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Debate  

The	Debate	over	the	Shareholder	Model	of	Corporate	
Governance		
  

ISSUE:	Is	the	shareholder	model	the	best	strategy	of	corporate	governance	in	managing	a	
public	company?		 

 

It has long been the view that shareholders are a company’s most important stakeholder. If a business’s goal is to 
make a profit, and if the firm’s owners and investors have the most to lose when a firm closes, then businesses 
must create value to survive and provide returns for owners. Managers who adopt the view of maximizing 
shareholder value advocate for a shareholder model of corporate governance. Corporate governance refers to 
formal systems of accountability, oversight, and control within an organization. The shareholder model of 
corporate governance therefore is centered on the shareholder as the most important stakeholder, with the goal 
of maximizing wealth for investors and owners.   
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shareholder value. Advocates of the shareholder model believe having this one goal helps a business become more 
competitive, helps managers prioritize their responsibilities, and helps create transparency in allowing investors to 
monitor the company’s performance.  

However, there is a significant downside to the shareholder model. Due to the pressures to meet performance 
expectations, managers are often tempted to take a short-term perspective of the organization. In other words, 
managers might focus on maximizing value in the short-term rather than in the long-term. This can have negative 
repercussions on the firm. For instance, if the manager acts unethically to achieve superior results in the short-
term, the organization may end up facing fines and reputational harm in the long-term. Studies have supported the 
idea that a short-term emphasis on shareholder value harms long-term value creation. Critics of the shareholder 
model claim that ethical conduct is placed in a silo as managers are more concerned with increasing market share 
and profitability than anything else.   

 An alternative to the shareholder model is the stakeholder model of corporate governance. Managers that adopt a 
stakeholder model of corporate governance recognize that they must answer to other stakeholders, including 
consumers, employees, communities, regulatory authorities, and so on. However, while managers with this 
viewpoint acknowledge the importance of all stakeholders, they also recognize that firms must prioritize these 
stakeholders. For instance, some firms may choose to prioritize employees, while others could choose to focus on 
customers. This allows the firm to tailor its goals to best meet the needs of its chosen stakeholder rather than 
trying to meet the needs of every stakeholder.  
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