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Changing nature of the goal of Corporations

Throughout the business history, companies have changed how they are structured and run. The sole aim of the changes is finding ways of making money easily and faster. In 1814, Francis Cabot Lowell founded his textile factory, which was the first publicly owned company. He brought in investors to inject capital into the business since he could not do that himself. They invested in the company and within seven years of their investments, the company achieved massive growth, and they were getting gains of 100%. As time went by, so did the nature of the goal of the corporations around the world. Almost all the companies want to maximize profits and shareholders wealth, without caring how they can achieve that. That is because lots of investors and shareholders pressure the managers to repay them via maximization of their wealth. These actions are presently affecting companies as many of them are crushing because of the unreasonable expectations of the shareholders. When the shareholders do not get what they want, they may withdraw their shares leading to a reduction in value of a company.

The Relationship between agency problems and the goal of shareholders wealth maximization

The objective of the shareholders of a firm is maximization of their wealth. They pressure their managers to find ways of increasing their wealth regardless of the methods that the managers and executives use. Agency problem refers to an interest conflict between the management of a firm and the company's stockholders. They have a tensed relationship, and that may lead to difficulties in matters achieving the shareholder's goal of wealth maximization. Shareholders are not actively involved in the direct management of a company although they are the real owners of the company, the role is done by the managers. The ones who are tasked with managing the company may have different goals from the ones of the shareholders. The managers may want to maximize their wealth and salaries. That may lead to a conflict between them and the shareholders since their objectives are different. Agency problems between the two may occur since the goals are different. Another conflict may arise when the CEO wants to put their attention to their clients while the shareholders want the emphasis to be on maximizing their wealth. 

Successful and unsuccessful ways in which agency problems between managers and owners have been addressed in the Article
The creation of SEC in 1934 was a great milestone for solving these problems in that it successfully addressed the issue of agency problems between managers and owners, although for a short period. The organization was formed with the aim of monitoring the ethical scope of the managers of the various organizations. That led to the confidence of the public market bouncing back, although it did that for a short period. The organization proved to be useful in protecting the interests of both parties and ensuring there is no conflict between the two parties although there were shortfalls at times. For example, there was an unsuccessful attempt of the introduction and sale of the LBOs. The intention of the LBO was to be bought as a buyout from the stockholders in public entities and run it as a private entity. Most of the people behind the idea thought it would work, but it ended up wiping out most of the investors who traded their shares. Another unsuccessful attempt was the stock options, which were formed to control the executive's incentives but ended up creating half of their net pay.

The Relationship between agency conflicts and options given to managers

Some of the agency problems are as a result of the options that are given to managers. According to the article, LBOs were the corporate raider's method of infiltrating the market and ensuring there is a takeover. Similarly, the manager's stock options were complementing the CEOs incomes. That led to many CEOs turning into corporate looters. Additionally, managers started purchasing stocks from the shareholders, then retiring them and going away with the profits.

The Opinion of the best goal for a Corporation

A corporation should ensure there is real economic growth. CEOs of the different corporations should focus on the consumers' needs and not the shareholder's greed of wealth creation, and the bottom line will take care of itself since the customers will be loyal to the company. Companies should focus on providing quality products and services to their consumers. Through doing that, they will be able to achieve long-term sustainable growth, which will lead to the growth of the company, and the company will make profits.
Dumb Idea

The dumbest idea and the Reasons it is a Dumb Idea

Jack Welch states that the dumbest idea is the maximization of the shareholder value. That is because, in today's paradoxical world, CEOs together with their top managers are motivated by the incentives of concentrating most of their attention on the expectations market. Those incentives divert their attention from focusing on the real job of efficiently running the company and the production of real products and services. The expectations markets refer to the world whereby shares in a company are traded among the investors. Herein, the investors evaluate the happenings of the present real market of a firm and form expectations on the probability of the company's future performance. Therefore, CEOs are pressured by the investors to concentrate on controlling the expectations market instead of focusing on their customers. 

How the focus on SH wealth changed the way success is measured

It has changed the way of measuring success in that there is more emphasis on what the shareholders will get and the wealth that they will accumulate. The more the shareholders accumulate their wealth, the higher the success. Concentration is no longer on customers' satisfaction but the shareholders. According to Martin, CEOs in today's world tend to focus on the expectations rather than the real market because shareholders measure success by the expectations market. If the CEOs focused on the real market where there is the construction of factories, designing and production of products, sale and purchase of real products and services, and real cash shows up in the bottom line, the work would be long-term, however, the shareholders' pressure cannot allow that long process to happen. The options for CEOs are limited and should pay attention to the expectations market to avoid a possible fall in the stock price. Expectations are where there is money, and the improvement of real market performance is the slowest and most laborious method of raising the hopes from the standing level.

How the time perspective been altered by the focus on SH wealth

In the course of the Jack Welch era, GE achieved or even went higher than the forecasts of the analysts in 46 of 48 quarters from December 31, 1989, to September 30, 2001, which represented a 96% hit rate. Furthermore, in 41 of the 46 quarters, GE achieved the analyst prediction to the exact penny, that is, an 89% perfection. Jensen explains that the 12 years were years of incredible precision, and ask the questions of what could happen if there was no management of earnings. Focus on shareholders wealth has also reduced the time taken for production of real quality goods and services, companies want to take the shortest time possible regardless of the quality of the goods produced. Corporations don’t see the long-term sustainability production as an option.
Alternative suggested goals

The concentration of the CEOs should be on the needs of the customers and ensure that the consumers are satisfied. That way, a company will achieve real growth and will be sustainable in the long term in the market. The real market will help managers relate well to their customers, the customers will be satisfied, and the company will be able to retain them and acquire new ones. Executives of companies must also manage their expectations if they want to avoid write-downs of their capital.
Maximum Shareholder Value

Changes Described by IBM in the Article

International Business Machines have experienced changes. Some layoffs have been made, and the number of employees left right now stands at approximately 700 out of 10,000 in the 1980s. Apart from people getting sacked over and over, some jobs have been given to outsiders leaving the residents jobless. Despite good profits being experienced in the United States, there are also stagnant wages being experienced among the remaining few employees.

IBMs have faced a significant drift from other companies' goal of connecting with the state of the nation. That is due to the competition they get from overseas leading to layoffs, low wage bills and moving services abroad. 

There is no balance between the company's interests with that one of its country. IBM has changed in that in a 2009 report it never disclosed its workforce size in the United States versus what it has in other countries. Furthermore, the company now sells consulting services and software. Earlier on it was known for selling PCs and pioneered in the introduction of floppy disks and ATM. 

Some of these changes have been cultivated with competition that comes from other companies in the technology industry and other countries. It's also caused by cultural shifts that are facing the corporate world in the US.

Philosophical changes

IBM has changed philosophically in its message just as other companies have. In a publication in the year 1963 the company's founder Watson said that three beliefs were in the company's philosophy: they included the respect for the individual employees, commitment to customer service and the achievement of excellence. However, things changed when the new management under Gerstner took over. Expenses started to be higher than those of the company's competitors. He interchanged the principles earlier set, and employees and communities' interest became last, after shareholder value and customer satisfaction that were given precedence. 

The company has also changed its culture. The management that came after pushed the company to hit some targets financially to please the analysts on Wall Street. They have also cut off pensions to cut on costs. That has not gone well with employees who made some of them file lawsuits demanding justice.

The company is still mending retirement benefits for its employees but those who retired before the year ended, did not benefit from the new pension reforms. It is also continuing to please shareholders leaving out employees. Jobs are currently outsourced because Americans cannot work for the little wages being offered by IBM. People are also questioning how the company will be able to accomplish its missions because sales are also not increasing. The policies laid down by Watson are no longer being considered, and people slightly forget about them

Social Responsibility

During World War 2 in the US companies had a common goal with that of the society, workers, and shareholders. Quality goods were availed to the public at fair prices which lead to increased profits and provision of jobs. Changes brought about by academicians restructured the link between the country and companies. For instance, Milton Friedman penned an article saying that the social responsibility of a corporation is mainly to upsurge its profits while other scholars said that executives had been employed by shareholders.

The Business Roundtable later had another sentiment published in the Daedalus, stating that an organization’s main agenda is to create economic returns to its owners and the consumer needs quality goods and services. However, there is a shift in the focus of quality to that of profit-boosting.  Despite there being no written law on the maximization of shareholder value by executives according to experts, they are mandated with such a role.
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