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Chapter

What is the Business of 
Business? Time for Fundamental 
Re-Thinking
Frederick Bird

Abstract

This chapter challenges the taken-for-granted assumptions regarding the 
purpose of business expressed in the financial or shareholder model of business 
enterprises. The chapter points to the adverse consequences of operating in keeping 
with this model on the natural environment, loss of employment opportunities, 
and aggravated inequalities in wealth. In addition, the chapter maintains that the 
financial model misrepresents the character of businesses and the nature of pro-
ductivity, identifying both in relation to increased financial returns. Enterprises are 
better described as the nexus of value creating interactions with diverse stakehold-
ers. Productivity is better understood as the effective value-added use of natural 
and human resources, always taking into account the costs accrued in the process. 
The chapter makes the case for the stakeholder model of business enterprises. It 
notes that metrics are being developed to measure the productivity of businesses 
in relation to the diverse ways businesses add economic value to society through 
their interaction with their several stakeholders. The chapter then calls for reforms 
of governance practices that will better enhance the well-being of businesses as a 
whole rather than prioritizing the interest of one particular stakeholder, namely the 
shareholders. The chapter ends with a discussion of legal reforms, a few of which 
have already been instituted in some countries, to incentivize these reforms.

Keywords: financial model, stakeholders, productivity, value-added, governance, 
purpose of business

1. Introduction

We live in a business civilization. What businesses do and how they operate 
extensively affect all areas of contemporary life both in industrialized societies 
and worldwide. Several contemporary trends are deeply disturbing – regarding 
climate change and other environmental concerns, the reduction in employment 
opportunities, and increasing inequality with regard to wealth. To a significant 
degree each of these problems grows out of the ways businesses have been operat-
ing. These problems have become more aggravated since the 1970s in spite of 
the noteworthy efforts by many businesses to address these concerns during this 
same period of time. Many businesses have committed themselves to foster social 
responsibility, environmentally sustainable practices, ethically informed conduct, 
and more responsible governance. These efforts have made a significant difference 
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but the trends to which I have referred remain disturbing. Accordingly, while 
supporting these diverse efforts to foster socially and environmentally responsible 
business practices, it is time as well to undertake some fundamental re-thinking 
about underlying character and purposes of business enterprises. What is and what 
should be the business of businesses? Typically how are critical decisions made and 
how should they be made? These are vital questions because the disturbing trends 
with respect to the environment, the reduction of employment opportunities, 
and increased inequality in wealth seem to be closely connected with the current 
financial model regarding the character and purposes of business activity.

I will begin this project in “re-thinking” by analyzing these trends and the ways 
current businesses practices contribute to them. To begin with, we see around us 
evidence of considerable environmental damage directly and indirectly caused by 
how businesses operate. These include climate change, the pollution of both fresh 
and ocean waters, deforestation and soil degradation in many areas, and depletion 
at anxiety-provoking rates of a number of non-renewable minerals. Climate change 
has already occasioned increases in more destructive storms, droughts, forest fires, 
lands lost to rising sea levels, and the migrations of millions of people forced to 
leave where they had been living because of these conditions. Despite the commit-
ment of many businesses to sustainability, these disturbing trends have continued. 
In the second place, many people worry as well about the ways current business 
practices have become associated with the disappearance of jobs, both because 
more goods and services are being produced by workers in other countries and 
because more and more tasks that used to be performed by laborers are now being 
performed, or will in the not too distant future be performed, by smart machines. 
In spite of contemporary lower rates of formal unemployment in some industrial-
ized countries, rates of underemployment have markedly grown as have the rates 
of working age men and women who have simply dropped out of the labor force. 
A goodly portion of the reduction in full time employment has occurred not just 
as the results of technological changes and globalization but because of increasing 
use of temporary workers and the steady decrease in the share of business earnings 
devoted to paying for labor and the increasing portion devoted to paying investors. 
The rates of joblessness are likely to increase steadily in the future unless we act in 
some ways to address this issue. The consequence of these trends for family life, 
political processes, and community activities has been and are likely to continue to 
be very disturbing. Finally, although rates of extreme poverty have declined globally 
as have the rates of income inequality between countries, the rates in inequality in 
wealth have increased steadily over the past four decades. These rates of inequality 
have increased in part because low and middle income households have not appre-
ciably gained in their wealth but even more because the wealthy have found more 
ways to enhance and protect their wealth. Businesses generally and businesses in the 
financial sector especially have contributed to these trends by creating more ways of 
accumulating and protecting financial wealth.

2. Critique of the financial model

These trends have become more aggravated since 1970s. Since that time a 
number of taken for granted assumptions about what businesses are in the busi-
ness for have also changed in small but profound ways. Increasingly the normative 
assumption that chief purpose of businesses is to provide a healthy return to their 
investors has been regarded like an obvious descriptive account of the basic nature 
of businesses. As Milton Friedman wrote in 1970, albeit still using normative terms, 
“The primary social responsibility of business is to make a profit.” It has become 
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a widely accepted assumption that most businesses, if not otherwise restrained 
or inspired, will make their critical decisions with the aim of maximizing their 
financial worth as gauged by their potential value if sold or the current value of 
their shares on financial markets. These assumptions about nature and purposes of 
businesses is well-illustrated by the current response of businesses to the announce-
ment of Blackrock Investors that it would remove investments from firms that 
failed to operate in keeping with sustainability guidelines. Accordingly, because 
what really counts are financial returns, businesses will even adopt sustainable 
business practices if they can thereby attract and keep investors. I will elaborate on 
this analysis further along in this essay. Here, I simply want to call attention to the 
way the financial model of the nature and purposes of business has become more 
ascendant since the 1970s. Furthermore, this model, which is of course normative, 
is widely regarded as describing the taken for granted reality of how businesses by 
nature operate. This financial model is widely invoked to describe the basic nature 
of businesses in much the same manner as gravity is invoked to describe why planets 
circle around the sun or why prices go up when supply drops and demand increases.

The financial model for how business enterprises operate has gained widespread 
support for a number of reasons. It has, for example, been assumed that as busi-
nesses function in keeping with this model the economies as a whole have tended to 
grow, standards of living have improved, and customers have benefit. These are, of 
course, discussable if not debatable conclusions. It has been further assumed that, if 
sometimes when enterprises do businesses in compliance with this model they occa-
sion adverse consequences, then companies can minimize or compensate for these 
adverse side effects by engaging in corporate social responsibility and sustainability 
practices. Fundamentally, it has been widely assumed that the financial model for 
business enterprises provides the most fitting way of describing the basic feature 
of the core business of businesses while also providing a workable framework for 
measuring how well businesses are in fact doing. Business enterprises have often 
become quite complex realities at once engaging with multiple stakeholders. In the 
past over many years, business people often attempted to gain a good sense of how 
well their enterprises were doing by variously reviewing their relationships with 
employees, customers, suppliers, creditors, and/or competitors. Often, to be sure, 
these surveys resulted in imprecise and incomparable assessments. Accordingly, it 
has seemed convenient to many business people to gauge the overall wellbeing of 
their enterprises by consulting a single measure, such as their financial value. Over 
time, the financial model has gained wider acceptance at the same time as investors 
have gained greater control over business enterprises [1, 2].

It has been possible to mount a very compelling case for the credibility and 
reliability of this model based on the assumption that any increases in value of 
financial investments were residual in principle and, it was assumed, in practice. 
According to this assumption, business enterprises are in principle expected to use 
their earnings first to pay their employees, their suppliers, their rents, their debts, 
and their taxes, to make appropriate upgrades in their operation, and then to use 
what remains to benefit their investors. Correspondingly, if businesses enterprises 
are doing so well that they can meet their regular expenses and still reward their 
investors, then to that degree, it has been assumed, enterprises must be doing very 
well indeed [3]. In practice, however, payments to investors are often assigned 
priority as evidenced by the disturbing trends I just described as well as the steady 
decrease in the proportion of business earnings being used to pay for labor costs and 
increases in the proportion used to pay investors.

It is possible to identify in a number of different ways how the ascendancy of 
the financial model for business enterprises has fostered adverse outcomes envi-
ronmentally and socially. For example, many businesses have refused voluntarily 
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to reduce both toxic emissions and pollution unless legally required. As they often 
explained, they could not afford these extra expenses without significantly reduc-
ing their financial returns or raising prices for their products. In the early 1980s 
many traditional manufacturing firms failed to invest funds in upgrading their 
productive technology because of high short term costs of these investments, even 
though lack of these upgrades eventually rendered them less competitive to foreign 
competitors. Although in Nigeria it did invest in exemplary ways in a number of 
CSR type programs over the years, nevertheless, in ways that would later occasion 
much trouble for itself, Shell Nigeria initially failed to bury its pipelines and failed 
to explore ways of using excess gas to generate and distribute electricity. Instead it 
flared 85% of this gas, thus both occasioning pollution and wasting a very valuable 
resource. Given the expectation of their investors during the 60s, 70s, 80s, and 90s, 
Shell Nigeria simply did not consider these alternatives [4].

In addition, since the 1970s, businesses generally have found they can reduce 
their expenses and make higher returns for investors by investing in technologies 
that reduce the need for workers. Smart machines have been installed to make 
automobiles and many other manufactured products. In ever greater numbers 
smart machines are undertaking clerical work. In addition, in order to reduce labor 
costs, firms both contract with external suppliers for a number of their services and 
supplies rather than undertaking these operations themselves and they hire increas-
ing portions of employees on a part time and temporary basis, thereby often freeing 
themselves from having to pay fringe benefits [5]. As a result of these strategies, 
post-tax corporate profits in the United States increased from an average of 5% 
GDP in 2000 to between 8% and 9% for the 2010s. If profit levels had remained at 
5% of GDP, than average wage levels would be 6% higher [6]. With a measure of 
alarm a number of recent observers have called attention to the dramatic decline 
in employment opportunities over the past several decades [7–9]. Official rates of 
unemployment hide the problem, because increasing number of adults have either 
dropped out of the labor market or are working in temporary jobs part time or part 
year. After surveying both current trends and informed estimates of future devel-
opments, Yang describes the sizeable decline in employment opportunities that has 
happened and will happen in factory work, trucking, clerical positions, legal firms, 
and even therapy [10]. Of course, the current pandemic has rendered the situation 
of employees even more precarious.

In addition to factors I have already discussed, the financial model has in 
practiced operated to increase the wealth of the wealthy in several other ways. 
For example, many businesses have deliberately incorporated or established their 
headquarters in jurisdictions with very low or no corporate taxes. Many businesses 
have also established subsidiaries in these tax havens again to reduce their taxes and 
increase thereby their overall financial value [11, 12]. Interestingly, much of the 
effort put into fostering responsible governance of business has been designed at 
reducing the arbitrary activities of senior executives and at increasing the influence 
of Boards of Directors, who are in turn in many countries primarily expected to 
represent the interests of investors. Furthermore, along the same lines, while the 
compensation levels of executives have greatly increased, much of that increase 
has assumed the form of paying executives with larger portfolios of shares in their 
own companies, thereby instilling and reinforcing an intrinsic interest for execu-
tives in augmenting the financial value of their firms. In practice the ascendancy 
of the financial model has been closely associated as well with the growth of large 
firms within particular markets. As the financial value of particular firms grow, 
they become able to buy out competitors, thereby increasing the concentration and 
near monopoly power of these financially successful enterprises. This has become 
a seriously worrying trend. In 1980 the aggregate revenues of the 1000 largest 
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firms represented 30% of the GDP of the OECD countries. By 2010 the aggregate 
demand of the 1000 largest firms had increased to represent 70% of the GDP of 
these countries [13]. Thomas Piketty has argued that the wealth of the wealthy 
increases naturally as a characteristic feature of industrialized market economies 
[14]. In contrast, I think that recent increases in the wealth of the wealthy results 
from discrete policy decisions not only by national governments but also by the way 
many business enterprises are organized and governed.

We can find much evidence to demonstrate that operating business operations in 
keeping with the financial model has aggravated environmental problems, reduced 
employment opportunities, and increased inequalities in wealth. These all repre-
sent disturbing trends. To be sure, in keeping with this model, many businesses 
have increased their financial value and as a whole financial markets have greatly 
expanded. From the perspective of the financial model, the overall economies of 
most countries seem comparatively healthy with a few incidental problems. And 
the latter might well be addressed, so the defenders of this model contend, by more 
vigorous business social responsibility initiatives. However, if we think these envi-
ronmental and social consequences as well as disparities in wealth represent very 
serious problems, then we are indeed called upon to see if there are other models 
for operating businesses that might be both viable and less likely to occasion such 
adverse consequences.

As a way of understanding and managing businesses, the financial model – often 
referred to as the shareholder model – has been criticized by a number of observers 
and interested parties. A number of pension funds have lobbied business to adopt 
more sustainable practices. Most recently the Business Roundtable, an influential 
association of chief executives in the United States, made a strong case for adopting 
the stakeholder model of the firm and thinking about the purposes of business in 
relation to this model. Acknowledging the vital role that businesses play “creating 
jobs, fostering innovation, and providing goods and services,” the statement signed 
by more than 200 chief executives, on behalf of their companies, asserted their 
“fundamental commitment to all our stakeholders” [15]. The Business Roundtable 
expressed an important but modest commitment to an understanding of produc-
tive enterprises, now viewed in relation to multiple stakeholders. This statement 
expressed no overt commitment towards alternative views of corporate governance 
that might, like policies adopted in Germany, for example, provide for greater 
representation of workers on corporate boards. Even so, the Economist magazine 
initially was so alarmed by this statement that it argued in a lead editorial that 
“this new form of collective capitalism will end up doing more harm than good.” 
Overlooking the way the German model of governance has operated in practice to 
render executives more responsive and responsible to several stakeholders on whose 
contributions their businesses depend, the Economist editorial instead opined that 
the model proposed by the Business Roundtable “risks entrenching a class of unac-
countable CEOs who lack legitimacy” [6]. One might argue that the stakeholder 
model favored by the Business Roundtable actually increases while broadening the 
accountability of chief executives. In any case, the Business Roundtable maintains, 
as I maintain in this essay, that the business of business is to foster productivity, 
rightly understood, in ways that enhance the wellbeing of the enterprises as a whole 
and fittingly benefits all of their stakeholders.

3. Re-thinking the purpose of business

Accordingly, in addition to promoting various socially and environmentally 
responsible business practices, if we are concerned about the trends discussed 
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above, then we must also consider if there are acceptable alternatives to the cur-
rently almost universally taken for granted financial model for conceiving of the 
business of business. We must acknowledge that some proposed alternatives, such 
as state ownership of enterprises, would not in many countries be acceptable either 
politically or economically. Acceptable alternatives must in some ways be in accord 
with widely shared values, traditional practices, and existing realities. And they 
must be practical.

In the remainder of this essay I will make the following argument. Business 
enterprises ought to operate in keeping with the stakeholder model as proposed by 
the Business Roundtable both because operating in keeping with this model will go 
a long ways in reducing the adverse impacts described above and because this model 
more accurately describes what businesses actually do and how businesses produce 
what they produce. Accordingly, the social responsibility of businesses can best be 
represented not as the mandate to make profits but as the mandate of enterprises to 
make productive use of natural and human resources in order in diverse and fitting 
ways to add value to their stakeholders and thereby to the larger society and to use 
the resources of the Earth respectfully and sustainably. Furthermore, enterprises 
can and should measure how their interactions with their several stakeholders add 
and erode economic value in diverse ways. They can undertake these assessments 
using increasingly more sophisticated measures developed over the past several 
decades. In order to realize the advantages of the stakeholder model and thereby 
protect and increase productivity, righty understood, governance practices of many 
enterprises must be adjusted and reformed so that governing boards have a vested 
interest in enhancing the well-being of the enterprise as a whole rather than the 
wellbeing of particular, privileged stakeholders, such as investors. Finally, in order 
to realize these several objectives, it will be necessary in many countries to intro-
duce some corresponding legal changes facilitating and supporting these objectives. 
For the most part, it is possible to find examples of these kinds of legal changes 
that have already been introduced in a number of countries. The aim overall is to 
maintain and enhance the productivity of business enterprises, rightly understood, 
in ways that benefit these enterprises as a whole and thereby the larger societies in 
which they operate and the Earth whose resources they count on and utilize.

To begin, then, we know that the financial model represents only one of sev-
eral alternatives ways of understanding the business of businesses. For example, 
producer cooperatives have been organized to maximize the benefits for workers 
and retail cooperatives have been established to maximize the benefits for consum-
ers. These are genuine alternative models although probably relevant only to a small 
number of firms. So long as they were able to meet their expenses, many businesses 
traditionally have seen their purposes largely as providing particular goods and 
services they have taken pride in providing and in providing good employment 
for their workers. For many years many businesses were organized in this manner 
[1, 2]. Certainly, many professional businesses – whether they have been offering 
medical care, architectural services, legal assistance, or educational opportunities – 
continue to see themselves in these lights. So, there are viable bases for considering 
alternative ways of understanding the purposes of business.

It is time to re-consider the viability of the financial model of business enter-
prises not only because there seems to be a correlation between acting in keeping 
with this model and the rise in disturbing environmental, social, and economic 
consequences, but also because this model provides a distorted account of how 
businesses in fact operate. This model provides an imbalanced view of what busi-
nesses do, over emphasizing the financial agenda and focusing less attention on the 
many other goals that business enterprises seek to realize.



7

What is the Business of Business? Time for Fundamental Re-Thinking
DOI: http://dx.doi.org/10.5772/intechopen.94482

Businesses are complex organizations best described not as things but as sets 
of overlapping and interacting activities. Oliver Williamson once argued that 
business enterprises are most fittingly characterized as the nexus of treaties or 
contractual relationships [16]. While this characterization is indeed helpful, it is 
not quite accurate because the relationships of businesses with some of their more 
vital constituents, such as retail customers and some affected community groups, 
are frequently not strictly contractual. In addition, Williamson’s model does not 
focus enough on the activities by which businesses engage in business. Utilizing 
the sociological perspective associated with Symbolic Interaction, we can I think 
more fittingly observe that business enterprises are the nexus of usually negotiated, 
often legally recognized, value-adding interactions with diverse constituencies (1). 
Depending on the particular enterprise, the number and the importance of these 
diverse stakeholders vary. Nonetheless, each of these interactive relationships --  
whether they be with employees, supplier, creditors, investors, competitors, or 
other constituencies – function both to create and to reduce value for the enterprise 
as a whole, contingent upon the benefits and costs associated with these relation-
ships. To be sure, those managing enterprises work at managing effectively so that 
each of these sets of interactions become more value-adding than value-decreasing. 
At the same time, each of these interactive relationships exposes particular con-
stituents to different kinds of characteristic risks. Moreover, based on expectations 
variously spelled out in negotiated contracts, laws, and/or changing societal mores, 
each of these constituencies are in position to make particular kinds of claims on 
business enterprises in relation to the character of their interactions (2).

Viewed from this perspective, it is not quite correct to argue that business 
enterprises have stakeholders. Using this kind of language makes it seem as if these 
constituencies were external to business enterprises. Rather, it is more accurate to 
acknowledge that business enterprises are constituted in the first place by establish-
ing interactive relationships with several different stakeholders. Without these 
interactive relationships, they would not be in business.

While it is useful to think of business enterprises as nexus of value-creating 
interactions, and correspondingly to recognize that the boundaries of businesses 
are often porous and flexible [17], it is important to add that business enterprises 
are entities. They are indeed complex, interactive entities. They are also inherently 
productive entities. By utilizing natural and human resources, business enterprises 
produce goods and services to meet the needs and wants of consumers. As entities, 
correspondingly, the core responsibility of businesses is to promote the wellbeing 
of their overall operations and not only and not even primarily the well-being of 
particular stakeholders, whether these be their investors or employees. The good 
of business is to promote the good of this complex, interactive entity as a whole. 
Beginning two centuries ago, courts in the United States affirmed this view by 
regarding business enterprises as if they were – not real but – legal persons: that 
is, as distinct kinds of legally-recognized social beings. The current interest in 
assessing businesses in relation to integrated standards, like the Global Reporting 
Initiative, take account of the overall ways businesses add and erode value and also 
reflect this insistence on regarding business as a whole.

4. The productivity of business enterprises

What has been especially characteristic of business enterprises is their produc-
tivity. They are and they become “productive” to the degree that they utilize given 
natural and human resources to add economic value to societies. They do so in 
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multiple ways. For example, whether they be farms producing food, manufacturers 
producing mobile phones, or real estate firms helping people to buy and sell houses, 
business enterprises add value to society through the goods and services they 
produce. To the extent that they meet the needs and wants of people, these goods 
and service are paid for and valued. At the same, business enterprises add economic 
value to society both through the wages and salaries paid workers employed to 
produce these goods and services and through earnings paid to suppliers who sup-
ply the resources and tools businesses use to provide these products. Furthermore, 
business enterprises add economic value to society through the taxes they pay, the 
profits they generate, the returns they make to creditors, and rents they may pay. 
The productivity of businesses grows out of the multiple interactive relationships 
by which each business enterprise engages in its particular business.

In this essay I am primarily gauging the productivity of enterprises in relation to 
the economic values they generate rather than in relation to social values. The latter 
are significant and must be taken into account, in relation both to values added and 
values eroded. After all, as a whole businesses enterprises have operated to create 
many of the goods and services that have functioned to enhance life conditions 
in modern societies. In addition, businesses provide workers not only sources of 
income but also jobs. The latter have often been associated with a wide range of 
social benefits including opportunities to experience agency, routines, valued social 
relations, and play-like opportunities to compete in addition to social costs, which 
have often been noticed, like experiences of drudgery and oppressive supervisors. 
Businesses have often fostered feelings of community among workers and with the 
locales in which they are located. In addition, in ways most famously noticed by the 
sociologist Emile Durkheim, modern business enterprises as the nexus value-cre-
ating interactions help to bring into being a larger sense of social inter-relatedness 
Durkheim referred to as organic solidarity [18]. However, while I think it is indeed 
very important overtly to acknowledge these and other social values of business 
enterprises, I am primarily analyzing in this essay the ways economic value of firms 
have been too narrowly understood by the financial model. This model not only 
fails to appreciate the wide range of ways business enterprises add economic value 
to society but it fails appropriately to acknowledge the economic costs it imposes on 
many of its stakeholders, the larger society, and the Earth [19, 20].

Over time, business enterprises have become more productive. They have 
increased the several different economic values they generate as a result of a 
number of noteworthy developments. These include finding and utilizing more 
effective sources of energy, developing cleverer and more effective tools, organiz-
ing business operations in ways that better facilitate working arrangements [21] 
and utilizing more effective means for storing and communicating information. 
In all of its different forms, productivity takes place and increases as business 
enterprises find ways of utilizing natural and human resources more effectively. 
Correspondingly, productivity is best measured by calculating the overall value that 
their productive process add to the basic natural and human resources they utilize, 
taking into account at the same time the costs incurred in accessing and utilizing 
these resources.

These costs assume many different forms. For example, if a business enterprise 
needs funds, it must be ready to pay interest on loans and/or profits to investors. 
They must also operate in ways so that investors remain confident that they will 
earn a fair return on their investments. There are, to be sure, costs involved in how 
businesses operate in order to gain and maintaining that confidence. In order to 
acquire the supplies they need, businesses have to develop reliable relationships 
with all sorts of suppliers, always seeking to find the best quality and most reli-
able supplies accessed at the most reasonable prices. All these are comparatively 
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straight-forward, widely understood costs. Costs become less clearly defined and 
a bit more complex with respect to the utilization of natural resources. Costs here 
include not only the price to access these resources (that is, to extract and transport 
them) but also the often hidden costs incurred in so far as the process of accessing 
these resources in turn reduces the overall supply of these resources and/or degrades 
the environment from which businesses take these resources. Accordingly, in so far 
as the processes of accessing natural resources – whether these be agricultural and 
forestry goods, minerals, air, water, and energy sources – are not strictly environ-
mentally sustainable, then these processes give rise to added costs. These added 
costs have typically not been borne by enterprises themselves but by the society 
at large, later generations, and the Earth itself. Many observers today argue that 
businesses must also take into account the less tangible benefits they enjoy from 
ecosystem services provided by the Earth, its climate, and its biosphere [22].

The overall costs incurred for obtaining an adequate and appropriately skilled 
supply of labor are also not so neatly defined. On the surface, it seems relatively 
simple. Enterprises seek workers through labor markets to work under certain 
terms and pay them at rates comparable to similar enterprises. In keeping with these 
terms, workers may work part time or full time; they may be paid by their output or 
time worked; and they may be paid a salary, wage and/or shares or bonuses. Many 
enterprises incur additional costs associated with recruiting and later training 
potential employees. However, from the perspective of the larger society, there are 
a number of other costs associated with labor markets. For example, societies incur 
the costs of educating potential workers, helping to develop basic skills of numeracy 
and literacy, skills at problem solving and communicating, as well as specialized 
skills associated with specific trades and professions. Societies face additional costs 
of providing unemployment insurance, pensions, and workmen’s compensation to 
that extent needed when potential workers are unable to work.

Societies face a number of additional cost that emerge as they seek to develop 
physical, social, legal, and economic infrastructures that help to create the condi-
tions so that businesses can engage in business. They must develop appropriate 
physical infrastructures – roads, rail lines, supplies of water, sewage systems, 
garbage collection, telephone lines, and supplies of electricity –without which 
businesses cannot do business. Businesses also require social infrastructures – 
systems for health care, policing, social welfare, and education, to which I have 
already referred. Business also counts on societies providing legal infrastructures, 
to protect their contracts and property, allow for negotiated exchanges, and the 
judicial review of conflicts. Businesses greatly benefit to the extent that particular 
societies are able to develop these legal infrastructures [23]. Although the systems 
vary, most business enterprises pay taxes in exchange for benefits they receive from 
the societies in which they operate. It is a matter of ongoing debate, whether the 
taxes businesses pay adequately reimburse governments for all the cost entailed in 
developing and maintaining these physical, social, and legal infrastructures.

If we are to measure the productivity of business enterprises adequately and 
accurately, then we are challenged to find ways of measuring the overall value these 
enterprises add to societies less the several different costs they occasion. Before 
we address the question of how businesses might in practical ways calculate these 
added values and attendant costs, it is useful to observe that this understanding of 
productivity differs significantly from that the typical taken-for-granted ways of 
understanding productivity. Typically, productivity is thought of as increases in 
the economic output in relation the amount of labor involved. Accordingly, if an 
enterprise can produce the same amount of goods and services using either fewer 
workers or the same number of employees working fewer hours, then these changes 
are regarded as representing increases in productivity. These changes might be 
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brought about by re-organizing patterns of work, improving the skill level of work-
ers, and/or making greater use of technology. This view of productivity directly 
reflects assumptions built into the financial model of business enterprises. Thus, 
everything else being equal, enterprises are regarded as being more productive if 
their production of goods and services yields more value to owners and investors as 
labor costs are reduced.

Although this understanding of productivity is widely accepted, it is flawed in 
a number of ways. In the first place, productivity ought to be measured not just 
financially in relation to added value for investors but also in relation to earnings of 
laborers as well as benefits to other relevant stakeholders including suppliers and 
the larger society. As I have already noted, societies benefit from the productivity 
of businesses in many ways. In the second place, productivity should also take into 
account the various overt and hidden costs incurred by all stakeholders who con-
tribute to the productive process. Much attention has been directed, for example, 
at the ways business enterprises have failed to pay the true costs of their uses and 
abuses of natural resources. In so far as business operations reduce or exhaust 
mineral and hydrocarbon resources, degrade soils, pollute the atmosphere or water 
systems, these are real costs that must be taken into account. If we accurately take 
account of these costs, we would realize that standard measures of productivity 
often in distorted ways overlook these costs. I think a case can also be made that 
while the standard way of gauging productivity with respect to the utilization of 
labor may often adequately represents the situation of individual enterprises, it 
misrepresents what is happening in labor markets for societies as a whole. It can be 
argued that well-functioning labor markets ought to help both enterprises find the 
workers they need and for workers to find the remunerative positions they seek. 
Sub-employment occurs when working age adults who would prefer to work find 
themselves unemployed, under-employed, or dropped out of the labor market. 
Because the costs for sub-employment are borne by these individuals, their house-
holds, and the larger society, individual enterprises do not typically take these costs 
into account when gauging their own productivity. Nonetheless, these represent 
real costs that must be considered when gauging the overall productivity of busi-
ness activity.

Businesses enterprises are complex, productive organizations, whose pro-
ductivity should be – and can be – measured in relation to the several ways they 
add economic value and occasion economic costs. Clearly, assessing the degree to 
which businesses add economic value to society by taking into account the value 
added with regard to the utilization of labor, societal resources, as well as natural 
resources, is a more complex, multi-dimensional exercise than assessing the value 
added strictly in financial terms. In order to realize this fuller objective, a number 
of initiatives have been undertaken to develop practical means for calculating these 
values and costs not only in relation to financial assets but also natural resources, 
labor assets, and social capital. In the mid-1990s, for example, Margaret Blair 
made the case for assessing the economic value of corporations in relation both to 
financial as well as human capital [24, 25]. Since the 1990s a number of interna-
tional organizations like Social Accountability International, CERES, the United 
Nations Environmental Program, the UN’s Global Compact, and the World Bank 
have developed multi-dimensional performance standards. These in turn have been 
used by thousands of businesses to evaluate in measurable terms the ways their 
operations add to or reduce economic values in relation not only to finance but 
also to workers and natural environments [26, 27]. Robert Eccles in particular has 
worked at developing practical measures for gauging the ways and degrees busi-
ness add to or reduce economic value, broadly gauged, by their operations [28]. An 
increasing number of firms are now undertaking assessment of the non-financial 
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ways businesses add to or erode economics values in relation to environmental, 
social and good governance standards (ESG). One of the most widely utilized 
method for assessing the overall ways business augment and erode economic value 
is that developed by the International Integrated Reporting Council (IIRC), which 
began its operation in 2011 [29]. The IIRC calls for business to undertake their 
regular accounting in relation to their utilization of six different forms of capital: 
namely, financial, manufactured, intellectual, human, social and relationship, and 
 natural [13].

5. Governance reforms

Thus far I have argued the business of businesses, as complex multi-dimensional 
organizations, lies in their productive capacity to add economic value to societies 
in multiple ways. I have observed the progress that has been made in the efforts to 
measure both the added economic values beyond financial values as well as the costs 
incurred in the process. If the current operations of business enterprises are to be 
less closely connected with the adverse environmental, social, and economic trends 
discussed earlier in this essay, then businesses must do more than measuring their 
performances in keeping with integrated accounting standards. They must also con-
sider reforming their systems of governance -- that is, the way they deliberate and 
make authoritative decisions. The operations of many businesses have occasioned 
these adverse outcomes not only because they tended to measure their goals and 
costs largely in financial terms but also because characteristically decision-making 
processes were structured to assign greatest authority to those representing finan-
cial interests.

If we hope to encourage business enterprises to foster productivity, rightly 
understood, in ways that both benefit the enterprises as a whole as well as the larger 
society, and fittingly benefits all relevant stakeholders, we must consider reforms in 
governance practices of firms as well as legal changes that will create corresponding 
legal incentives.

The basic responsibility of businesses is to add economic value to society by 
making the most productive use of natural and human resources in relation to 
their particular purposes as particular kind of enterprises. To that end, governing 
processes must be structured and operate to protect and enhance the wellbeing of 
the enterprise as a whole. No particular group or constituency should be so posi-
tioned that it exercises undue influence in pursuit of its own interests. Accordingly, 
in recent years many of the initiatives aimed at reforming the governance practices 
of businesses have aimed at limiting the self-serving actions of senior executives 
[30–32]. Williamson warned about the dangers of opportunism and bureaucratiza-
tion that occurred when governing boards failed to monitor and restrain the agen-
das of particular groups within the larger organization [33]. It is possible to point to 
examples, both actual and feared, where other particular stakeholders have exer-
cised – or might exercise--excessive influence over authoritative decision-making 
within business enterprises. For example, many defenders of neo-liberal economics, 
while defending the financial model, have worried about the excessive influence of 
government regulators. They have feared – I think, excessively -- that regulations 
imposed by governments in pursuit of distant goals like the reduction of green-
house gases or corporate social responsibility might undermine the productivity 
of businesses in ways that would be costly to businesses and society and especially 
to financial interests of investors. At times, many business people have felt that 
trade unions might exercise disproportionate power over particular companies and 
industries in ways that both limited their capacities to realize their purposes and 
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reduced their productivity. A case can be made that some huge enterprises have in 
practice acted like monopsonies with respect to their suppliers, setting strict limits 
on the prices they pay for purchases, in the process excessively limiting the produc-
tivity and, thereby, aggravating working conditions of the latter. In a book titled 
Permanently Failing Organizations, Meyer and Zucker studied a number of organiza-
tions that consumed greater value of resources than the values they generated but 
remained in business because in an unbalanced way they served the interests of 
particular stakeholders, in the case of their studies, community groups, employees, 
and consumers [34]. Accordingly, while recognizing the possibilities of imbalance 
caused by privileging particular stakeholders, boards ought to be structured and 
engage in their deliberations in ways that promote the good of the organization as a 
whole rather than any particular stakeholders.

In order to oversee and promote the wellbeing of enterprises as a whole, gov-
erning boards must be structured so that their self-interest as boards aligns with 
that objective. At present many governing boards operate primarily to promote a 
financially articulated agenda that especially functions to promote the interests of 
investors and owners. The financial model primarily regards business enterprises 
as property belonging to investors and owners, who as they seek to maximize the 
financial value of firms will, these supporters claim, promote the wellbeing of the 
enterprise as a whole. We know in fact that does not always happen. Most inves-
tors act primarily not as shared proprietors but as consumers of equities. As I have 
observed, following the financial model, governing boards have often acted in ways 
that aggravated environmental problems, reduced employment opportunities, and 
exacerbated wealth inequalities. In order better to promote the overall wellbeing 
of enterprises as a whole, governing boards must include among their members 
individuals who are both well acquainted with activities and interests of diverse 
stakeholders and committed to promoting the value of the enterprise as a whole. 
In order to realize this goal, most governing boards of business enterprises in Japan 
and Continental Europe have often included representatives from employees, 
creditors, community groups, as well as investors [35]. I think a case can be made 
that it might not be in the best interest of the enterprise as whole for board members 
to be formal representative of – and primarily answerable to -- diverse stakeholders. 
Such arrangements might significantly add to governing costs and render boards 
less focused on protecting and enhancing overall productivity and more given over 
to wrangles about benefits and costs assigned to particular constituencies [36]. 
Instead, several steps can be taken so that governing board members exercise the 
fiduciary loyalty to the enterprise as a whole and their legal responsibilities for due 
diligence and due care of enterprise resources while fairly respecting the interests 
of their several stakeholders [24, 37]. Accordingly, while still appointing their own 
members, governing boards can select individuals who are themselves members 
of particular constituencies and well-informed with respect to their concerns 
and interests. Governing boards should also have access to staff who can on an 
ongoing basis monitor the interactions with stakeholders so the boards remain 
well-informed.

6. Considering possible legal incentives

As I noted at the outset, we live in a business civilization. Governments have 
extended to businesses a license to operate for several reasons, including especially 
the productive capacities of businesses to add economic value to society in multiple 
ways. Over the years, governments have taken steps to protect and promote the 
productivity of business enterprises in many ways. They have established laws 
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identifying and protecting diverse forms of property, contractual relations, cur-
rencies, as well as reliable systems of credit. They have funded and arranged for the 
development of physical, social, and economic infrastructures, good for societies 
as a whole and also necessary for business operations to develop and grow. They 
have used their good offices to facilitate trade. They have both developed system of 
education, so businesses can hire competent workers, and social insurance schemes 
to help workers who can no longer work. In order for business enterprises in the 
contemporary world to maintain their productivity, and thereby add greater value 
than they erode, it has been and it will continue to be necessary for governments 
to take appropriate actions. For example, in order to reduce GHG emissions, it 
has been necessary and useful for governments to institute carbon taxes and offer 
subsidies and tax credits to encourage the development of alternative sources of 
energy. In order for them to remain competitive and to keep retail food prices from 
excessively climbing, in some areas governments have already demonstrated their 
willingness to offer subsidies and tax credits for some agricultural businesses. Given 
the seriousness of the climate crisis, many observers think much more must be done 
to address these problems. In order to foster lively and open competition, it has been 
necessary and useful for governments from time to time to reduce the monopolistic 
influence of particular firms within specific industries. These measures have func-
tioned in small ways to limit factors which otherwise would have acted to aggravate 
inequalities in wealth and economic power. Given the dominance of several firms 
in the information system sector, many people feel government action is long 
overdue to foster more lively competition in these industries. With these examples 
in mind, we can see that there is much evidence that publics have supported govern-
ments when the latter have taken actions affecting business activities in order to 
further societal purposes, to facilitate productivity broadly understood, and limit 
the adverse effects of particular business practices. In the following paragraphs I 
propose a number of additional actions governments might take so that businesses 
operate productively to promote the wellbeing of their enterprises as a whole, limit 
or reduce their adverse impacts, and thereby maximize the value they add to society.

With respect to overall governance of business enterprises, just as governments 
(or their agencies) require business to conduct annual financial audits, so they 
should also be required as well to undertake annual audits of the costs incurred 
and values added with respect to their uses of natural resources, including air and 
water, and their uses of human and social capital. So that governing boards are 
well-informed, some governments now require these kinds of audits. Further along 
and in keeping with comments I have already made, I will elaborate on the fitting 
metrics for assessing productivity with respect to labor, viewed not from a financial 
perspective as is usually done today but regarding human and social assets as intrin-
sically valuable. Also, with respect to governance of enterprises, a strong case can be 
made for following the examples of countries like Germany and Japan and require 
that the governing boards broaden their membership to include people who are 
well able to know and represent the interests and concerns of the most strategically 
important stakeholder groups, such as, for example, employees, major suppliers, 
relevant environmentally oriented groups, creditors, and government agencies.

With regard to efforts to foster responsible environmental practices by busi-
nesses, governments have established a number of relevant initiatives in addition to 
subsidies and tax credits for developing alternative sources of energy and taxes on 
carbon emissions to reduce GHG emissions. Many governments have been taxing 
or fining businesses for excess water pollution. Because all businesses involved in 
extracting non-renewable resources are depleting valuable resources, some coun-
tries like Norway are effectively taxing these operations in order to establish huge 
public funds that can in turn be used to further other public purposes.
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For some time many governments have de facto recognized that dysfunctions 
in labor markets. They have, accordingly, established minimum wage standards as 
well as employment offices to help enterprises find suitable employees and worker 
find positions of employment. Partly in response to the expansion in the use of 
temporary workers, some government, like the United States, offer payments in the 
form of tax credit to workers whose annual income falls below recognized poverty 
lines. This has become a huge public transfer program that functions to reinforce 
the practices of many businesses to hire workers part time and/or part year rather 
than full time. Given the slow but steady replacement of workers by smart technol-
ogy, governments face in the future several options. They will be forced either to 
expand these kinds of tax credit programs; develop some form of basic income 
initiatives; re-establish the kind of employment generating programs like the Public 
Works Administration, the Works Progress Administration, and the Community 
Conservation Corp that were so effective in the United States during the 1930s; and/
or they must think seriously about initiatives that would foster greater employment 
within existing businesses.

Because in this essay I am calling for a re-thinking of the business of business, 
I will elaborate on the last alternative. The United State government has spent 
hundreds of billions of dollars supporting the housing industry and related employ-
ment opportunities by means of tax credits for mortgage costs. Correspondingly, 
I think governments must now consider initiatives that would operate to retain or 
expand employment opportunities in business enterprises in general. Basic to these 
initiatives would be a re-thinking of productivity and labor, not from a financial 
perspective but, from the perspective of all working age adults seeking remunera-
tive employment opportunities and the vast and valuable stock of human capital 
they represent. Accordingly, finding feasible ways for businesses to retain useful 
workers and to expand the hours of employment would be regarded as fostering 
forms of productivity associated with uses of human labor. During slow periods, 
business enterprises might direct some of their employed workers to invest greater 
amounts of time learning and upgrading their skills, exploring new lines of business 
activity, and/or engaging in community projects. Because adding these hours of 
employment would in turn represent added costs to enterprises, then governments 
in recognition might be called upon proportionately to reduce business taxes and/
or offer tax credits. These added costs to governments would in turn be balanced by 
reduced costs for programs like employment tax credits and unemployment insur-
ance. This kind of initiative would be in the interest both of enhancing wellbeing of 
workers as well as enterprises as a whole.

We must also consider what kinds of initiatives governments might take to 
reduce the way current business practices tend to aggravate inequalities in wealth. 
I am not at this point proposing particular initiatives. Rather, I refer to several 
actions that might be taken in order to indicate that possibilities for re-thinking 
the purposes of business enterprises with respect to their influence on aggravated 
inequalities in wealth that do exist. Obviously, the kind of government incentives 
just discussed to encourage businesses to retain workers, hire more employees 
full time rather than part time, and expand employment hours might indirectly 
function to influence firms to decrease the share of business earnings allocated to 
reward investors and increase the share used for labor expenses. At the same time, 
if governments increase the tax rates for the highest incomes and introduce even 
small taxes on wealth, then business might be less inclined to use their earnings to 
increase executive stipends and returns on investors, knowing that a significant 
portion of these increases will be taxed. Clearly, if the governance practices are 
altered to represent better the interests of stakeholders other than investors, then 
it is more likely that earnings of businesses will be more broadly distributed to the 
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advantage all stakeholders in ways that both serve the interests of enterprises as a 
whole and benefit particular stakeholders proportionate to contributions they make 
and the risks to which they are exposed.

7. Conclusion

In conclusion, currently many businesses are operating in ways that have had 
adverse outcomes on natural environments, employment opportunities, and 
aggravated inequalities in wealth. These adverse consequences occur to a significant 
degree because many businesses are operated and organized in order to maximize 
the value of businesses measured almost exclusively in financial terms, thereby 
prioritizing financial interests above all other interests. The financial model of busi-
ness enterprises has become so dominant that many ESG initiatives are promoted 
and defended as being financially advantageous to businesses rather than because 
they will provides means for increasing the productivity of enterprises with regard 
to natural and human resources valued on their own terms as valued economic 
assets. I have criticized the financial model for a number of reasons. In so far as 
businesses have operated in keeping with this model, they have tended to occasion 
the adverse environmental, social, and economic consequences described above. 
This model provides an overly narrow and restricted understanding of productivity 
and has encouraged businesses disproportionately to favor the interests of investors 
over other stakeholders.

I have called for significant changes in how to think about the business of 
businesses and how business enterprises govern themselves. Many people have a 
vested interest in the financial model of business enterprises and will resist these 
changes. As the climate crisis becomes more severe, many people will probably be 
forced to modify their views modestly and work to reduce GHG emissions, while 
still prioritizing their financial interests. The proposed changes, like those endorsed 
by the Business Roundtable, that recognize business enterprises in relation to their 
stakeholders are likely to meet with resistance. Nevertheless, a number of these 
changes have already been introduced, in this or that country, in this or that firm, 
and defended by business people both because they respect the complex, interactive 
character of business enterprises as they operate in practice and because they more 
adequately foster and gauge productivity – not as currently almost exclusively in 
relation to financial returns but in the effective and value-added utilization of natu-
ral and human resources to meet human needs and wants. After all, that is what the 
business of business is all about.

Notes

1. I initially developed this line of analysis in an essay on corporate governance, 
published in 2001 [38]. For typical expressions of Symbolic Interaction, see the 
writings of Anselm Strauss [39] and Irving Goffman [40, 41].

2. This view of stakeholders is more limited than that proposed by Freeman and 
many others, who define stakeholders broadly in relation to any group in-
fluenced by or in a position to influence the activities of business enterprises 
[42, 43]. I think we ought to restrict which groups count as stakeholders to 
those who can, on the basis of law, contractual arrangements, customary 
practices, or changing political realities, make legitimate claims on business 
enterprises.
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