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Cash or Continuity?  

When the investors come knocking 

 

In Brief 
When eager suitors enter the arena, what should the rules of the game be? Short-

term profit maximization for shareholders, or longer-term value optimization for 

stakeholders? When your company is offered a high stock price or an otherwise-

tempting proposition, shouldn’t shareholders accept? Or is the reality more complex 

and ambiguous? In this article we revisit assumptions of ‘shareholder primacy’, the 

link with fiduciary duty, and find out how and why sustainable performance is 

increasingly important not only for organizations, but for investors. 

 
The Investors Are At The Door

There is a Core Dilemma 

 

The Throne of shareholder supremacy Is 

Wobbling 
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It’s Time to Re-Frame ‘Fiduciary Duty’ 

Investors Have Their Sights On ESG

 

 

 

 

 

In Conclusion 

It’s time to uncouple ‘fiduciary duty’ 

from ‘shareholder primacy’ and 

reinstate its true definition: loyalty and 
care to the organization. And ESG 

criteria are increasingly important for 

organizations - and investors.  
 

Ultimately, it is not shareholders who have 
the responsibility of guiding an organization. It 

is the board who steers or governs it, and 

who shows care (or not) to the organization 
and its stakeholders.  

 
Going forward, boards will increasingly need 

to weigh up the interests of share and 

stakeholders (beyond organizational walls) 

when considering sources of capital or their 

response to a seductive takeover offer (often 

amidst a chorus of stakeholder activism). 

Those seeking investment will need to 

present compelling ESG evidence.  
 

The question boils down to instant 

gratification (short-term shareholder 

profitability) versus the longer-term creation 
of organizational value, where stakeholders’ 

interests are taken seriously, and the ‘no-

harm’ adage prevails.  

4 Leading Questions 

1 If your Board received a takeover bid today, to what extent would its response be led by ‘shareholder 

primacy’? 

2 What kind of an organization does your Board envision? At what moral level should it operate? 

3 How important are non-financial objectives? What value do individual Board Members attribute to 

sustainability, and ESG criteria? What beliefs? Where are the zones of tension? 

4 To what extent are ESG criteria embedded in corporate reporting, and convincing?  

 

 Go to the Full Article  



Cash or Continuity?  

When the investors come knocking 

Allergan’s Wrinkles

Headquartered in Dublin, Ireland, the multinational 
pharmaceutical company Allergan is perhaps best-known for 

Botox Cosmetic, a drug widely used in cosmetic surgery. In 

July 2014 the company, which had been performing well, 

was presented with an unsolicited takeover bid from an 

alliance between Valeant Pharmaceuticals International and 
Pershing Square, a hedge fund.  
 

 

This is just one example of a recent series of highly-publicized takeover bids at odds 

with the long-term view of the target companies’ boards.  

 

 

  

 

In the past 3 years some of 

the world’s most famous 

multinationals have been 

the targets of high-profile 

takeover bids.  
 

From pharmaceutical company 

Allergan, to FMCG giant Unilever, 

and PPG Industries, a major 

producer of paints, coatings and 

speciality materials. All bids were 

rejected by the organizations’ 

boards, in part due to strategic 

differences - a conflict of interest 

between stakeholder and 
shareholder value. 
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Leveraging Unilever

Amongst the most high-profile takeover 
bid is the unsolicited approach to Unilever 

by Kraft Heinz (controlled by Warren 
Buffett and private equity firm 3G Capital), 

in February 2017. Unilever countered that 

“it saw no reason to discuss a deal without 
financial or strategic merit.”iv  

       

Painting the Town Red 

In 2017, Pittsburgh-based PPG Industries 

Inc. a global manufacturer of paints, 
coatings, and specialty materials made 

three unsolicited takeover proposals to 

Dutch AkzoNobel N.V., a global paints, 
coatings and specialty chemicals company 

(and owner of the Dulux brand). Each was 
rejected by AkzoNobel’s management and 

supervisory boards. The takeover was not 

in the interests of AkzoNobel and its 
shareholders, undervaluing the business 

and risking substantial job cuts, they said. 
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Knock Knock – Who’s (Really) There?  
 

“Barbarians At the Gate: The Fall of RJR Nabisco” 

relates the leveraged buyout – at the time the 

largest in history - of RJR Nabisco, an American 

tobacco and food conglomerate, famous for 

Winston Cigarettes and Oreo Cookies. This modern 

business classic recounts a two-month takeover 

drama that has earned its place in the annals of 

corporate history as a symbol of greed and 

egocentricity.  

 

Barbarians are viewed as ruthless marauders, unconcerned by the 

consequences of their corporate raids for their targets’ employees, communities 

or customers. They take as their sole operating criteria the perspective of profit 
at any cost. 

 

 

 

 

 

 

 

 

It is ultimately the task of the 

board, subject to shareholder 

votes, to determine whether an 

organization is merged or taken 

over, or not – as long as 

regulatory boundaries are 

respected.  
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The Upside of Tough

Whatever the outcry about ‘stakeholder activism’ or 
‘barbarians’, it’s important to take a balanced view. 

Investors have an increasingly keen eye on the 
sustainability of their targets’ performance – implying good 

ESG performance. And entrenched or lazy boards may 

indeed be failing to curate the interests of all shareholders, 
whether day-traders, short-term, or block holder. So 

shareholder activists may serve a useful purpose: 
questioning the legitimacy of CEO bonuses or ruffling the 

feathers of an entrenched board.  

Cash or Continuity? The Core Dilemma 

Essentially, the discussion boils down to two different perspectives: 

Short-term profit maximization, 

obeying shareholder primacy 

vs Longer-term optimization of earnings, 
respecting and validating relevant 

stakeholders 

Ideally, the answer will depend on the orientation of the potential investor: short-term-focused 
and playing/trading stock on the capital markets, or seeking to secure ROI over a longer period, 

caring for the stakeholders that make or break the company (employees, customers and even the 

wider community).  

 

 

 

 

 

 

 

 

Most ‘barbarians’ focus on short-

termism and financials, often 

raising stock price in the process. 

But they don’t necessarily 

contribute to long-term success. 

The best way to address them is 

to have a clear strategy and keep 
it firmly in sight. 
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The wobbling throne of 

shareholder supremacy 
Surely any top executive, under all circumstances, should 

undertake all endeavors to enrich the owners of the 
company he/she is leading (as fiduciary duty seems to 

claim)? The answer is no. 
 

Over the past forty years, the concept of ‘fiduciary duty’ has 

fallen prey to a series of eloquent misinterpretations, to the 

point that it is now widely understood as meaning 

‘shareholder primacy’.  
 

We can trace this concept back to a New York Times article 
published in 1970. Penned by the American economist 

Milton Friedman, the article was uncompromisingly titled: 

“The Social Responsibility of Business Is to Increase Its 
Profits.”  

 

 

 

 

Lynn Stout is sweeping in 

her dismissal of 

shareholder primacy 

describing it as “an abstract 

economic theory that lacks 

support form history, law, or 

the empirical evidence. In 

fact, the idea of a single 

shareholder value is 

intellectually coherent.” 

Ironically, three prominent 

columnists have published 

articles questioning Milton 

Friedman’s proposition in the 

same newspaper that first 

showcased it, the article 

reveals. 
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Shareholder Primacy – 3 Counter-Arguments 

Here are just three flaws in the notion that shareholders should 

dictate the functioning of a company.  

 

 

1 
Failing to take account of key stakeholders can create an existential threat  

Without an engaged and proficient workforce, or loyal customer base, a company is doomed to 

underperform in every sense, including financial.

Acting in a socially or 

environmentally responsible way is 

becoming critical in the way people 

decide where to work or what to 

buy. If (particularly millennial) 

employees or clients don’t feel a 

company is responsible, it will have a 

hard time attracting or retaining 

talent, or convincing customers who 

want ‘untainted’ products. And as ROI 

suffers, so will shareholders.  

 

2 
Shareholders cannot be viewed as a single ‘entity’  

Different shareholders have different motivations and time perspectives – short, medium and long-term.

If it is the organization’s mission to provide great products and services that do not harm people or the 

environment, then providers of capital should be fairly remunerated. Shareholders who align with that 

mission and are willing to hold onto their stock for a certain period (beyond seconds, minutes or days, short 

term speculation without care or loyalty) deserve to be treated well. But even that does not justify making 

such shareholders sovereigns of the organization, or adhering to the dictates of shareholder supremacy.  

 

3 
Many shareholders are essentially risk-takers  

This is particularly the case for activist or hedge fund shareholders

Here we come back to the problem we raised at the outset of our article. Many investors or shareholders 

who subscribed to an IPO, or after-an-IPO-equity-trading are providing capital to enhance the short-term 

performance of the organization, and their own portfolios.  
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 
It’s Time to Re-Frame the Concept of Fiduciary Duty 

Far from being Milton Friedman’s ‘agent’ of shareholders, whose job is to 
serve their interests in their capacity of the organization’s ‘owners’, we 

can argue that executives’ duty of loyalty should be literally interpreted as 

loyalty to the organization and its sustainable or long term value.  

And that duty needs to extend beyond organizational walls. An 

organization should take care of its customers, its employees, (who may 

well have higher stakes than investors), and its lenders. So whilst 

shareholders could be seen as first among equals, they are certainly not 

the only major player a responsible organization needs to consider.  

 

 

Investors Have Their Sights On ESG
A significant shift is underway in the mindset of some of the world’s 

most influential investors. Not only must potential suitors 

demonstrate that they have the long-term interests of organizations 

firmly in their sights – so, too, must target organizations. 

Without a sense of purpose, no 

company… can achieve its full 

potential. It will ultimately lose 

the license to operate from key 

stakeholders. It will succumb to 

short-term pressures to 

distribute earnings, and in the 

process, sacrifice investments in 

employee development, 

innovation, and capital 

expenditures that articulate a 

clearer goal, even if that goal 

serves only the shortest and 

narrowest of objectives. And 

ultimately, that company will 

provide subpar returns to the 

investors who depend on it to 

finance their retirement, home 

purchase, or higher education.” 
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The US SIF (Forum For Sustainable and Responsible Investment) aims “to 

rapidly shift investment practices towards sustainability focusing on long-

term investment and the generation of positive social and environmental 

impacts.”

300 money managers are practicing 

some form of ESG incorporation. This 

means that the potential amount of 

money engaged in ESG integration 

could be up to: 

$5.8 trn 

82% These findings are echoed in other surveys,

of investment professionals use 

ESG data because it is 

“financially material to 

investment performance.” 

ESG Data use Drivers and Barriers

  

Examining investors’ motivations to consider ESG data,
Drivers  

  

Barriers   

 

 
 

Still Some Way To Go 
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The Step From Smart, to Wise 

In a recent Amrop global study, “Wise 

Decision-Making: Stepping Up to 
Sustainable Business Performancexv” we 

argue that accomplished, or smart decision-

making, (commercial or reasonable), whilst 

essential, will no longer earn organizations 

the legitimacy to operate. Going forward, 
leaders will not only need to be 

accomplished or smart, but wise: making 

decisions in a way that is socio-ethically 
and environmentally sustainable. In short, 

not just reasonable, but responsible. 

 

 

 

 

 

 

 

 

 

 

 

Wise decision-making means taking 

ecologically and socio-ethically sound 
decisions in a pragmatic way – one that 

acknowledges the difficulties, dilemmas 
and gray areas of modern business. Wise 

leaders are able to surmount ethical 

barriers and take enlightened, responsible 

decisions. They give due respect to all 

stakeholders involved in creating value for 
the organization, as one should expect 

from anyone who takes the duty of loyalty 

and care seriously.  
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Leading Questions 

1  2  3  

 

Supposing your 
organization received 

a takeover bid today…  

 

 
 

 

How does your organization 
balance shareholder and 

stakeholder perspectives? 

 

 

What kind of an 
organization does the 

Board envision? At 

what moral level 
should it operate? 

 

4  5  

 

How likely would it be 
to follow the 

shareholder primacy 

argument? What 
strategic or tactical 

argument for accepting 
or declining?

 

How important are non-

financial objectives currently 

considered to be, when it 

comes to sustainable 

performance? What should 

be the business case, in your 

view? 

 

 

What value do 

individual Board 

Members attribute to 

sustainability, and ESG 

criteria? What beliefs? 

 

 
 

E.g. vital for a legitimate 
organization, old wine in 

new bottles, hidden 

socialism, or a PR 

exercise? Where are the 

zones of tension (and/or 

consensus)? 
 

6 7 
 

 

To what extent are ESG 

criteria embedded in 

corporate reporting, 

and convincing?

 

How do you 

envision the 

creation of a 

high-performing 

board?  
 

 
 

Is there the right 

chemistry among board 

members to fulfill the 

duty of loyalty and care 

as a group?
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About Amrop 

With over 70 offices in more than 

50 countries, Amrop is a trusted 

advisor in Executive Search, 

Board and Leadership Services. It 
is the largest partnership of its 

kind. 

 
Amrop advises the world’s most 

dynamic organizations on finding 
and positioning Leaders For 

What’s Next: top talent, adept at 

working across borders in 

markets around the world. 
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