“Fat Cats: Make them accountable and liable”
Notes
1. Central strategic objectives of neoliberal policy regimes:

(a) Destruction of worker opposition: In particular, throughout the 1980s, the central policy doctrine of neo-liberalism – monetarism – was the predominant means by which to achieve this objective:
Many in the Thatcher government “never believed for a moment that [monetarism] was the correct way to bring down inflation. They did however see that this would be a very good way to raise unemployment. And raising unemployment was an extremely desirable way of reducing the strength of the working classes. [...] What was engineered – in Marxist terms – was a crisis of capitalism which re-created the reserve army of labour, and has allowed the capitalists to make high profits ever since.” (Sir Alan Budd, Economic Advisor to the Treasury 1991-1997, quoted in The New Statesman, 13 January 2003, p. 21).

In more general terms, 

“This state of affairs is perhaps symptomatic of the future economic regime of capitalist democracies. In the slump, either under the pressure of the masses, or even without it, public investment financed by borrowing will be undertaken to prevent large-scale unemployment. But if attempts were made to apply this method in order to maintain the high level of employment reached in the subsequent boom a strong opposition of ‘business leaders’ is likely to be encountered. [...] Lasting full employment is not at all to their liking. The workers would ‘get out of hand’ and the ‘captains of industry’ would be anxious to ‘teach them a lesson’. [...] In this situation a powerful block is likely to be formed between big business and the rentier interests, and they would probably find more than one economist to declare that the situation was manifestly unsound. The pressure of all these forces, and in particular of big business would most probably induce the Government to return to the orthodox policy of cutting down the budget deficit. A slump would follow in which the Government spending policy would come again into its own.” [M. Kalecki, Political aspects of full employment, 1971 [1943], pp. 144
(b) The “revenge of the rentier”: Once labour has been “suitably” marginalised through economic policy tools, anti-Labour legislation and the mantra of “rights and responsibilities” that has dominated, for example, New Labour’s labour market policies (“welfare to work” approach to incentives), neo-liberalism orchestrates the rise of the “rentier classes” (middle and upper middle classes in a position to (have) accumulate(d) financial wealth) to unfettered economic and political power. Basically, this entails wide-ranging deregulation and privatization programmes that dismantle welfarist/corporatist regimes of long-term income policy, and favour strong distributional shifts from wages to profits. 
2. It is now clear that this concentration of economic (and, to some extent, political) power in the hands of rentiers has resulted in economic disaster for the majority of people: Unfettered markets have not produced disciplined economic behaviour and smooth productivity gains (that will eventually “trickle down” to everyone), but a total failure to properly evaluate risk and the most drastic economic crisis since 1929. 

3. The immediate causes of the current financial and economic crisis are manifold and specific. However, they highlight that we live in an economic system that privatises gains according to complex private property rights rules, but socialises risk in a totally anarchic manner. 

4. At the CISD (Centre for International Studies & Diplomacy, School of Oriental and African Studies, University of London), we are developing a research and policy project that focuses on what we regard as a structural cause of this crisis, as well as other negative dynamics of contemporary capitalism: The legal form of the dominant private market player – the large shareholder corporation. Through limited shareholder liability in conjunction with the legal figure of the “separate corporate personality”, this legal form actively encourages irresponsible investment behaviour by combining the privatization of profits with the (anarchic) socialisation of risk. 
5. Listed shareholder (or joint stock) companies have, of course, existed for a long time and been the dominant company form in Anglo-Saxon economies, since the 1960s increasingly also in EU member states and, eventually, leading LDCs. Their particularly damaging and partisan role under neo-liberalism has to be seen in the wider context of economic globalization, in particular the fusion of financial with industrial management at the firm level, and the gradual dismantling of the mediation role of traditional banking between finance and production. 

6. Post-WWII “managerial capitalism” (Chandler 1984, Cassis 1997) only transforms into “shareholder capitalism” gradually, with the latter reaching peak importance only since the early 1990s through to the current financial crisis. This  “managerial capitalism” of the 1960s and 70s is dominated by 

· industrial production

· continued persistence of family leadership, relatively small business elites, esp. in UK (but also France: see Michelin example)
· Cold War “system competition” and “benevolent paternalism” to keep worst excesses of emerging shareholder logic under control (e.g. “Rhein capitalism in Germany and France, “social market economy” in Germany).
· “Mediated” capitalism: Regulated national bank sector “mediates” between saver and investor; Bretton Woods framework regulates international financial relations.

7. With the dismantling of regulated bank-led financial mediation (e.g. the New Deal regulation of banking and finance functions) and its gradual replacement by private sector institutional investors, in conjunction with the disappearance of “system competition” (with socialism), the “shareholder logic” comes into its own, legitimising itself through a number of arguments, including: 
(i) Shareholder companies are the economic equivalent of political representative democracy. This “myth of shareholder democracy” goes back to 1950s US (e.g. G. Keith Funston, President of New York): A shareholder company is the equivalent a representative democracy with the shareholders being the voting public, the AGM and governing boards being the legislative (some kind of parliament) and the Board of Directors the executive (government)….
(ii) Limited shareholder liability is required to raise equity and finance dynamic capitalism

(iii) Shareholding spreads wealth

(iv) Management and shareholders share a harmonious interest

How credible are these claims?

7. 
On “shareholder democracy”: 
“The Trade of a joint stock company is always managed by a court of directors. The court, indeed, is frequently subject, in many respects, to the control of a general court of proprietors. But the greater part of those proprietors seldom pretend to understand anything of the business of the company; and when the spirit of faction happens not to prevail among them, give themselves no trouble about it, but receive contentedly such half yearly or yearly dividend, as the directors think proper to make to them. This total exemption from trouble and from risk, beyond a limited sum, encourages many people to become adventurers in joint stock companies, who would, upon no account, hazard their fortunes in any private copartnery ... The directors of such companies, however, being the managers rather of other people’s money than 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 dispensation from having it. Negligence and profusion, therefore, must always prevail, more or less, in the management of the affairs of such a company. 

[...]

To establish a joint stock company, however, for any undertaking, merely because such a company might be capable of managing it successfully; or to exempt a particular set of dealers from some of the general laws which take place with regard to all their neighbours, merely because they might be capable of thriving if they had such an exemption, would certainly not be reasonable. To render such an establishment perfectly reasonable ... it ought to appear with the clearest evidence that the undertaking is of greater and more general utility than the greater part of common trades. ... The joint stock companies, which are established for the public-spirited purpose of promoting some particular manufacture, over and above managing their own affairs ill, to the diminution of the general stock of the society, can in other respects scarce ever fail to do more harm than good. Notwithstanding the most upright intentions, the unavoidable partiality of their directors to particular branches of the manufacture, of which the undertakers mislead and impose upon them, is a real discouragement to the rest, and necessarily breaks, more or less, that natural proportion which would otherwise establish itself between judicious industry and profit, and which, to the general industry of the country, is of all encouragements the greatest and the most effectual.” (Smith 1776 [1981]: Book V, Pt III, Art 1, para.15-18, 36: 740-741, 757, emphasis added).
Since as far back as Adam Smith the lack of power accruing to the small shareholder has been made more than clear. The idea that shareholders constitute an assembly of largely equal individuals is just as much a (convenient) illusion as is the idea that we are all equal in the sense of being “taxpayers”, “consumers and producers” or “individual market participants” – and in terms of this description of our role or function somehow more or less equal. 
In modern terminology, what Smith points out is that formal ownership and actual control are two different things. The large majority of shareholders are in a possession of a formal claim to partial ownership, but this does not convey on them the power (sovereignty) of control. It only conveys a claim to money: The main tool available to the average shareholder to express dissatisfaction is the sale of a share or shares, that is passive withdrawal of support rather than an active voice. In shareholder companies, the “voter” does not even have the choice of the voter in a parliamentary democracy (between political party programmes); s/he can only approve or disapprove a one-party programme. 
8. On the idea that limited shareholder liability promotes economic growth (equity finance)
Historically, shareholder limited liability has arisen in response to 19th century pressure groups promoting the interest of increasingly wealthy middle classes in investing their growing financial wealth without becoming entrepreneurs. Limited liability here also meant a loss of control. This rested with the owner- entrepreneurs, who welcomed the emerging “rentier” interest as a valuable source of equity finance, but kept control of their companies, taking the risks and assuming full liability for the consequences of their decisions.

Today, corporate limited liability means the accountability of a Board of Directors to their owner-shareholders. With the introduction of the “separate corporate personality” risk was shifted from shareholders to creditors: Shareholders were liable to (the now separate legal entity of) the company only, and creditors had to direct their claims to this entity. Subsequently, this logic was extended to the separation of parent companies from their subsidiaries: A parent company is not generally legally liable for its subsidiaries’ decisions (and the risks these imply), even if the parent company has complete control of the subsidiary and its directors are the same as those of the subsidiary. 

These gradual changes cannot be explained in terms of efficient responses to economic needs (to raise finance for large-scale investment). While it is possible that, in some circumstances, limited shareholder liability facilitates the financing of large (productive) investment projects, it does not follow that this therefore was the (historical) reason limited shareholder liability actually emerged: Historical evidence rather supports the view (esp. in the UK) that the facilitation of finance of large-scale investment was a useful side-effect of shareholder limited liability, this was driven by the growing political and economic role of a wealthy middle class, wanting to capitalise on its financial wealth without turning themselves into risk-taking entrepreneurs. This rentier interest also drove the gradual erection of a “legal wall” protecting shareholder-rentiers from having to stand in with their financial wealth for the risks associated with the investment projects they helped to finance (separate corporate responsibility). 
While many of these (legal) developments took place during the first phase of “liberalisation” (end 19th century/early 20th century), their impact has been carried forward and come to full “fruition” in the current phase of “globalisation” in which companies extend their role as “executive boards” of rentier interests to internationally based operations (group liability issues – parent companies and their subsidiaries).

8. 
On more egalitarian access to wealth through shareholding:

· According to the World Federation of Exchanges (WFE), total domestic market capitalization (a measure of corporate size based on share price times number of shares outstanding of publicly traded companies) was US$ 61 trillion at the end of 2007. According to World Bank estimates (World Development Indicators) World GDP in 2007 amounted to US $ 54.3 trillion. In other words, holders of shares (directly or indirectly through insurance companies, pension funds, open-ended mutual funds, etc.) owned 1.12 times the value of world production in 2007. 

· Realistically assuming an average capital coefficient of around 3 (the ratio of capital to output), the world’s capital assets necessary to produce a GDP of close to US$ 55 billion amounts to around US$165 trillion. At the same time, stock market assets generally account for around one third of the total assets of shareholder households, the implication being that shareholders possess a very considerable part of the world’s tradeable assets, certainly no less than 70-75% (including real estate, houses, apartments, liquid assets, furniture, pieces of art, etc.).
· Stock market wealth is highly concentrated geographically….

· Just short of half of this stock market wealth is concentrated in the US.
· Around 25% of this stock market wealth is held in the EU 15, where between 20 – 25% of households (or around 100 million people) own company shares.

· Another 15% is held in Japan, and the majority of the remainder in Australia, Canada and Switzerland. 

· Roughly speaking, altogether around 350 million people, or just over 5 % of world population, own almost all of stock market wealth. 

· … and by income groups

· According to the World Wealth Report 2007, published by Merrill Lynch and Cap Gemini, 10.1 million individuals worldwide held at least US$ 1 million in financial assets (the so-called “high net worth individuals” or HNWI), with global HNWI amounting to US$ 40.7 trillion and average HNWI surpassing US$ 4 million for the first time. The ultra-HNWI wealth band experienced the strongest growth (8.8% in population and 14.5% in accumulated wealth). Put differently, 10.1 million individuals (or 0.15% of world population) own the equivalent of around 35% of the world’s capital stock. 
· At the same time, the latest World of Work Report (ILO, 2008) shows that the continuous decline of the wage share relative the profit share across most regions of the world, including a 9 percentage points fall between 1985-2005 in advanced economies. The income of the 10% richest households grew faster than that of the 10% poorest during that period, meaning that high-income groups benefited by far the most from expansionary growth episodes since the early 1990s.  For example, in the US alone, 1% of American citizens in 2006 received the highest share of adjusted gross income for two decades, and probably since records began in 1929 (Wall Street Journal, 23 July 2008, IRS annual report 2008).

· The report also points out that the widening gap between firms’ executive pay and average employee pay is a driving factor of rising inequality. In 2007, CEOS earned, on average, between 71 and 183 times more than the average employee, with the highest paid CEOs in the US (where average CEO pay exceeded  US$ 10 million/year). The report goes on to state: “And while CEOs in Hong Kong (China) and South Africa, for example, are paid much less than their US counterparts, their compensation still represents between 160 and 104 times the wage of the average worker in these countries. Even average executives earn between 43 and 112 times as much as average employees.”(p.17).
· In all economies for which data is available, between 1-3% of households own close to half of stock market wealth. For example, in France, this percentage was 1% in 2002. In the US, already in 1989 the “super rich”(with a net worth of more than US$ 2.35) owned over 46% of stock, and the “rich”(with a net worth between US$ 2.35 and US$ 346.000) the next 44%, with the remaining 12% owned by everyone else (Wolff 1995). 

9. On the harmony of interests between managers and shareholders:

· This has been called into question by the corporate scandals since early 1990s (Enron, World.com, Tyco, Parmalat, Ahold, etc) that demonstrate lack of transparency of management and lack of trust of shareholders in management:
· Rise of concept of “good corporate governance” (Cadbury Report in the UK, 1992)

· Role of non-executive directors

· Shareholder activism

· Corporate Social Responsibility (CSR) campaigns

· Binding Director Duties (UK company law 2006, EU directives 2007)

10. In our view, the above measures are insufficient and inefficient to address the fundamental problem of explained above (see e.g. NGOs, such as Save the Children and Christian Aid on the failure of CSR campaigns)
Not only is the combination of limited responsibilities (liabilities) with full control or ownership rights for owner-shareholders is a rare and arbitrary exemption of an influential interest group (the wealthy middle classes) from a basic principle of democratic capitalism: The idea that rights come with duties not only for labour, but also for capital (and rentiers), and that all are equal before the law. As it stands, every citizen is legally obliged to take out insurance to drive a car on the road, while the owner-shareholders of large corporations can take far bigger risks with only a very limited legal obligation to take responsibility for their actions.

More importantly perhaps, this capture of a whole system – “market economies” – by a small interest group is at the heart of the current economic crisis. Whatever excesses of de-regulation have taken place, their impact would have been less disastrous had company law implemented mechanisms that match ownership and control rights with responsibilities. This applies not only to the financial but also to the so-called “real” sector, shortly to be hit by the fall-out from its “financial” counterpart.

11. The answer to this conundrum does not lie in the introduction of unlimited shareholder liability across the board. This is the “solution” advocated by radial free marketers who reject corporate capitalism in favour of a conservative and paternalist illusion of small-scale “proper” capitalism, governed by the “true entrepreneur” who runs the show by rolling up his sleeves, taking risks and standing in for them. In the context of modern technologies and an increasingly internationally (large scale) functioning world economy, this is not a very credible option – and nothing is necessarily wrong with wealthy middle class rentiers investing in the economy. What IS required, and urgently, is that investment that comes attached with a label saying “limited responsibility” does NOT entail full (ownership) rights - whether or not these rights actively practised by the shareholder or delegated by him/her to an elect “executive” of CEOs. In order to avoid irresponsible risk-taking, what is required is an equitable match between ACTUAL risk-taking and ACTUAL control rights. 
12. In the contemporary context of large-scale highly internationalised economic investment mechanisms and projects, risk is almost always systemic and therefore must be socialised. At current levels of economic integration and interdependence, it cannot reasonably be carried by individuals, at least not for strategically leading sectors and projects (including finance). The logic consequence, therefore, is to also socialise the processes of evaluating risk and deciding upon particular large-scale investment projects given this risk evaluation. 
13. The socialisation of risk assessment presupposes the socialisation of control (over investment decisions and strategies), and thereby, also eventually over property rights (that, in their turn, determine the ways in which a collectively produced economic surplus is distributed amongst special interest groups and individuals). What can “socialisation” mean in this context?
· First, do not abolish limited shareholder liability. Instead associate limited shareholder liability with limited ownership and control rights: You take limited responsibility, you get limited control.

· Use the space created for the definition of other than shareholder property rights to advocate and promote debate about how to define and implement other than individual shareholder property and control rights:

· This could start with such a well-defined and limited debate as worker participation in remuneration committees to implement a socially mediated governing process of surplus appropriation (for purposes of private luxury consumption) by fat cats (e.g. B. Wedderburn, IER 2004)

· It could also entail advocacy of nationalisation strategies (state ownership) in combination with specific group-oriented control mechanisms (consumers, trade unions, community members, “taxpayers” etc) instead of an effective delegation of control mechanisms to a select group of CEOs, looking after the interest of an equally vaguely defined group, called “savers”)

· It could lead to the legal and political definition of social property rights, that is property rights regimes that render control over certain resources to specific social groups (as opposed to the state or private individuals). Evidently, in this case, these property rights are inalienable, i.e, cannot be passed on (inherited).
· Importantly, what degree, extent and scheme of “socialisation” is adequate, should be regarded as a question of specific context and historical experience: It may make sense to nationalise banking and finance, but it may be less straight forward to nationalise high street retailing. Certain socialised management and control strategies may make sense for the Venezuelan mining sector, operating in a historical context of strongly clan-driven political and economic control as well as a technological context of very large-scale production, and other strategies may be relevant to small-scale agricultural production of community-based goats cheese in Wales, still others for non-mining but large-scale car production in Scandinavia. 

· What is required is systematic work into how to define and promote “socialised” control and production schemes in their various historical and sectoral contexts. 

· In addition: Of course, this work on “socialisation of gains and control” has to also take account of new schemes of international (financial) regulations. This latter aspect will be the focus and “fashion” of policy discussion in the wake of the current financial and economic crisis, but the more far-reaching ground-work on context-specific “socialisation” of control and profits might turn out to be more important. 

S. Blankenburg
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