and when CSR emerges.
Again, subtypes Type I1a and Type IIb are
helpful in classifying explanations. On the
one hand, as one of the papers (Maichel
and Jacobsen) argues, false beliefs may
generate a demand for corporate activism
by consumers. This may be (but isn’t
always) an unhampered market outcome;
when it is, call it Type I1a. On the other
hand, CSR activity might serve as a vehicle
to be awarded a government grant or
contract if the granting agency requires
firms to demonstrate success in meeting
ESG or DEI benchmarks—Type IIb. For
both Type I1a and Type IIb cases, failure
to pursue CSR actions would harm a firm’s
bottom line.
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In the symposium’s first paper, “The
Knowledge Problem and Corporate Social
Responsibility Across the Business Eras,”
Richard Kocur addresses the following
question: “To whom and for what is a
corporation responsible?” He recasts

the problems associated with CSR in the
context of the classic knowledge problem
(Hayek 1945). Through a historical
overview of CSR activities, Kocur
demonstrates that a knowledge problem,
which has manifested differently across
business eras, consistently confronts

CSR: namely, which social goals a
corporation should pursue and upon what
basis it should judge the pursuit of one
social goal more pressing than another.
Implicitly acknowledging both Type I

and Type II explanations for CSR, Kocur
believes neither that CSR is impossible

to implement nor that it is inherently
incompatible with shareholder interests.
That said, the next paper in the symposium
raises what is likely an even greater
challenge to CSR advocacy.

Mark Packard, Allen Mendenhall, and Siri
Terjesen grapple with a provocative but
oft-ignored question: When is corporate
social responsibility theft? They recognize
that answering this question depends on a
satisfactory answer to a more fundamental
question: Who is the rightful claimant

to resources allocated for CSR? While
recognizing that sustained debate on

this question dates to at least Milton
Friedman’s classic 1970 article on the

role of business, Packard and colleagues
interact with contemporary critics of

both traditional shareholder primacy

(e.g., Oliver Hart and Luigi Zingales)”

7. In this regard, see Hart and Zingales (2017, 2022).

and contemporary stakeholder primacy
perspectives on the firm. These critics seek
to carve out a “third way,” which holds
that firms may either maximize firm value
or shareholder value (Hart and Zingales
2017). As Hart and Zingales argue, these
two values may diverge, with a possible
implication being that firms are obligated
to maximize shareholder value but not
necessarily firm value.

Packard et al. demur, mounting a
compelling case that stakeholder (and
shareholder) heterogeneity stymies
attempts to chart a “third way” between
shareholder and stakeholder theories.
Because “not all shareholders of the firm
will value one particular social cause
uniformly,” firms ought to strive for profit
maximization; the authors go to exemplary
lengths to rebut arguments against this
point of view.

Importantly, Packard et al. note several
possible exceptions to the “CSR-as-

theft” perspective. One exception occurs
whenever a firm undertakes CSR activities
because its consumers demand them.

Such CSR is sought to enhance a firm’s
net present value and is consequently

not theft. Incidentally, CSR under those
circumstances also happens to be an
instance of what we have called a Type II
explanation for CSR behavior—that is,
CSR is pursued to maximize the firm’s net
present value. Such CSR is analogous to
traditional investments that are pursued
to increase the firm’s equity. Kocur offers
analysis of Patagonia as an instance of
this case. We would classify such cases as
Type Ila.
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Consistent with Packard et al., philosopher
Douglas Den Uyl argues that the “central
focus of a business is to maximize return
on capital and investments.” Given that
the primary obligation for which managers
are hired is to serve shareholders, what
then leads some of them to embrace
initiatives (broadly construed as CSR)
that seem disconnected from concerns of
profitability? Den Uyl locates an answer
in the classic problem of the “separation
of ownership from control,” which
generates the opening for aims other than
pecuniary profit maximization to arise.
Central among these, in Den Uyl’s telling,
is the pursuit of “esteem,” implying that
he offers a Type Ia explanation of CSR
activity. Drawing skillfully on themes
from Adam Smith and other economists,
Den Uyl identifies a phenomenon he calls
“moralization,” in which every dimension
of commercial activity takes on moral
significance. Once it does, imperfect
constraints on managers enable them to
pursue esteem, even at the expense of
attempts to deliver value to shareholders.

Like Den Uyl, Michael Ryall and Siri
Terjesen, in their paper “The Rise of
Second Wave Corporate Activism: Causes
and Consequences,” are interested in
understanding the causes of corporate
activism. During what Ryall and Terjesen
refer to as “First Wave” corporate
opportunism (until about the late 1970s),
wealth dissipation by corporations looked
fairly “traditional.” The separation of
ownership and control allowed empire
building, on-the-job consumption, and
other means for principals to enrich
themselves at the expense of agents. But
“Second Wave” corporate opportunism,
according to Ryall and Terjesen, is

characterized by consumption in the form
of corporate activism, specifically. They
argue that corporate activism arises from
the convergence of the concentrated power
of institutional investors creating a double
separation of ownership and control and
the embrace of what they refer to as a
“folk-critical” worldview by elite decision-
makers. Their argument has significant
political economy implications beyond
concerns about managerial opportunism
or value-destroying activism. Ryall

and Terjesen suggest the Second Wave
institutional framework is placing us on

a road to state capitalism by creating a
foundation that requires remarkably little
additional architecture to implement. The
value of Ryall and Terjesen’s paper is to
describe the “menu” of choices—with

a focus on Type I explanations—from
which scholars may select in attempting to
provide plausible accounts of recent CSR
phenomena. One important takeaway from
this paper is the large set of possible Type I
explanations.

As explained above, the Second Wave of
corporate opportunism has also witnessed
the rise of large institutional investors, a
development that is the central focus of the
paper by Roger Koppl, “The Levitating
Firm: Why the Market for Corporate
Control Barely Exists.” Koppl’s paper fits
squarely in the vein of Type I explanations
by developing a characteristically
sophisticated, provocative, and (to this
audience) likely controversial argument.
Drawing his inspiration from F. A. Hayek,
Koppl argues that the traditional market
for corporate control (as described by
Manne’s classic 1965 paper) is weakened
due to what he calls “levitating.” In a
horizontal “levitating” relationship, firms
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own shares in one another, resulting

in mutually interlocking ownership,
wherein firms are at least partial owners
of one another. This circular ownership
arrangement between levitating firms
shields managers from the market for
corporate control, allowing them to pursue
their own private interests. In our view,
Koppl’s paper is pregnant with research
questions regarding the extent to which
firm “levitation” genuinely disables the
market for corporate control, as well as
the political economy underpinnings of
corporate levitation. For example, in the
absence of governmentally erected entry
barriers, would it be possible for upstarts
to capitalize on the inefficiencies created
by levitation (see, for example, Demsetz
1982)? Even if readers disagree with
Koppl’s policy implications, the paper is
well positioned to generate novel research
agendas.

Rosemarie Fike and Jayme Lemke go
global in their empirical analysis, but their
results portend important warnings for
policymakers in the United States. Their
paper examines the consequences of a
regulation that forces boards of directors
to adopt social justice—oriented ends.

Fike and Lemke make three important
contributions. First, they provide the most
updated global meta-analysis of policies
that impose gender quotas on corporate
boards. Second, they demonstrate in the
case of Norway that intervention was
superfluous in the sense that market forces
were already placing pressure on corporate
entities to move in the direction of the
intervention. Third, they show in the

case of Italy that intervention disrupted
an important governance mechanism
stemming from family-based control of

the corporation. In short, intervention
was either superfluous or disruptive.

We believe these two points might serve

as a valuable model for other scholars
tackling these issues. First, scholars should
ask about what incentives the market
process generates to correct a perceived
shortcoming. Second, scholars should
inquire how interventions may generate
unintended consequences—results that are
undesirable even from the standpoint of
the interveners themselves.

Jacob Maichel and Peter Jacobsen, in
“Corporate Environmentalism and an
Oversupply of False Bad News,” explain
the E in ESG by developing a creative
Type II explanation of CSR behavior.
Maichel and Jacobsen are intrigued by
Julian Simon’s paradox: While the world
generally keeps improving, people’s
pessimism generally grows. Simon suggests
several reasons for the persistence of false
bad news about environmental degradation
or overpopulation, for instance. As

an example of just one of Simon’s

reasons, there are funding incentives for
scholars to produce bad news about the
population or the environment, so bad
news proliferates. This false bad news, in
turn, generates a demand by consumers
for corporate activism along a host of
environmental margins. Of even greater
likely empirical significance, there is

little incentive for citizens to correct their
false views, which generates political
support for environmental regulations
through the traditional public choice
channel of rational ignorance. Rationally
ignorant voters, coupled with special
interests, generate a slew of environmental
regulations. The firms that survive in such
a system are ones that are highly compliant
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with these mandates. Though Maichel
and Jacobsen focus on environmentalism,
we think their insights have wider
applicability to the S and G components
of ESG, too. Undoubtedly, there are also
regulations that cause firms to pursue
other social justice—oriented ends.

Afterword

In Free to Choose (1980), Milton

and Rose Friedman state that in “the
government sphere, as in the market,
there seems to be an invisible hand,

but it operates in precisely the opposite
direction from Adam Smith’s: an
individual who intends only to serve the
public interest by fostering government
intervention is ‘led by an invisible hand
to promote’ private interests, ‘which
was no part of his intention’ (1980,
5-6). The point that the Friedmans raise
applies not only to government but to
any setting in which decision-makers are
not fully responsible for the costs and
benefits of their decision-making. The
same point also applies to corporations;
if they are directed to serve a particular
policy in the name of the public interest,
a selection effect will be generated for
corporate managers and directors to
promote private interests antithetical to
shareholders and stakeholders alike.

Does this imply that we will see a reversal
of trends and a backlash against corporate
America’s ideological tilt? A series of recent
events can provide clues. At the time of this
writing, the Wall Street Journal reported
that many tech companies, such as Google,
Facebook, and Amazon, have begun
removing previously established DEI goals
from their company objectives (Kruppa

2025). While this recent reversal of trends
can be proximately attributed to the 2024
reelection of President Donald Trump, if the
issue were merely political, then we could
not provide any systematic explanation
about how this trend might unfold in the
long run. But perhaps we can. Perhaps there
are more fundamental reasons that might
explain why the prior decade’s status quo
may prove unsustainable.

On January 27, 2025, China’s DeepSeek
shocked the world of artificial intelligence
by unveiling a free, open-source large
language model, claiming it took only two
months and less than $6 million to build.
DeepSeek achieved this feat by relying

on reduced-capability chips from Nvidia
called H800s.

The announcement resulted in the American
tech giant Nvidia’s stock plummeting more
than 17 percent in one day. While the news
was shocking, its implications should not

be surprising in terms of the theme of this
special issue of The Independent Review.
As the American tech industry—and other
industries—face greater international
competition, the potential pressure this will
exert on their market share and profitability
will inevitably impinge on their ability to
pursue social goals that are antithetical

to the interests of shareholders and
stakeholders alike.

Restating our point in “more dramatic
words designed to arouse emotional
interest,” Armen Alchian raised the
following question that is relevant to our
argument: ““What forms of discrimination
among the members of that society shall
be employed in deciding to what extent
each person is able to achieve various
levels of his goals’? Discrimination,
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competition, and scarcity are three
inseparable concepts” (1965, 816;
emphasis added). The presence of scarcity
inevitably implies that competition will
emerge as a process to resolve conflicting
ends, but the role of the market process is
to reconcile conflicting goals in a peaceful
and productive manner. As we argued
earlier, limited liability as a corporate
structure of governance implies firms do
not deliberately prioritize shareholders

or stakeholders; the goals of each are
unintendedly realized through a process
of rivalrous discovery between firms
competing against one another in the
market process. However, when firms
deliberately discriminate in favor of
stakeholders at the expense of shareholders
or vice versa (and thereby overlook relevant
stakeholders), market competition will
place costs on such discrimination.

Social liability imposed by private property
implies that any bias toward maximizing
shareholder interest at the expense of
overlooked stakeholders will sow the

seeds of its own erosion through rivalrous
discovery by competing entrepreneurs, as
was illustrated in the past by the case study
of A. P. Giannini and the founding of Bank
of Ttaly. Perhaps the present circumstances
are leading to the pendulum swinging

in the other direction, as discrimination
against shareholder interests in the pursuit
of particular stakeholder interests will tend
to correct itself if it results in the continual
erosion of a firm’s profits, market share,
and ultimately American competitiveness.

To the extent that we do not witness such
a reversal, the economist should inquire

about what interventions stifle the market’s
discovery process.® For example, Cain

et al. find that certain laws “have reduced
hostile takeovers” (2017). The economist
Bryan Caplan—in a blog post—has
argued for linking Cain et al.’s findings

to the rise and proliferation of left-wing
corporate activism (Caplan 2022). But to
our knowledge, this connection has not yet
been studied extensively. Nor is it obvious
why such corporate activism tends to lean
leftward.

Consequently, we encourage readers of
this symposium of The Independent
Review to treat these papers as
conversation starters, and not as the final
word on this topic. Many questions are
left unanswered, not due to any fault of
the excellent scholars represented here,
but merely by dint of the scope of the
questions at hand. Recall that economists
have wrestled with the corporation since
at least the days of Adam Smith, who
analyzed joint-stock companies in The
Wealth of Nations. The corporations

of Smith’s day faced principal-agent
problems, but they (obviously) did not
behave identically to contemporary
firms. Scholars thus have much work

to do in identifying similarities and
differences between the firms of Smith’s
day and ours. Notably, there is still much
work to do in uncovering the causes

and consequences of social activism
undertaken by corporate entities. Such
activities assume countless different
forms, so no one-size-fits-all explanation
can provide a comprehensive account

of all CSR behavior. We invite scholars
to explore other manifestations of firm

8. For more on stifling the market process, see Israel Kirzner’s “The Perils of Regulation: A Market-Process

Approach,” originally published in 1978 (Kirzner 1985).
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activism, to explain behaviors seemingly
at odds with simple profit maximization,
to develop fruitful empirical approaches,
and to tackle the biggest questions, such
as the extent to which these behaviors
undermine the institutions of a free and
virtuous people.
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