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Abstract: Before the Great Recession, financialisation was a ‘fringe’ concept, but 
post-recession it moved into the mainstream. In this paper, I begin by reviewing the 
financial model of the firm, the managerial dilemmas it poses, why it is not sustainable, 
and why it has led to greater inequality. I then examine alternatives to the financial 
model—the less visible but important range of experiments in social innovation and 
institutional renewal that local and regional actors are pursuing to create more inclu-
sive forms of productive enterprise. These experiments provide a testing ground for 
solutions that may later get to scale. They vary across different contexts, depending on 
the institutional points of leverage and resources that are available. They include 
reforms in three domains: labour market institutions, organisational governance, and 
social finance. The role of academic scholars in this period is to engage with these 
actors, build an empirical inventory of alternative approaches to productive enter-
prise, and develop an interdisciplinary analysis of potential models for sustainable 
and inclusive economies.
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Glass House tells the story of the rise and demise of Lancaster, Ohio, a glass 
 manufacturing centre that became the world’s largest glass tableware manufacturer 
over the course of the 20th century. Industrialists built the Hocking Glass Company 
(later Anchor Hocking) and the surrounding town infrastructure. Their families lived 
in Lancaster, and their wives created and maintained the educational system and civic 
culture. Jobs were dangerous and low paying, but stable and backed by union con-
tracts with benefits and pension coverage. In 1982, Anchor Hocking was attacked by 

Journal of the British Academy, 6, 65–96. DOI https://doi.org/10.5871/jba/006.065
Posted 15 March 2018. © The British Academy 2018



66 Rosemary Batt 

corporate raider Carl Icahn, but survived. But Lancaster’s corporate leaders learned 
from Icahn’s tactics, split the company into two divisions, and sold core Anchor 
Hocking glass operations to a new owner, Newall Corporation, through a leveraged 
buyout. Corporate families started leaving town, and civic institutions began to fall 
apart. 

For the next twenty years, Newall sold off  assets, extracted union concessions, and 
used proceeds to buy and sell other companies via leveraged buyouts. In 2004, the 
company was sold to private equity (PE) firm, Cerberus, in a highly leveraged buyout. 
Cerberus immediately cut costs, failed to pay for maintenance, cut retiree health care 
and workers’ pensions and benefits, and extracted large rents before bankrupting the 
company in 2006. It then sold it to another PE firm, Monomoy Capital, which drove 
it into bankruptcy by 2013. In the meantime, Lancaster had become a central node in 
the opioid epidemic in eastern rural Ohio—a town festering with unemployment, 
 opiate and heroin addiction, poverty, and illiteracy—with 44 per cent of households 
led by a single woman in poverty (Alexander 2017). 

This is a story about financialisation, not globalisation; and Lancaster is not 
unique. But in November 2016, Ohio voters assumed the problem was globalisation 
and voted for Donald Trump—a real-estate tycoon who built his empire on debt and 
financial engineering.

Before the Great Recession, financialisation was a ‘fringe’ concept (Froud et al. 
2006), but post-recession it moved mainstream.1 Many thought a new period of 
 government regulation would emerge, fueled by anger over Corporate Greed—a 
Polanyian backlash and moment of rebalancing and reigning in financial excess. 
Instead, the US and Europe experienced regulatory capture by financial institutions, 
austerity policies throughout Europe, and a rejection of re-regulating capital. Global 
private equity funds reached a cumulative total of $4.2 trillion in 2015, with fund-
raising the highest since the bubble years (Bain 2016)—despite the fact that the median 
fund had not beaten the stock market since 2006 (Appelbaum & Batt 2018). Similarly, 
despite underperforming the stock market, hedge funds raised $71.5 billion in 2015, 
bringing total assets under management to $3.2 trillion (Preqin 2016). 

In the meantime, less visible are a wide range of experiments in social innovation 
and institutional renewal that local and regional actors are pursuing to create more 

1 Financialisation refers to two trends. The first is the growing dominance of the financial sector in 
advanced economies: it represented 10 per cent of corporate profits in 1950 but 30 per cent in 2013. The 
second is the growing importance of financial, as opposed to productive activities, in non-financial 
 companies. For example, the ratio of portfolio income (dividends, capital gains, interest payments) to 
corporate cash flow was less than 10 per cent in the 1960s, 20 per cent in 1980, but 40 per cent in 2000. 
Similarly, the ratio of net acquisition of financial assets to tangible assets was 40 per cent or less until 
1980, but about 100 per cent by 2000 (Krippner 2011: 36–9). 
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inclusive forms of productive enterprise. In this paper, I begin by reviewing the 
 financial model of the firm, the managerial dilemmas it poses, why it is not sustain- 
able, and why it has led to greater inequality. I close by considering the social 
 innovations and emerging institutions that seek to overcome these problems. These 
experiments provide a testing ground for solutions that may later get to scale. They 
vary across  different contexts, depending on the institutional points of leverage and 
resources that are available. The role of academic scholars in this period is to engage 
with these actors, build an empirical inventory of alternative approaches to productive 
enterprise, and develop an interdisciplinary analysis of potential models for  sustainable 
and inclusive economies.

THE FINANCIAL MODEL OF THE FIRM

The financial model of the firm differs substantially from the managerial model, 
which was the dominant corporate form throughout most of the 20th century. Under 
managerial capitalism, assets are relatively fixed resources used to produce goods and 
services, while retained earnings replenish those resources and expand the asset base 
of the firm. Managers with industry expertise have considerable autonomy to invest in 
operational innovations, and conflicts between management and labour may be offset 
by managers’ need to gain labour cooperation—typically accomplished by sharing 
with them the gains from productivity growth. The system of managerial capitalism 
in Anglo and European countries depended on a set of interlocking national institu-
tions, which varied by country, but included securities and banking laws that limited 
speculative behaviour and provided stable access to capital, and labour laws that 
allowed workers to negotiate a share in productivity gains (Appelbaum & Batt 2014, 
Hall & Soskice 2000). 

The financial model, by contrast, assumes the corporation is a bundle of mobile 
assets to be bought and sold with the goal of increasing short-term gains and shifting 
the distribution of retained earnings from investments in the firm and workers to 
stockholders. Firms increasingly manage for cash rather than profitability. They 
increase cash returns via a range of financial activities, such as fee-generating activ-
ities, the sale of real-estate assets and less profitable businesses, and tax arbitrage. They 
make greater use of debt for investments—especially favoured when interest rates are 
low or zero—as debt multiplies returns and the interest on debt is tax deductible. They 
return the proceeds to stockholders and buy innovation via mergers and acquisitions 
(M&As)—which also increases market power—rather than investing in research and 
development or workforce skills. Because firms extract rents through a range of 
 financial activities, they are less willing to cooperate with labour to generate wealth. 
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Leveraged buyout firms (later private equity) developed these innovations in the 
1980s—making heavy use of debt to buy out firms and take them private, managing 
for cash to service the debt, engaging in asset sales and dividend recapitalisations  
to extract more cash, and exiting companies in a five-year window. Mainstream 
 corporations increasingly mimicked these strategies—as in Lancaster, Ohio. Market 
deregulation and reregulation helped to create the new institutional foundation for 
financialisation. Pension reform gave rise to large institutional investors, banking 
deregulation freed up capital, anti-takeover laws were overturned, union power 
declined, and enforcement of labour laws was relaxed (Appelbaum & Batt 2014, 
Gospel et al. 2014). 

As a result, financial activities as a percentage of corporate portfolio income rose 
from 20 per cent in 1980 to 40 per cent in 2000 (Krippner 2011). The spread of the 
financial model as a set of assets to be bought and sold is illustrated in the dramatic 
rise of mergers and acquisitions in the last decade or so. They reached an historic level 
in the bubble years of 2006–07 before plummeting during the Great Recession. But by 
2015, global M&A activity hit $4.4 trillion—surpassing the prior high watermark 
(Massoudi et al. 2016). Between 2010 and 2015, M&As grew by 62 per cent in the US 
(from $7.9 billion to $12.8 billion) and by 52.7 per cent in Europe (from $7.3 billion 
to $11.1 billion) (PitchBook 2016). M&A activity is driven by strategies to expand 
market share, reduce costs, and take advantage of excessive cash reserves, which stood 
at $1.46 trillion for the Standard and Poor (S&P) 500 in 2016. And a 2016 Deloitte 
survey of 1,000 top corporate managers reported that 75 per cent said they expected 
deal activity to increase in 2017, 64 per cent expected deals to be larger than before, 
and 73 per cent planned to shed businesses in 2017 (Deloitte 2016).

Management and organisational strategies 

Three management strategies are central to implementing the financial model of  
the corporation: executive pay-for-performance, organisational restructuring and  
outsourcing, and the management of labour as a variable cost. 

Most important is the alignment of top management and shareholder interests 
through executive pay tied to stock options—an innovation that became institution-
alised after 1990. By 2015, base salary represented only 11.6 per cent of total CEO pay 
for the median S&P 500 company (Tonello and Reda 2015). It represented between 20 
and 38 per cent of total pay for top CEOs in all European countries but Italy and the 
Nordics (Towers Watson 2015). This incentive structure effectively transforms top 
managers from organisational citizens whose income and reputation depend on build-
ing productive enterprises to individual shareholders focused on maximising their 
own stock returns before exiting the company (Lazonick 1992). CEOs have incentives 
to manage for cash to increase dividend payouts and stock buybacks, which raise 
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stock prices and CEO pay. These payouts and buybacks have increased markedly in 
the last two decades. Between 2004 and 2013, for example, these payouts averaged  
86 per cent (51 per cent for buybacks and 35 per cent for dividends) of the net income 
of S&P 500 corporations, for a combined total of $5.7 billion (Lazonick 2014). In 
another study for the period 2005 to 2015, total payouts for top corporations averaged 
109 per cent of the net income of US corporations, 134 per cent of British corpor-
ations, and 96 per cent of European corporations (Sakinç 2017). Cumulative research 
shows that tying executive pay to performance crowds out intrinsic motivation, focuses 
attention on a specific metric (in this case stock price), and leads to a significantly 
higher likelihood of earnings manipulation, product safety problems, and shareholder 
lawsuits (Cable & Vermeulen 2016). 

Second, the focus on short-term cash generation puts pressure on firms to adopt 
‘lean’ organisational structures that reduce headcount. Once firms sell off  diversified 
businesses and develop more focused strategies, they have further incentives to focus 
on ‘core competencies’ (what they ‘do best’), undertake value chain analysis, and out-
source activities that are viewed as ‘non-core’. These ‘asset light’ models of the firm 
allow companies to lower costs of plant and equipment, labour, and other operational 
expenses; eliminate legal employment liabilities; and shift risks and uncertainty to 
contractors and workers in contractor firms. By lowering headcount and reducing the 
denominator, revenues per employee go up, leading to higher stock market valuations. 
Notably, while most empirical research has focused on the phenomenon of offshoring 
and global supply chains (Gereffi & Koreniewicz 1994, Bair 2009), the use of domestic 
outsourcing and interfirm networks is widespread in the US and Europe in industries 
that are relatively untouched by offshoring—including retail, hotels, restaurants, 
health care, telecommunications, other service industries, and the public sector 
(Marchington et al. 2005, Darhokoupil 2015, Bernhardt et al. 2016, Doellgast 2016).

A third management strategy turns labour into a variable cost. Recall that a  critical 
breakthrough in labour economics was Gary Becker’s book, Human Capital, pub-
lished in 1964. Becker theorised that labour was more than a variable cost to be 
minimised, but rather an asset to be invested in—a ‘quasi-fixed’ factor of production 
(Oi 1971). That view is consistent with a managerial model of the firm, in which 
investments in firm-specific training can pay off  by creating ‘human capital’ with 
unique knowledge and skills—providing a strategic asset for sustainable competitive 
advantage (Barney 1991). Three decades of empirical research has demonstrated that 
investments in human capital can pay off—in terms of lower turnover and better 
operational and financial outcomes (MacDuffie 1995, Appelbaum et al. 2000, Batt 
2002, Combs et al. 2006, Jiang et al. 2012). But effective human resource (HR)  systems 
require patient capital and stable employment relations to achieve these results. The 
financial model, by contrast, adopts the core competency model – segmenting employees 
into those who ‘add value’ and those who don’t (Lepak & Snell 1999). A small core is 
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retained as a quasi-fixed asset, with the remainder redefined as a variable cost and 
outsourced. What is core versus non-core, however, is poorly understood (Marchington 
et al. 2005); and managers often base these decisions on financial pressure to reduce 
headcount. This approach to segmenting labour misses the essence of any team 
 production view of the firm.

Academic scholars as co-architects 

Academic scholars have been co-architects of  the financial model of  the firm. The 
law and economics movement of  the 1970s, for example, legitimised the shareholder 
model of  the firm by developing agency theory and arguing that shareholders are 
the principals and managers the agents, whose interests must be aligned with share-
holders (Jenson & Meckling 1976). It upended longstanding interpretations of  US 
corporate law that viewed the corporation and board of  directors as principals, who 
exist prior to stockholders and who contract with people to provide capital just as 
they contract with suppliers of  other inputs or labour. The law affords stockholders 
only minimal rights, which include the right to buy and sell stock and to vote (Stout 
2012). Agency theory turned this interpretation on its head, arguing that the share-
holders are the principals and managers the agents. There is nothing in corporate 
law that requires firms to maximise shareholder value, but that view became the 
ideological norm.

Management theorists contributed to the financial model by prescribing core 
competency theory (Prahalad & Hamel 1990)—urging companies to focus on their 
‘core’, shed less profitable units, and outsource production—thereby providing 
quicker returns to investors. Operations and engineering scientists developed systems 
to  codify knowledge, decompose complex systems, and outsource component pro-
duction around the world. They perfected electronic monitoring systems that allow 
firms to reduce the indirect costs of  supervision and engage in ongoing monitoring, 
which heightens performance pressures and leads to higher levels of  employee 
 burnout (Carayon 1993, Deery et al. 2002, Holman et al. 2002). They developed tech-
nologies that shift labour to consumers as ‘partial employees’ in service production 
(Lambert 2015).

Economics and HR management scholars contributed by advancing theories of 
pay for performance for executives (Jensen & Murphy 1990) and later extending these 
theories to workers. They prescribed shifting workers’ pay from a wage-plus-annual- 
increase (based on merit or seniority) to a base-plus-variable-pay model in which 
annual bonuses are contingent on firm performance and are not added to base pay. 
Workers absorb market risk as their pay rises and falls with firm profitability or the 
business cycle, over which they have no control. Management scholars also argued 



 When Wall Street manages Main Street 71

that firms should shift from full-time employment to flexible staffing models—using 
part-time and contingent employees to absorb demand shocks—again shifting market 
risk to workers.

MANAGERIAL DILEMMAS, FIRM SUSTAINABILITY,  
AND INEQUALITY

The pressures from this financial model ripple through organisations, creating  perverse 
dilemmas for managers, firms, working people, and affecting the economy more 
 generally. Some are intended, some unintended. Managers’ jobs are more difficult, 
firms lose innovative capacity and sustainability, workers face greater job and income 
insecurity, and economies face greater problems of inequality (Batt 2018).

Managerial dilemmas 

Managerial dilemmas arise from new and unforeseen agency problems that emerge from 
tying executive pay to stock options. As CEOs’ interests and identities become aligned 
with those of stockholders, their turnover increases and their commitment to the long-
term sustainability of the firm declines. But middle managers are responsible for opera-
tional performance and their pay and career mobility are tied closely to operational 
excellence—quality, customisation, productivity, and time-to-market. These require 
ongoing investments in process and product innovation that may only pay off long after 
the then CEO has left. High debt levels and a focus on short-term returns constrain 
middle managers’ ability to make innovative decisions or investments. The high debt 
levels adopted in the financial model are specifically designed to focus attention on man-
aging cash flow and solving  the perceived agency problem that managers’ discretion 
needs to be curtailed and aligned with short-term shareholder interests. 

Second and related, while top managers and investors have driven the greater  
use of mergers and acquisitions, they often fail to fully realise the organisational com-
plications of their decisions. Top corporate managers report that the most  important 
factor for a successful M&A is the effective integration of organisations (Deloitte 2016), 
but they often fail to do the necessary ‘human capital due diligence’ before M&As 
occur—leaving managers in organisational disarray to muddle through down sizing and 
layoff decisions and organisational cultural conflicts (Harding & Rouse 2007). Meanwhile 
middle managers are also held accountable for maintaining  productivity in the existing 
organisations, despite heightened job insecurity and overall declines in employee morale. 
High turnover among middle managers and supervisors often occurs and exacerbates 
operational disruption and workforce insecurity and morale. 
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Third, as supply chains are built out, the performance of the ‘core’ operations 
depends heavily on the quality of inputs from suppliers and on the ability of the firm 
to manage supplier relations. But procurement departments, not middle managers, 
typically control the supply chain. A salient example is the Boeing 787 Dreamliner 
project. After the MacDonald Douglas–Boeing merger, the leadership increased its 
focus on short-term returns and decided to outsource over 60 per cent of component 
production for the new plane—based on consultant estimates that this would save  
$4 billion and reduce development time by two years. It contracted with 50 tier-one 
 suppliers, who would oversee two tiers of additional suppliers. But Boeing’s top 
 managers grossly miscalculated costs and underestimated supply chain complexity 
and the critical link between engineering and manufacturing. Boeing engineers, 
 managers, and workers were inundated with poor-quality parts that had to be 
reworked; faced serious safety problems, for example, with lithium batteries; and 
 confronted massive coordination problems—leading to a 3.5-year delay in production 
and $10 billion in cost overruns (Tang & Zimmerman 2009, Denning 2013, Tang et al. 
2013). 

Firm sustainability

There are several reasons why the financial model ultimately may not provide 
 sustainable competitive advantage relative to other emerging organisational models, 
such as Asian business conglomerates or state capitalist enterprises. As the holding 
period for stockholders has continued to fall (to a median of about 10 months in 2014 
(Mayer 2015)), executives feel even greater pressure to produce short-term returns. 
Their corporate performance is measured according to how efficiently capital is used, 
or profit per dollar of capital. This creates incentives to invest in efficiency-enhancing 
innovations that substitute technology for labour and pay off  in the short-run— 
helping companies produce and market mature products at lower prices. By contrast, 
market-creating innovations that build longer term sustainability and create more jobs 
require substantial amounts of patient capital (Christensen & Clark 2014). Investor 
pressure to shift the distribution of retained earnings to shareholder dividends and 
stock buybacks and reduce investment in R&D and innovation also undermines 
 long-term capacity-building and competitiveness (Lazonick 2009). 

In addition, the heightened M&A activity—coupled with large accumulated cash 
reserves in top corporations—had driven up the cost of strategic acquisitions to 
almost 10 × EBITDA by 2016 (earnings before interest, taxes, depreciation, and 
amortisation)—a very high cost that intensifies pressure on firms to manage for costs 
to recoup the investment (PitchBook 2016). The high cost of acquisitions has driven 
down the returns on investment. To take one example, econometric studies of the 
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returns to private equity leveraged buyouts show that the median PE fund has not 
beaten the stock market since 2006 (Appelbaum & Batt 2018).

High M&A activity also causes ongoing operational disruption and lower quality 
and productivity. The jobs of CEOs are also more difficult, and CEO turnover has 
increased—contributing to operational disruption. CEO turnover averaged 8–9 per 
cent in the mid-1990s (Lucier et al. 2004), but 15 per cent in the late 2000s—reaching 
16.7 per cent annually in 2015 (PWC 2015)—according to research based on the top 
2,500  largest global corporations. This churn particularly undermines financial per-
formance for firms that increasingly rely on quality, value-added customisation, and 
stable  client relationships as the source of competitive strength. An estimated 70–90 
per cent of M&As fail, according to accumulated empirical research on the topic 
(Christensen et al. 2011, Martin 2016).

Another indicator of the lack of competitiveness of the financial model is the 
 relative success of other models of doing business around the world. Asian business 
groups, Chinese enterprises, and other emerging market multinational corporations 
(MNCs), which rely on very different business models or state subsidies, are fierce 
global competitors (Khanna & Palepu 2006, Guillén & Garcia-Kanal 2009). By 2008, 
the US accounted for roughly 20 per cent of world gross domestic product, down 
from 27 per cent in 1990. Only four of the ten largest corporations were based in the 
US, down from eight in 1980 (Forbes 2009).

Worker insecurity and growing inequality 

A growing body of evidence also shows that the financial model has contributed to 
lower wages and greater income inequality within advanced economies. A number of 
financial and organisational strategies allow firms to extract more rents than in the 
past, regardless of whether they contribute to value creation.2 Financial intermediar-
ies, such as private equity and hedge funds, have substantially increased their assets 
under management and their power to extract rents by intervening in the financial 
strategies of non-financial firms (Appelbaum & Batt 2014). They extract rents through 
speculative activities as well as fees that they charge investors and portfolio  companies, 
which also appeared to have grown in recent years, although accurate data is not 
 available (Appelbaum & Batt 2016). One estimate by Warren Buffett, chairman of 
Berkshire Hathaway, is that shareholders—especially pension funds—have lost  
$100 billion in fees to hedge funds, private equity, and money managers in the last 
decade as their fees have grown substantially. He has routinely counselled them to put 
their money in a low-cost S&P 500 index fund (Sorkin 2017).

2 See Appelbaum (2017) for a full elaboration of these arguments.
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Shareholders have extracted greater rents through higher dividends and high share 
prices associated with stock buybacks—shifting upward the distribution of earnings 
at the expense of other stakeholders. Mergers and acquisitions also create firms with 
greater market power and ability to charge monopoly rents. Ownership concentration 
has increased considerably since 2000—in 90 per cent of US industries according to 
one study (Grullon et al. 2015). And a recent study of M&A transactions in US 
 manufacturing demonstrates these effects: It found no positive effect of M&As on 
productivity or efficiency from 1997 to 2007, but instead found price mark-ups  ranging 
from 15 to 50 per cent, depending on model specification (Blonigen & Pierce 2015). 

The vertical disintegration of the firm into supplier networks also contributes to 
greater income inequality. This may occur through changes in labour market rules or 
changes in inter-firm power relations. Labour market rules in large and small firms 
differ. Large primary firms are more likely to be unionised, and even large non-union 
firms typically set wages by administrative rules in which internal equity norms or 
efficiency wage considerations lead to compressed wage structures—raising the bot-
tom. When low-skilled jobs are outsourced, workers’ pay is delinked from that of 
higher skilled workers and becomes more market based. 

Even higher skilled workers, however, may suffer when their jobs are outsourced. 
When lead firms shift production to networks of suppliers, each node in the network 
becomes a profit centre and a potential point of rent extraction. Lead firms typically 
have the power to set the terms, conditions, and pricing for tier-one suppliers and to 
create a competitive bidding process among them that puts downward pressure on 
profit margins. They shift market risks and legal liabilities to suppliers and often 
require them to absorb inventory and other costs. These organisational strategies 
allow the more powerful firm to extract greater rents. This process may occur at 
 successive nodes in the network—squeezing profit margins at each link and putting 
downward pressure on wages and benefits for workers. Thus, inequality grows via 
increased rent extraction at the top and depressed wages at the bottom (Appelbaum 
2017).

A growing body of empirical evidence supports these arguments. Research on 
low-skilled workers has found substantial pay and benefit penalties for call centre 
workers in outsourced operations (Batt & Nohara 2009, Doellgast et al. 2016) and 
janitors and guards, compared to those in in-house operations (Dube & Kaplan 2010, 
Goldschmidt & Schmieder 2015). More generally, national studies show that increased 
inequality is due to increased earnings dispersion across establishments and firms 
(Barth et al. 2014) as well as the occupational concentration of workers across 
 establishments (Handwerker 2015, Handwerker & Spletzer 2015). Contracting out 
also is associated with a higher incidence of workplace injuries (Rebitzer 1995, Morris 
1999, Muzaffar et al. 2013, Foley et al. 2014). 
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The franchising system is another form of outsourcing in which franchisors in 
recent decades have developed strategies to extract higher rents. It has expanded 
 substantially across industries and around the globe. In the US, 10 per cent of US 
businesses are franchisees (US Census Bureau 2010), and they employ 6 per cent of 
the US workforce (IFA 2013). In this model, the franchisor receives an initial fee for 
use of the brand and monthly royalties (rent) based on gross sales in the range of 6–10 
per cent. Franchisees absorb all the risks and legal liabilities and retain the profits. 
Early franchise agreements created a bright line between the franchisor and fran-
chisee, granting the latter considerable autonomy. But that bright line has blurred, 
with franchisors now exerting much greater control through detailed operating 
 manuals, ‘remote management’ via payroll and software systems that monitor staffing 
levels, and required use of preferred suppliers in which the franchisor often has a 
financial interest. The franchisor also requires the franchisee to cover the costs of 
operational improvements that enhance gross sales, to the benefit of the franchisor, 
but may squeeze franchisee profit margins. Franchisees often go into debt to set up a 
franchise, and their cost of capital is typically higher than that of franchisors. This 
incentive system pushes franchisees to manage for cash and focus on operating costs, 
the majority of which are labour costs. In addition, franchisors are increasingly 
 adopting ‘asset light’ models by turning most or all of their operations into 
franchises. 

Empirical studies show that the logic of the franchise systems translates into lower 
wages and working conditions in franchisee operations compared to those in franchisor-  
owned establishments (Lakhani 2016); and wage and hour violations are also 
 significantly higher in franchisee workplaces (Weil 2014, Ji & Weil 2015).

RE-EMBEDDING ENTERPRISE: 
SOCIAL INNOVATION AND INSTITUTIONAL CHANGE

Scholars have a responsibility to help solve the problems of unsustainability and 
inequality associated with the financial model of the firm. And many are doing so. A 
slew of new books tackle these issues: How Will Capitalism End? (Streeck 2016), 
Rethinking Capitalism (Jacobs & Mazzucato 2016), Firm Commitment (Mayer 2013, 
2015), The Vanishing American Corporation (Davis 2016), Cooperatives Confront 
Capitalism (Ranis 2011), The Social Economy (Amin 2009), Manifesto for the 
Foundational Economy (Bentham et al. 2012), Social Finance (Nicholls et al. 2015), 
and many more. This is an important time of intellectual discovery and debate. 

No one new dominant model of productive enterprise is likely to emerge in the 
near future, but alternative models that are less competitive now—or new models that 
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emerge—may hold potential. An historical analogy is the dominance of the US mass 
production model of manufacturing in the 20th century. New technologies emerged in 
the 1980s that facilitated batch production of high-quality diversified products; and 
regions that had sustained manufacturing based on clusters of small interdependent 
firms were able to take advantage of these new conditions and compete effectively. 
Mass production manufacturing suffered and had to reinvent itself  by incorporating 
new forms of networked production (Piore & Sabel 1984).

Economic or management theory alone cannot provide a guide to new solutions. 
Enlightened corporate behaviour is important, but limited by voluntarism. For  example, 
while European MNCs are more advanced in their commitment to corporate social 
responsibility compared to others, a recent global survey found that only 4 per cent of 
3,000 MNCs made a clear commitment for all human rights areas for which they are 
responsible (Virgeo Eiris 2017). National legal and regulatory solutions are theoret-
ically plausible, but politically improbable in the current period of polarised civil 
societies. 

Rather, a range of new approaches are emerging based on variation in the 
 institutional points of leverage available in different local and regional contexts. 
Practitioners, small businesses and associations, union and community members, and 
policy makers are deeply engaged in social innovation: labour movement activities, 
alternative models of organisational governance, and local experiments in social 
finance to re-embed productive enterprises in the ‘social economy’. Social and institu-
tional innovations at the local level provide a testing ground for experiments that may 
later get to scale. 

For these solutions to take root, it is important to look beyond the firm or the 
networked firm as the unit of analysis and to examine institutional networks of 
 political and economic actors and the points of leverage available for social innova-
tion in different contexts. Because existing theoretical models are insufficient, it is 
important for social scientists to return to the field to observe and monitor the viabil-
ity of a wide range of current social experiments. And because our research question 
is problem-centric and multi-dimensional, the answer needs to draw on a range of 
disciplines that offer distinct angles on the problem. While academic disciplines are 
still siloed, scholars may collaborate across boundaries to develop new interdisci-
plinary insights. Three points of departure are noteworthy: Research on labour 
 institutions and social movements, on alternative models of management and corpo-
rate governance, and on new forms of social finance. Each has strengths and 
 weaknesses, but may be viewed as providing the building blocks for new models of 
‘social economy.’ 
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Labour institutions and social movements

Innovations in labour and social movement organising provide one point of leverage 
for re-embedding the corporation. They do not challenge the financial model of the 
firm, but rather create better lives for working people in the immediate period, engage 
a new generation of leaders, and build innovative tactics and institutional capacity. 
During the past few decades, most industrial relations research has focused on the 
decline in union density and bargaining power and the fraying of industrial relations 
systems, but more recently researchers have begun to document alternative approaches 
to labour revitalisation. These grow out of existing systems across different nations.

In Europe, for example, as national industrial relations systems have frayed in the 
face of globalisation, scholars have tracked union innovations that respond to 
European integration and develop new forms of multi-level bargaining that go beyond 
existing national industry frameworks and create interlocking governance structures 
at the national, regional, and international levels (Marginson 2016). Another set of 
researchers are examining new models of collective action and representation that 
respond to the rise of domestic outsourcing and inter-firm production networks 
(Doellgast et al. 2017).

In the US and Canada, by contrast, industrial relations systems are much more 
fragmented and firm-centric, presenting labour advocates with a different set of prob-
lems and points of leverage. Firm-based union elections and bargaining, as required 
by New Deal labour laws, undermine labour power and delay union representation 
elections. As US corporations more aggressively fought unions from the 1970s on and 
union density declined, unions began to mobilise workers across firms; and non-union 
organisations—referred to as ‘workers’ centres’—began to directly confront non-union 
employers and demand workers’ rights (Fine 2005).

A noteworthy example is the ‘Fight for Fifteen’ to achieve a $15 minimum wage. It 
began in November 2012, when 200 fast-food workers went on a one-day coordinated 
strike against seven major chains at in New York City. From there, organisers built 
capacity to conduct coordinated one-day strikes across US cities. The coordinated 
strike went international in 2014—with 230 cities participating in 2015, including  
80 in 33 countries on six continents (Fight for Fifteen 2015, Greenhouse 2016, Zahn 
2016). By November 2016, some 600 cities participated internationally—the twelfth 
and largest one-day strike. And in 2016, the Democratic Party adopted the $15 
 minimum wage as part of its convention platform. 

In four years, by the end of 2016, 54 states and cities had raised their minimum 
wage, affecting an estimated 20–22 million workers. Of those, 60 per cent are on a path 
to $15 per hour—due to city-wide ordinances in major cities (Seattle, San Francisco, 
Los Angeles, and Washington, DC) and state-wide laws in California and New York. 
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Over 7 million will receive wage increases below that level. The campaign also 
led scores of private sector employers—including The Gap, Starbucks, Wal-
Mart,  J.P. Morgan, and several universities—to ‘voluntarily’ raise their minimum 
pay to $15 or more (Chandler 2016, NELP 2016). Notably, striking workers have 
not lost their jobs because of innovative ‘walk back’ strategies in which workers 
return to work accompanied by a large group of community leaders from 
churches, city councils, unions, and other civic organisations. 

To put this movement into perspective, in 2016 US unions represented only  
7.4 million workers private sector worker—or 6.7 per cent of the US workforce. By 
 contrast, in just four years, the ‘Fight for Fifteen’ has affected an estimated 12.5–14.5 
per cent of the US workforce. For a majority of those workers, the $15 per hour wage 
will mean a 50 per cent wage increase or more—with annual wages for full-time 
 workers going from $18,000–$20,000 per year to $30,000—a monumental change in 
living standards.

The central question is whether the movement can become institutionalised. The 
skeptical view is that the movement has been funded almost entirely through the 
Service Employees International Union (SEIU), at an estimated cost of $70 million in 
four years (Zahn 2016). The optimistic view is that it has produced an ideological shift 
that is unlikely to unravel and has built a new generation of leaders using innovative 
tactics that move beyond firm-level collective bargaining to gain mass public support. 
In 2012, the idea of a $15 an hour minimum was viewed as absurd; soon it became 
mainstream thinking. Some businesses now support the minimum wage due to its 
positive impact on revenues, as higher paid low-wage workers spend more on basic 
living expenses in local communities. In November 2016, the ‘Fight for Fifteen’ held 
its first national convention to launch a plan for a sustainable organisation—with 
several thousand workers attending. And the national approval rating for US unions 
increased from 52 per cent prior to 2012 to 58 per cent in 2016 (Hartung 2016, Zahn 
2016). 

In addition, the Fight for Fifteen did not emerge ‘de novo’, but rests on over two 
decades of experimentation by seasoned leaders and young activists in four interlock-
ing movements: unions, non-union workers centres, immigrants’ rights groups, and 
civil rights organisations. In the 1990s, community groups and unions organised 
 ‘living wage campaigns’ to get city councils to pass higher minimum wages for workers 
at firms with city contracts, with 140 ordinances passed as of 2013. Unions like the 
SEIU developed new organising strategies working with community and religious 
organisations and moved to city-wide campaigns to organise workers across tiers of 
contractors, as in the ‘Justice for Janitors’ campaigns (Erickson et al. 2002). In  parallel, 
city-based workers’ centres began representing non-union workers and negotiating 
directly with employers to improve employment, wages, and working conditions.  
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An estimated 250 centres existed in 2015—coordinating strategies through sectoral 
 networks of centres across the US (Cordero-Guzmán 2015). Similarly, immigrant 
workers’ rights organisations and ‘Black Lives Matter’ have built networks of civic 
organisations (Gleeson 2012). The thirty-year history of building interlocking net-
works of labour and community organisations suggests that, while still fragile, they 
have become a new institutional point of leverage for labour in the United States.

Critics worry that the rise in the minimum wage will lead to higher unemployment, 
but the overwhelming bulk of econometric evidence does not support this view 
(Allegretto et al. 2017). Rather, recent research shows that the higher wage is almost 
entirely absorbed through modest increases in consumer prices, in the range of  
5–7 per cent (Allegretto & Reich 2018). These modest increases are more than offset 
by the increase in disposable income among low-wage workers, which is ploughed 
back into the local economy. In sum, local businesses may benefit as well.

Management and corporate governance

A second body of research has explored a range of alternative forms of corporate 
governance as a solution to sustainable enterprises. Two models have received notice-
able attention: the conglomerate model, as developed by Asian business groups such 
as the Tata group, and the cooperative model, as developed in the classic case of 
Mondragon. Surprisingly, they have important features in common.

In contrast to discredited Western conglomerates, the Tata model consists of a 
privately held holding company that has controlling shares in a set of publicly listed 
independent subsidiaries with autonomous CEOs and boards of directors. The parent 
company finances initial investments and establishes strong norms, but does not inter-
fere with business operations. The brand adds value to the business groups; and the 
parent facilitates cost-effective inputs via economies of scale, quality management 
standards and common procurement systems, and centralised ancillary services—
such as legal, finance, accounting, and HR services. Group members pay a percentage 
of profits for these services, with new groups or those that do not make a profit essen-
tially subsidised by gaining free access to these services. The parent firm minimises 
hyper-competition by limiting the growth of its subsidiaries in overlapping markets 
and by financing and promoting spin-offs into diversified products and markets. These 
independent companies create their own demand through supplier networks. The lack 
of  competition among business groups facilitates a process of  knowledge sharing 
and synergies at the operating level. The legally independent structure also means 
that there is no ripple effect across the Tata footprint if  some businesses fail. 
Substantial investment in human capital and a stable internal labour market provide 
long-term employment and income security (Chittoor et al. 2013, Ramachandran 2013). 
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The paternalistic culture is built on shared values undergirded by the Parsi religion. In 
2016, Tata had $120 billion in assets under management and about 660,000 
employees.

The classic Mondragon model has similar financial and organisational features, 
but with a democratic governance structure. The financial backbone is a cooperative 
savings bank in which all members and cooperatives are required to deposit their 
 savings. This provides low-cost loans to members and finances new cooperatives. 
Co-ops are limited in size to 500 in order for members to meaningfully participate in 
governance via a one-member, one-vote rule. Each co-op has a governing council 
(board of directors) elected by members; a top management council, which consults 
with an employee-based ‘social council;’ and a financial audit committee. A non- 
compete clause exists to discourage co-ops from cannibalising themselves and to 
encourage the build out of cooperative enterprises across sectors—manufacturing, 
agriculture, retail, services, marketing, consumption, education, and an unemploy-
ment and social security system. Over time, the federation became a network of 
 suppliers and buyers, creating its own demand—a vertically integrated system from 
raw materials to sales. The educational cooperative provides a steady supply of tech-
nically skilled workers and, as it is integrated into networks of enterprises, adjusts its 
training as the demand for skills in the region changes. Workers can move across 
employers for jobs; employment stability is favoured over wage gains; and wage differ-
entials are kept to a minimum. Mondragon had some $30 million in assets and 80,000 
employees in 2013 (Tremlett 2013, Latinne 2014, Szekely & Dossa 2014). 

Both of these models, however, grew out of specific institutional conditions that 
are difficult to replicate elsewhere. Both faced an institutional void in capital markets. 
Both are built on relations of trust and shared values among family and community 
members that undergird participation, shared risk-taking, and willingness to cross- 
subsidise the growth of additional enterprise units. Notably, Mondragon has largely 
failed in its efforts to export the cooperative model to its international operations. 

Parallels to the Tata model are found in Europe where some corporations still rely 
on the use of family trusts or industrial foundations that create the basis for committed 
capital. This may be a source for the further development of this model in Europe 
(Mayer 2013, 2016). In the US, one effort to create an alternative to the shareholder 
model is the ‘Benefit Corporation’—which in contrast to traditional corporations, is a 
legally incorporated for-profit enterprise with explicit social as well as profitability 
goals. Benefit Corporations are legally authorised in 30 US states and are required to 
maintain higher standards of accountability and transparency than traditional 
 corporations. ‘B Lab’—a non-profit agency that originated the concept and certifies 
companies based on their conformance with social, environmental, accounting, and 
transparency standards—has certified some 2,000 Benefit Corporations in 50 countries 
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and 130 industries.3 This is part of a larger interest in the area of social entrepreneurship 
or social enterprise, which has gained traction in leading business schools as many 
MBA students seek ways of ‘doing well by doing good’ or mitigating the negative 
social and environmental impacts of multinational corporate expansion across the 
globe (Smith et al. 2013). Business schools, then, may provide an institutional base for 
building out these types of new models.

The cooperative movement has gone through waves of enthusiasm and experienced 
a new wave with the spread of anti-corporate ideology following the Great Recession 
(Ranis 2016). The United Nations declared 2012 ‘the International Year of 
Cooperatives’. Some forms of the co-op model have been institutionalised. The most 
successful and widespread are those designed for group purchasing to reduce input 
costs, consumer cooperatives to reduce the price of food and basic necessities, and 
mutual associations or credit unions. The scale and scope of the cooperative sector 
worldwide are difficult to estimate given data limitations. But cooperatives play an 
important role in many economies—most heavily concentrated in insurance, agricul-
ture and food, wholesale and retail, and banking. They have become institutionalised 
through a series of national and international confederations, the most important of 
which is the International Co-operative Alliance (ICA). It reports a membership of 
700 million individuals worldwide. Recent research has documented an estimated 
1,465 very large and successful cooperatives (with annual revenues of $100 million or 
more) worldwide—with the largest numbers found in the US, followed by France, 
Japan, Germany, The Netherlands, Italy, and Spain (Birchall 2013). 

Scholars and policy makers in the US point to the deep legacy of ‘mixed’ or 
 alternative organisational forms of enterprise as a potential source of renewed  economic 
development in the post-Recession period. Co-op, mutual, local, and state-owned 
enterprises emerged in the 20th century at the same time that large for-profit corpora-
tions were becoming dominant. They provided the economic backbone for rural 
 communities and small towns—with agricultural producer co-ops forming a core that 
led to the expansion into other types of co-ops or mutual enterprises—including buyer 
and consumer co-ops, insurance mutual, municipal utilities, electrical cooperatives, 
and credit unions. These mixed organisational forms tended to cluster in communities 
that were stable and homogenous, in those with large Scandinavian or German 
 immigrant populations, and agricultural communities waging anti-corporate or reform 
campaigns against financial elites. These regions developed dense networks of organi-
sations that supported ongoing economic development (Schneiberg 2011). In the 
 current period, an estimated 30,000 cooperatives exist in the US with over $3 trillion in 
assets, $650 billion in revenues, and 2 million jobs (University of Wisconsin 2010). 

3 https://www.bcorporation.net/what-are-b-corps/about-b-lab
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Some 12,000 employee-owned companies in the US (via Employee Stock Ownership 
Plans) also serve as an alternative to the shareholder model (Abell 2014).

But worker-owned productive cooperatives, similar to Mondragon, are rare. They 
often emerge in response to economic crisis—as in Argentina after the 2001–2 crisis, 
when workers took over factories and converted them to co-ops (Ruggeri & Vieta 
2015, Azzellini 2017). They face barriers to entry—high risks for workers, lack of 
access to capital, lack of business expertise, and ideological opposition. The demo-
cratic governance model is more difficult to achieve and maintain over time compared 
to more hierarchical models. The model also sets limits to growth as members cannot 
sell shares to finance new ventures, they rely on loan finance, and they lack access to 
external finance (Olsen 2013, Diamantopoulos & Bourgeois 2014). 

Nonetheless, once established, some evidence shows that cooperative businesses 
and banks have higher survival rates than their conventional counterparts. In Europe, 
they outperformed their counterparts during and after the financial crisis (Birchall & 
Ketilson 2009). Similarly, recent studies find that US and Canadian cooperatives have 
longer survival rates and are more resilient than comparable small for-profit businesses 
(Olsen 2013, Abell 2014). Thus, cooperative growth appears to depend less on survival 
rates and more on barriers to entry—that is, whether the institutional conditions exist 
to support their adoption—particularly financing in the early years. 

To this end, the International Cooperative Alliance launched a ‘Blueprint for the 
Co-operative Decade’, with the goal of expanding adoption and developing modern 
financial instruments and accounting standards to support the business model (ICA 
2014). In the US, several US cities have developed programmes to support cooperative 
development. In 2016, the mayor of New York allocated $1.2 billion to support local 
worker cooperatives in the city. Cleveland, Cincinnati, and other deindustrialised 
heartland cities are promoting cooperatives to serve as local suppliers to ‘anchor 
 institutions’—hospitals, universities, and government entities that are immobile. 
These institutions have a self-interest in reducing poverty and unemployment in their 
localities. Hospitals, for example, which serve the communities in which they are 
embedded, can cut health care costs and utilisation rates by reducing poverty and 
creating more stable communities (Howard & Norris 2015). 

In sum, both the business group–industrial foundation model and the cooperative 
model, in all of its various forms, provide alternative approaches to organisational 
governance that are worth paying attention to. 

Social finance and the social economy

New forms of management and organisational governance require new forms of finance. 
A starting point is to challenge the idea that the ‘shareholder class’ is homogenous, but 
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rather has diverse preferences. While activist investors are known to demand quick 
returns, they constitute a minority of investors; others are risk averse or prefer more 
stable, long time horizons and are willing to accept lower returns. Several mechanisms 
exist for shifting shareholder preferences to longer term commitment: for example, by 
awarding enhanced voting power or extra dividends (L-shares) to longer term share-
holders or providing bonuses to facilitate investment in long-term innovation and 
development (Christensen & Clark 2014). 

Other investors may be more interested in social or environmental goals rather 
than financial ones. The emerging field of social impact investment has identified a 
range of mechanisms for investing in enterprises that have explicit social and environ-
mental goals in addition to in financial ones (Nicholls et al. 2015). The broad field of 
social finance includes a wide array of concepts and forms: impact investing (for a 
specific social or environmental purpose), social investment (repayable capital for 
social sector organisations), community finance, crowdfunding, mutual finance, green 
investment, ethical banking, private–public partnerships, and the like. Notably, 
 interest in this area has taken off  in business schools, which now typically offer courses 
in social entrepreneurship, social impact investing, or the social impact of the cor-
poration. Leading business schools in the UK, US, Europe, Canada, and Australia 
have established research institutes in this area as well (Daggers & Nicholls 2016). 

One type of social finance that is beginning to get to scale in the US is the Community 
Development Financial Institution (CDFI). The idea originated with the formation of 
the National Association of Community Development Loan Funds in 1985. The goal 
was to create equitable access to capital for low-income communities. CDFIs are private 
financial institutions that finance small businesses, microenterprises, nonprofit organisa-
tions, commercial real estate, and affordable housing. CDFIs were initially funded 
 primarily by individuals, religious organisations, and the National Cooperative Bank. 
Now they include banks and bank holding companies, credit unions, loan funds, and 
venture capital funds—each with a different legal structure and distinct mix of financial 
products and services to meet specific needs. While  initially focused on affordable 
 housing, CDFIs now fund a wide range of enterprises that serve community economic 
development. In 2016, the industry was comprised of almost 1,000 organisations 
 managing $108 billion in assets (CDFI Fund 2016, FDIC 2016) 

In the 1990s, the Clinton administration began to fund CDFIs through government 
funds and tax breaks to private sector investors with the goal of creating dedicated 
streams of finance for community economic development. Since then, about $35  billion 
in funds have been invested in new business and small enterprise development  
in  communities across the US. In 2009, Goldman Sachs launched a $300 million 
 initiative to fund CDFIs over several years to support small enterprise development 
(OFN 2010).
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Assessing the impact of these experiments is difficult given their recent development 
and the lack of adequate data. But they are important in their explicit rejection of the 
financial model of the firm. Research in this area is important for constructing specific 
finance and accounting mechanisms and techniques that are viable. The approach is 
limited in that it does not address how social enterprises treat labour within their own 
organisations. And their broader impact depends importantly on whether they are 
small islands of excellence in the larger economy—based on individual entrepreneur-
ship—or whether they are embedded in local and regional institutions and part of an 
integrated approach to economic renewal. Here, experiments that bring together 
labour, alternative forms of governance, and alternative forms of social finances 
appear to be the most promising in creating inclusive or ‘social’ economies. The 
 province of Quebec, Canada represents the most advanced example of an integrated 
and systemic approach. 

The Quebec model emerged out of  economic necessity in the 1980s and 1990s. It 
builds on local institutional strengths—a large unionised workforce (still at 40 per 
cent) and a history of  concertation between business, government, and labour. A key 
development was the creation of  voluntary pension funds by two of Quebec’s largest 
union federations—allowing the labour movement to invest directly in economic 
development and job creation. At the same time, a growing set of  community groups 
and social activists pressured government to respond to problems of  poverty and 
unemployment—leading the provincial government to incorporate these groups as a 
‘fourth partner’ in the concertation process. Then Premier Lucien Bouchard held a 
socio-economic summit of  the four sectors and developed a programmatic approach 
(Le chantier de l’economie social) or the route to the social economy—defined to 
include ‘collective entrepreneurship, cooperatives, and mutual associations’. Public 
funds supported social enterprises for basic services—homecare, daycare, environ-
mental services—as well as training and business development; and a public–private 
investment fund provide loan capital for social enterprises of  all types (Mendell 
2009). 

The Chantier became a non-profit organisation with representatives from the 
labour movement, community groups, and cooperatives in 20 sectors of the economy. 
It represents this network of networks in ongoing dialogue with local, regional, and 
provincial governments to advance supportive policies—in what they term the ‘co- 
construction of public policy’. While Quebec has a strong private sector economy, the 
‘social economy’ grew alongside it. By 2002, the social economy included 7,800 coop-
eratives, $102 billion in business activity, and 160,000 workers. Through the 2000s, the 
Chantier built an integrated institutional architecture that includes a network of 
organisations providing finance, research, training, and business services—an inte-
grated system of social innovation. Investment in the social economy between 1996 
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and 2006 totaled $755 million (Mendell 2009). By 2006, 7,000 people were employed 
by the province’s 184 worker cooperatives and another 14,000 in worker shareholder 
or ‘multi-stakeholder’ cooperatives. Combined, these worker-inclusive cooperatives 
accounted for a third of all jobs in Québec’s non-financial cooperative sector in 2008 
(Clement 2009).

Social finance is a critical part of this story. Collectively owned enterprises cannot 
issue shares, and the majority of financial products available to them are short- or 
medium-term loans which provide limited support for expansion. Quebec’s solution 
was a series of innovations in ‘solidarity finance,’ including a union-based credit union 
for cooperatives, a social investment fund (Fiducie), backed by government and union 
pension funds, offering long-term loans to capitalise social economy initiatives; a 
regional development fund backed by tax credits; a Co-operative Investment Plan 
(CIP) tax credit to shelter workers from the double risk of losing their investments 
and their jobs; and other specialised instruments to meet a full range of capital needs. 
The Chantier’s Fiducie conducts ongoing economic research in collaboration with 
universities, works with local community development agencies to identify opportun-
ities for growth in different sectors, and in recent years has particularly focused on 
building investment funds to support social enterprises in Montreal’s vibrant arts and 
culture sector—a major source of tourist revenues (Mendell 2009, Diamantopoulos & 
Bourgeois 2014).

Estimates of the cumulative economic effect of the Quebec social finance innovations 
are not available, but a recent study does report on the union Solidarity Fund alone. 
In 2016, it had a total of 12 billion in assets, 40 per cent of which was invested in 
equity and 60 per cent in venture capital. Its returns for the five-year period ending in 
2016 were 6.8 per cent, when North American hedge funds averaged 5.9 per cent. The 
authors report that the fund has been successful as a source of patient capital for 
small and medium-sized enterprises and that it has contributed to job creation in the 
province of Quebec—its initial mission. The fund encourages its ‘partner firms’ to rely 
on local suppliers and skilled labour. It invests in projects that offer a lower profit rate 
if  there is an important social rationale for doing so. It does not exit companies due to 
poor short-term performance. When a firm is in financial difficulty, the fund typically 
retains its investment and seeks to help with restructuring to maintain employment 
security to the extent possible. Before selling its stake in a company, it undertakes an 
‘exit social audit’ to make sure that the disinvestment does not lead to job loss. At the 
same time, the authors also caution that the fund is in competition with other funds 
on the Quebec capital market, which sometimes pushes the Solidarity Fund to make 
investments that some unions oppose because the investments do not meet the 
 necessary ‘social criteria’ (MacDonald & Dupuis 2017).
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CONCLUSION

Returning to the Glass House, I want to bring together the threads of my paper. 
Financialisation emerged as an economic, political, and ideological force from the 
1980s on, in which powerful financial and corporate actors captured regulatory insti-
tutions and deregulated and re-regulated them in ways that favoured their interests. 
While there is nothing in corporate law that requires firms to maximise shareholder 
value, that ideology became the norm. The financial model of the firm has contri-
buted to job instability and income inequality via interrelated innovations in finance, 
business strategy, operations, HR management, and relations policies. Financial 
 policies made greater use of debt financing and shifted retained earnings from 
 reinvestment in R&D to dividend payouts. Business strategies shifted from organic 
growth via investments in innovation to the buying and selling of assets via M&A 
activity—leading to ongoing operational disruption and confusion in existing busi-
ness units. Management theory privileged the core competency model and legitimised 
the sell-off  of otherwise productive units and the outsourcing of work to multiple 
tiers or complex networks of suppliers. Operations management perfected the modu-
larisation of production. HR management policies linked executive pay to stock 
options, providing incentives for heightened use of stock buybacks to artificially raise 
share price; while shifting risks to workers through greater use of variable pay. And 
employment policies often re-conceptualised human capital as a variable cost to be 
 minimised, rather than a quasi-fixed asset of production. 

These policies have allowed financial and corporate leaders to extract higher rents 
from productive organisations, have undermined the capacity of managers to build 
innovative capacity, and have also contributed to increased inequality within  countries. 
In this process, globalisation has served as a tool for financial actors to move capital 
around the globe. They have used new digital technologies as tools for organisational 
change—to outsource work, avoid employment liabilities, and substitute technology 
for labour. 

The modern corporation has evolved from a managerial model based on  operational 
innovation to one based on marketing innovation to an emergent model based on 
 financial innovation and control. We are now in a period of social innovation. Scholars 
from a wide swathe of disciplines have recognised the unsustainability of the financial 
model of the firm and for the economy more generally, and are engaged in a critical 
debate regarding more viable models of social economic growth and development. 
Practitioners and policy makers are engaged in what is likely to be a sustained period 
of organisational and institutional experimentation. 

Proposals for national or international regulatory reform are theoretically 
 plausible, but most lack the institutional and political capacity to be implemented in 
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the near future. However, local experiments and the research documenting their 
 challenges and successes provide the basis for incremental change and policy and regu-
latory reforms at the local, state, and provincial levels. As I have argued in this paper, 
to reduce the power of financialisation and shift to environmentally and socially 
 sustainable business practices requires action across a wide set of actors with  different 
approaches and points of leverage. Here I highlight a few salient examples.

First, some initiatives do not require legal or regulatory reform. For example, 
research in corporate governance has identified a set of alternative models to the cor-
poration that rest on social mechanisms for raising capital, investing in productive 
enterprises, and cross-subsidising the growth of innovative enterprises. Social entre-
preneurs and creative investors are using a wide range of strategies for raising funds 
for enterprises that do not privilege shareholder maximisation—including impact 
investing, social investment, community finance, crowdfunding, mutual finance, green 
investment, ethical banking, and the like. These types of initiatives have grown rapidly 
in recent years, and business school students appear eager to learn about them and 
apply them.

In addition, corporations already have the power to create incentives for longer 
term shareholding and patient capital to reduce short-termism (Christensen & Clark 
2014); and there is increasing demand by socially conscious investors to hold corpor-
ations accountable for meeting environmental, social, and governance (ESG)  standards. 
Nobel Prize-winning economist, Oliver Hart, provides a model of the corporation 
that is consistent with current corporate law, based on maximising shareholder  welfare, 
not profit. He argues persuasively that boards of directors have discretion to define 
their fiduciary responsibility more broadly than profit maximisation based on the 
assumption that shareholder preferences are heterogeneous and socially conscious 
(Hart & Zingales 2017). 

Legislative or regulatory reforms—often stymied by national-level political conflict 
—have been more successful at lower levels of government. One example, noted above, 
is the passage of state-level legislation explicitly sanctioning the incorporation of for-
profit enterprises with explicit social goals (Benefit Corporations)—a reform that has 
expanded rapidly around the world. Similarly, in the US, where the federal govern-
ment has failed to pass reforms to employment laws, including minimum wage laws, 
local and state-level actors have rebuilt power by mobilising activists across race, 
 gender, and class divides—leading to the passage of minimum wage and living wage 
laws in over fifty jurisdictions. Local and state activists have also expanded the range 
of substantive areas subject to regulation—for example, in such areas as paid sick 
leave, paid family leave, domestic workers rights, and employer scheduling practices—
areas in which the federal government has failed to act. In other words, they have 
succeeded in passing regulations that go beyond the traditional areas regulated by the 
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federal government. Five states, twenty-three cities, and one county have enacted paid 
sick leave laws. Six states have passed domestic workers bills of rights, and a hundred 
cities and counties have ‘banned the box’—removing conviction history questions on 
job applications. Efforts are also underway to create local policies to tackle unfair 
scheduling practices and expand paid family leave. 

A particularly important area for legal reform is in the area of banking and finance 
for alternative ownership models. I note examples of the creative use of government 
funds or tax breaks to create financial tools for local economic development, but these 
are at very early stages of development. The Quebec story provides a powerful model 
of how public funds can harness private funding when coupled with creative thinking 
about how to develop a range of different types of financial products for collectively 
owned enterprises. Cooperatives continue to face legal obstacles that must be overcome 
if  they are to be successful and get to scale.

Each approach has vulnerabilities in building capacity, getting to scale, and  
becoming institutionalised. In the current period, the most promising solutions appear 
to rely on existing institutional resources as points of leverage. They are geographi-
cally embedded and start at the local level where shared interests and trust provide the 
basis for negotiating solutions that may be mutually beneficial. This suggests that in 
the intermediate term, at least, a wide variety of new institutional forms are likely to 
emerge from old ones, and as in the period of managerial capitalism, alternative 
approaches to productive activity will also emerge.

Our role as social scientists is not to be the co-architects of a financial model of 
the firm that heightens inequality, but to be the co-architects of social models that 
equalise the distribution of returns to working people. This is a period of intellectual 
discovery and excitement. Our job as social scientists is to go to the field: observe, 
monitor, and evaluate social experiments; and collaborate across disciplines to uncover 
the underlying principles of successful new models even as they operate with different 
functional forms or distinct institutional configurations in different parts of the world.
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