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The	just	economy:	performance

Equitable		and	stable	economic	growth	=
“sustainable	prosperity”	

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

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

• that	is	equitable: gains	from	growth	shared	fairly	
among	those	who	contribute	to	it—including	
equitable	use	of	the	planet’s	resources	across	nations	
and	over	generations



The just economy: process
The	Investment	Triad:

Sustainable	prosperity	depends	on	
investments	in	productive	capabilities
by	households,	government,	and	businesses

• HOUSEHOLDS as	“supportive	families”	invest	in	the	
productive	capabilities	of	the	labor	force

• GOVERNMENTS as	“developmental	states”	invest	in	
infrastructure	and	society’s	knowledge	base

• BUSINESSES as	“innovative	enterprises”	invest	in	
value-creating	processes	and	products

How	do	these	organizations	work	together	
to	develop	and	utilize	productive	capabilities?	
(We	need	a	theory	of	innovative	enterprise)



The	unjust	economy:	
predatory	value	extraction	(PVE)

• Investments	in	infrastructure	and	knowledge	by	
developmental	states	make	innovative	enterprises	
possible;	when	these	states	and	enterprises	work	
together,	families	have	incomes	to	be	supportive.

• But	successful	enterprises	become	repositories	of	
both	capabilities	and	cash,	making	it	possible	that	
“predatory	value	extractors”	will	find	ways	to	ex-
tract	value	from	these	enterprises	far	in	excess	of	
their	contributions	to	the	value-creating	processes.

• The	results	of	predatory	value	extraction	(PVE)	are	
extreme	income	inequity	and	employment	
instability—with	the	USA	the	world	PVE	leader.



Extreme economic inequality since the late 1970s

Gini Index, all US families 
1947-2017
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PVE  and the growing productivity-pay gap



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.

The coming of the PVE era



Percent of US business total

Firms Employees Payroll Revenue
No. of 
emplo-

yees No of firms
Average 

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

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

vAround	1,900	firms	with	5,000+	US	employees	have	
a	major	influence	on	US	economic	performance.

vHow	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/data/tables/2012/econ/susb/2012-susb-annual.html

Most recent revenue data



Career	employment:	
Key	driver	of	the	

productivity-pay	relation
Old	Economy	Business	Model

Career-with-one-company	
norm:	employees	share	in	
profits	through	job	security,	
pay	raises,	defined-benefit	

pensions,	and	health	coverage

New	Economy	Business	Model

Insecure	jobs,	globalized	labor,	
defined-contribution	pensions

Erosion	of	middle-class	
employment	opportunities	as	

careers	in	companies	
disappear

1940s-1970s
pay	tracks	productivity	

Retain-and-reinvest

1980s-2010s
pay	lags	productivity	

Downsize-and-distribute
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The	buyback	economy
• US	corporations	hold	a	vast	accumulation	of	
productive	capabilities	that,	daily,	create	value.

• The	value	creators	are	households	as	taxpayers,	
workers,	and	entrepreneurs.

• Predatory	value	extractors	include	corporate	execu-
tives,	investment	bankers	and	hedge-fund	managers.

• They	extract	value	by	accumulating	corporate	stock,	
with	distributions	of	corporate	resources	to	share-
holders	in	the	forms	of	cash	dividends	and	stock	
buybacks	boosting	the	stock’s	value.

• Stock	repurchases	are	so	massive	in	the	United	
States	that	it	can	be	called	a	“buyback	economy.”



SEC Rule 10b-18
November 1982

In	the	name	of	“maximizing	shareholder	value”
SHRINKING MIDDLE CLASS
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226 companies, S&P 500 index in Jan. 2018, 
publicly listed 1981-2017

1981-83: BB/NI%=4.4%;  DV/N=50.3% 
2015-17: BB/NI%=62.3%; DV/N=54.8% 



Mean	buybacks	&	dividends,	and	%	of	net	income,	2008-2017
466 companies, S&P 500 Index in 

Jan. 2018, publicly listed 2008-2017
2018-2017: BB: $4.0tr.; DV:$3.1 tr. 

BB/NI=53%; DV/NI=41%



25	largest	
repurchasers	
2008-2017

Research	
agenda:	
analyzing	
how	

buybacks	
undermine	
attainment	of	
equitable	and	

stable	
economic	
growth											

in	particular	
industries	

and	
companies	
within		those	
industries



With	Republican	tax	cuts,	buybacks	reach	record	levels	in	2018

2013-2017, S&P 500 companies did BBs of $2.6tr. (56.1% of NI) plus
DVs of $2.0tr. (41.9%), and, buoyed by tax cuts, set records in
2018Q1, Q2, & Q3, with over $800b. annualized in 2018Q3.

Source: Yardeni Research at 
https://www.yardeni.com/pub/buybackdiv.pdf



Wall Street Journal, Nov. 10, 1982

SEC	Rule	10b-18:	A	license	to	loot

Reagan’s	
SEC	Chair
John	Shad



Top	ten	stock	repurchasers,	2008-2017,	and	SEC	Rule	
10b-18	safe-harbor	limit	on	buybacks	per	trading	day,	

as	of	August	17,	2018

SEC Rule 10b-18: 
market manipulation and value extraction 



SEC does not require disclosure on the days on which 
buybacks are done—and Rule 10b-18 cannot be violated 

https://theintercept.com/2015/08/13/sec-admits-monitoring-stock-buybacks-prevent-market-manipulation/

July	2015:	SEC	Chair	White	
responds	to	an	April	2015	
letter	from	US	Sen.	Baldwin		



Value-extracting insiders, enablers, and outsiders

• Value-extracting insiders: senior corporate executives  
incentivized by stock-based pay to engage in downsize-
and-distribute rather than retain-and-reinvest

• Value-extracting enablers: institutional investors, 
mainly pension and mutual fund managers, holding over 
60% of market cap of outstanding shares in the United 
States, incentivized to secure high yields on stock 
portfolios and required to exercise proxy votes

• Value-extracting outsiders: hedge-fund activists, holding 
small fractions of shares of companies, lobby proxy-
voting services (ISS and Glass Lewis) to back board of 
director candidates who will pursue the activists’ agenda 
to “maximize shareholder value”
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Value-extracting	insiders:	Weight	of	stock-based	executive	pay

Average	total	pay	and	%	shares	of	pay	components,	500	
highest	-paid	US	executives	in	each	year,	2008-2017



Sanctioned by the SEC since 2003, the proxy voting system requires 
fund managers to vote portfolio shares, and they rely on proxy 
advisers (mainly ISS and Glass Lewis) to recommend  how to vote.

Value-extracting enablers: Pension-fund and mutual-fund 
managers control an increasing share of corporate stocks

Percentage	share	of	US	stock-market	
capitalization	held	by	institutional	

investors,	1946-2015



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

Top15 corporate executives in 2016

Average total pay=$120 millio
n (93% stock-based) 

Range: $83 millio
n to $220 millio

n
Take-home pay of the top 15 hedge-fund managers, 

USA, 2016 (top15 average=$606 millio
n)

Value-extracting outsiders: Take-home pay of hedge-fund 
managers, 2016; shareholder activists underlined



• “Maximizing shareholder value” (MSV): rooted in 
neoclassical theory; the firm as a massive market 
imperfection, reflecting “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.

• Hence those who bear risk should control resource 
allocation in the economy, including the corporation.

Neoclassical “agency theory”: 
a theory of the firm and its role in resource allocation that 

provides academic legitimacy to MSV ideology



• 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 enterprises 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



• In the growth of the US economy, the key function of the 
stock market was control: the stock market promoted 
innovative enterprise by separating managerial control 
over corporate resource allocation from ownership of 
the company’s shares,

• Erroneously assuming, however, that the stock market’s 
function is cash—and  that control is the “original sin” 
of US corporations—agency theorists argue that, for the 
sake of economic efficiency, shareholders as “principals” 
must compel managers as “agents” to “maximize 
shareholder value.”

See W. Lazonick, “The Functions of the Stock Market and the Fallacies of 
Shareholder Value,” INET WP, 2017 (www.ineteconomics.org/research/research-
papers/the-functions-of-the-stock-market-and-the-fallacies-of-shareholder-value)

Separation	of	share	ownership	and	managerial	control



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 that have a profound influence on 
the operation and performance of the economy.

• 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.



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 responsibility 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 con-
forming 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



THE	CONTEXT:	Friedman’s	article	
as	it	appeared	in	the	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 G.M.” demands that General 
Motors address safety and pollution



In historical retrospect, the “public purpose” 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” GM lagging further and further behind.

What Friedman (and, quoting him, the NYT 
editor) called “pure and unadulterated 

socialism” proved to be the innovative future of 
the global automobile industry! 

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



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

Who created that value? Whose cash 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 cash flow “free”

Integral to “disgorging” corporate cash is alignment of 
executives’ interests as agents with shareholders’ as 
principals by giving executives stock-based pay.



Source: graph of hits is from 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

SEC Rule 10b-18. Nov. 1982, 
legalizing large-scale buybacks

Harvard Business School 
hires Michael C. Jensen, 1985

Battle for control of 
RJR Nabisco, 1988



Investment in productive capabilities includes, first 
and foremost, investment in people

• Along	with	investment	in	plant	&	equipment,		
innovation	requires	investment	in training	&	
retaining	employees,	which	may	include	investment	
in	research	&	development,	but	is	not	confined	to	it

• To	generate	a	competitive	product	from	these	
investments	in	productive	capabilities,	the	firm	
must
• Transform	technologies	to	generate	a	high-
quality	product

• Access	markets	to	transform	the	high-fixed	costs	
of	developing	a	product	into	low	unit	costs



Companies grow through innovation: generation of 
high-quality products at low unit costs

• For	sustainable	prosperity,	the	size	of	the	firm	or	
even	its	dominance	of	its	industry	is	often	not	the	
problem	for	attaining	sustainable	prosperity.

• The	problem	is	predatory	value	extraction.

• The	regulatory	solutions	have	do	with	corporate	
governance:	that	is,	regulating	the	ways	in	which	
business	corporations	allocate	resources	and	
returns.

• And	some	members	of	the	United	States	Congress	
get	it.





”Your	previous	response	did	not	sufficiently	explain	what	the	

SEC	is	doing	to	respond	to	the	buyback	phenomenon….I	request	

that	you	respond	to	the	following	questions:

•	What	steps	are	you	taking	to	investigate	the	risk	that	share	

buybacks	could	be	manipulating	stock	prices?

•	Have	you	opened	any	investigations	into	specific	questionable	

buyback	practices?

•	Given	that	you	have	explained	that	the	Commission	lacks	the	

necessary	data	to	perform	analysis	on	buybacks,	are	you	

working	to	improve	your	data	collection	efforts?

The	overarching	reason	I	am	interested	in	buybacks	is	that	I	

am	concerned	that	they	come	at	the	expense	of	the	

investments	in	innovation,	research,	and	workers	that	are	

necessary	for	stable	and	equitable	economic	growth,	as	some	

academic	studies	have	suggested.”

Sen. Baldwin’s 2nd letter to SEC Chair White
November 16, 2015



https://www.ineteconomics.org/uploads/general/Baldwin-QFRs.pdf

US	Senator	Tammy	Baldwin	(D-WI)	uses	research	on	
financialization	of	the	US	pharma	business	model	to	

question	the	lobby	group	PhRMA



US Senate Democrats, GOP Tax Scam, 
and stock buybacks

https://www.baldwin.senate.gov/press-releases/amendment-to-rein-in-corporate-stock-buybacks

https://www.baldwin.senate.gov/press-releases/amendment-to-rein-in-corporate-stock-buybacks


June 28, 2018 21 US Senators call for a period of 
public comment on Rule 10b-18





Reward Work Act

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

March 22, 2018

Rescind	SEC	Rule	10b-18		
Labor	representatives:		1/3	of	board	members	of	a	US	business	corporation		

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


Accountable Capitalism Act

https://www.warren.senate.gov/newsroom/press-releases/warren-introduces-accountable-capitalism-act

The Accountable Capitalism Act, 115th Congress (2017-2018) S. 3348 is a
proposed federal bill introduced by Senator Elizabeth Warren in August 2018. It
would require that employees elect 40% of a board of directors of any corporation
with over $1 billion in tax receipts, and that 75% of shareholders and directors
must approve any political spending. Corporations with revenue over $1 billion
would be required to obtain a federal corporate charter. The Act contains a
"constituency statute" that would give directors a duty of "creating a general
public benefit" with regard to a corporations stakeholders, including shareholders,
employees, and the environment, and the interests of the enterprise in the long-
term.

https://en.wikipedia.org/wiki/Accountable_Capitalism_Act

August 15, 2018



Support for the Accountable Capitalism Act builds 
in the new US Congress



Comparative research on PVE in Europe
Stock buybacks

Mustafa	Erdem	Sakinç	(The	Academic-Industry	Research	Network),	“Share	Repurchases	in	
Europe:	A	Value	Extraction	Analysis,”	IsiGrowth	Working	Paper		16/2017	May,	at	
www.isigrowth.eu/2017/06/15/share-repurchases-in-europe-a-value-extraction-analysis/

US	companies	favor	BB	over	DV;
European	companies	DV	over	BB

http://www.isigrowth.eu/2017/06/15/share-repurchases-in-europe-a-value-extraction-analysis/


Comparative research on PVE in Europe
Executive pay

Patricia	Kotnik,	Mustafa	Erdem	Sakinç,	and	Dejan	Guduraš,	“Executive	

Compensation	in	Europe:	Realized	Gains	from	Stock-Based	Pay,”	Institute	for	

New	Economic	Thinking	Working	Paper	No.	78,	September	2018:

https://www.ineteconomics.org/research/research-papers/executive-

compensation-in-europe-realized-gains-from-stock-based-pay

• A		sample	of	CEO	pay	for	the	fiscal	year	2015	of	301	

companies	listed	in	S&P	Europe	350	Index	from	11	EU	

countries:	Belgium,	Denmark,	Finland,	France,	Germany,	

Ireland,	Italy,	Netherlands,	Spain,	Sweden	and	the	UK

• On	average	half	of	the	total	compensation	of	the	European	

CEOs	in	the	sample	is	stock-based,	measured	by	actual	

realized	gains, with	large	differences	among	countries.	

• In	some	European	countries	the	majority	of	total	

compensation	is	stock-based,	but	the	proportions	are	still	

well	below	those	that	prevail	in	the	United	States.

https://www.ineteconomics.org/research/research-papers/executive-compensation-in-europe-realized-gains-from-stock-based-pay



