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ABSTRACT
THE EFFECTS OF CORPORATE CONTROL ON PROFIT RATES & DIVIDEND

PAYOUT RATIOS: MISINTERPRETATIONS & THEIR CONSEQUENCES IN THE
THEORIES OF THE LARGE CORPORATION IN ADVANCED CAPITALIST SOCIETY

By

Jack Edwin Niemonen

Focusing on the "who rules the corporations" debate, this disser-
tation attempts to identify the proprietary interests who have con-
trolled the 200 largest U.S. industrial corporations throughout the
1970s and to ascertain what difference that makes. The accumulation
of ten years of documentary and financial data, the use of multiple
indicators to define control, and extensive computer work show that
contrary to popular belief, the managerial revolution thesis does not
provide an accurate description of the general evolution of the corpor-
ate elite structure. Major premises of Fitch and Oppenheimer's theory
of bank control also appear to be incorrect. However, the data do
support the authors' claim that bank capital and industrial capital may
have fundamentally opposed interests in the United States, particularly
in the context of decisions to invest and disinvest in key sectors of
the U.S. economy. The problem lies in their conceptualization of the
form this contradiction takes and in the methodology they use to study
it. The data also support key inferences drawn from Baran and Sweezy's

Monopoly Capital on the behavioral characteristics of large firms, and

the data support the Kolko-Weinstein thesis that corporate predictability



Jack Edwin Niemonen
and security are prerequisites for high profitability, on the average.
However, the model of class relations on which Baran and Sweezy base
their analysis is problematic. The concluding chapter discusses these
findings; defends the significance of, and research into, the corporate

control debate; and suggests directions for future research.
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CHAPTER I

THEORY AND LITERATURE

Introduction and Statement of Problem

"Talk about centralisation!" exclaimed Marx.

The credit system, which has its focus in the so-called national

banks and big money-lenders and userers surrounding them, consti-

tutes enormous centralisation, and gives to this class of parasites

the fabulous power, not only to periodically despoil industrial

capitalists, but also to interfere in actual production in a most

dangerous manner--and this gang knows nothing about production and

has nothing to do with it (Marx, 1976:54L-545).
Marx was alluding to bank control of large corporations, an issue buried
in the "Managerial Revolution" and only recently revived as a serious
area of inquiry. Three issues, then, form the focus of this dissertation.
First, who controls the two hundred largest industrial corporations in
the United States today? Has the "separation of ownership and control"
brought about the managerial revolution as the Galbraiths, Dahrendorfs,
and Bells have argued? Or, has it actually brought about an actual con-
centration of power paralleling the dispersion of stock ownership? Fur-
ther, among which groups is this power concentrated: managers, owners, or
bankers?

Second, what difference does it make who controls the corporations?
According to neoclassical and Marxian political economy, firms must be-
have according to the dictates of profit maximization or cease to exist.

The goals and preferences of whoever controls the firms do not have any

consequences for firm behavior in the long run. However, certain
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econometric studies suggest that this view may not be true of corpora-
tions that have achieved a high degree of market power. They claim that
if largely unpropertied managers have gained control over firms with sig-
nificant market power, then departures from classical firm behavior seem
quite likely (Kotz, 1978:1, 6). Thus, we attempt to understand the sig-
nificance of control for the goals of the large corporation, particularly
profit and dividend payout policies. We ask whether managers have suf-
ficient latitude to exercise their own discretion in corporate decision
making and we attempt to understand the consequences of this alleged
managerial freedom. We ask not only what potential control means in
practice, but also whether managers are, or are not, part of the capital-
ist class, on what grounds and why. If they are, do they form a distinct
faction and what would be the basis of this distinction? In sum, in the
monopoly capitalist stage has the alleged managerial revolution brought
about a stratum in the capitalist class with identifiable interests,
ideas, and policies which are opposed to those of the original family
capitalists and their active descendants (alternately called "owners")
and a recently emerging group of finance capitalists?

(Note, however, that who among the contending factions of the cap-
italist class actually controls the corporation, and the consequences of
such action, is a morphological question. The answer can only affect the
forms in which the capitalist system is working, but not its fundamental
nature as a process of self-expanding value. It pertains to the way in
which surplus value is appropriated among capitalists, but not to its
creation (DeVroey, 1975b:8).)

Third, has the relatively homogeneous capitalist class of the past

indeed been superseded by the "decomposition of capital" into a rather
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loose aggregate of fragmented groups having different, often opposing
values and interests or has "the abolition of the capitalist mode of
production within the capitalist mode of production itself" (Marx, 1976:
438) in fact reproduced a new financial aristocracy as Sweezy, O'Connor,
Perlo and others claim? Does this form the basis of a transition to a
new form of production as Marx (1976:438) contended?

In sum, we are not proposing to treat the problem of the capitalist
class and its relationship to the large corporations as an abstract prob-
lem of society in general. In place of abstract models based on alleged
"universal" elements in social structures, we attempt an analysis of the
structure of a specific class in the context of the historical processes
within which it has been formed (cf. Zeitlin, 1974:1112; Sweezy, 1953:
58-59; Sweezy, 1970:338). In the process we should be able to discover
the theoretical gaps and errors, as well as inadequate methodologies, in
current studies on the capitalist class and its relationship to the large
corporations and to provide the basis for a theory that is more compre-
hensive and valid than the "extant one embodied in the 'astonishing con-
sensus' among social scientists" (Zeitlin, 1974:1112). The literature
review which follows will serve as an illustration. It is a summary and
critique of three major theoretical perspectives which have to varying
degrees debated these questions: the managerial revolution thesis, class
theory as propounded by the Monthly Review group, and Fitch and Oppen-
heimer's theory of bank control. The literature review will also sum-
marize and critique the empirical studies completed to date testing in-
ferences derived from the corporate control debate. Finally, it will
suggest an empirical model by which we should gain more definitive

answers to the questions posed above than previously available.



The Managerial Revolution Thesis

Managerial revolution theorists1 have in common the argument that
control2 of the major U.S. corporations has passed to the individual
corporation's chief executive officers (hereafter referred to as "manage-
ment" or "managers") who, though normally owning at most a small fraction
of the firm's stock, have become self-perpetuating and responsible only
to themselves. This results from management's ability to solicit prox-
ies for its slate of candidates with the use of the corporation's pres-
tige and funds, and from the wide dispersion of the firm's stock among
many small shareholdings (Galbraith, 1971:22, 64-65, 124; Larner, 1970:
3). In the election of the board the shareholder may refrain from voting,
attend the annual meeting and personally vote his stock, or sign a proxy
transferring his voting power to certain individuals selected by the
management of the corporation. Because share voting at annual meetings
counts for little in the absence of large blocks of stock, the small
shareholder's alternative is to assign the right to vote his shares to
the proxy. By doing so, he essentially hands over his vote to individuals
over whom he has no control and in whose selection he did not participate.
Because the overwhelming majority of the shareholders who vote sign and
return the proxies, control tends to land in the hands of those who select
the proxy committee, by whom in turn the election of directors for the
ensuing period may be made. Since the proxy committee is appointed by
the existing management, the latter can virtually dictate their own suc-
cessors. When ownership is sufficiently diffused, the management can
thus become a self-perpetuating body even though its share in the owner-
ship is negligible (Berle & Means, 1968:82; Villarejo, 1961:56;

Larner, 1970:3; Scott, 1979:376).
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Such a separation between ownership of the means of production and
the "powers of decision" in the large corporation resulted from the al-
leged break-up of family capitalism (Dahrendorf, 1959:L42; Bell, 1962:
39-45; Bell, 1976:3L4-35; 60-61; 293-296). For Bell, the decline of the
extended family narrowed the choice of heirs competent to manage the
large firms, and the increasing importance of "professional techniques"
places a high premium on skill rather than blood relationships. He as-
sumes that what is characteristic of American society as a whole, such
as the decline of the extended family, is characteristic of the capital-
ist class as well. He goes so far as to argue that "family capitalism
. . . never succeeded in establishing its hegemony in the area of large-
scale capital industries" (Bell, 1962:41-L4L2). By and large, the system
of family control is finished and technical skill rather than property,
political position rather than wealth, become the basis on which power
is wielded (Bell, 1962:L45). For Galbraith, in turn, "the men who now
head the giant corporation are unknown. Not for a generation have
people outside Detroit and the automobile industry known the name of the
current head of General Motors . . . . ©So with Ford, Standard Oil and
General Dynamics. The men who now run the large corporation own no
appreciable share of the enterprise" (Galbraith, 1971:22). The noted
economist believes that only among a few of the two hundred largest
corporations in the United States do owners exercise any important in-
fluence on decisions, and this influence decreases year by year (Gal-
braith, 1971:95).

Despite a lack of quantitative data, managerial theorists argue
that the diffusion of ownership in the large corporation among numerous

and scattered stockholders has resulted in a separation of ownership and



control, and by severing the connection between the family and private
property in the means of production, "has torn up the roots of the old
class structure and political economy of capitalism" (Zeitlin, 19TL:
1075). "Family elite" elements of the class structure hold a secondary
rather than a primary position in the overall stratification system, as
nonpropertied managers displace their capitalist predecessors. They do
not "rule" in any sense economically, politically or socially. As a
consequence, Galbraith could argue that '"the decisive power in modern
industrial society is exercised not by capital but by organization, not
by the capitalist but by the industrial bureaucrat" (Galbraith, 1971:
xvii).

According to the managerial revolution thesis, the separation of
ownership and control in the large corporation is reinforced by retained
earnings as the major source of capital such that financial sufficiency
leads in turn to operational autonomy (Galbraith, 1971:93; Bell, 1962:
LLh; also see Kotz, 1978:3; Fitch & Oppenheimer, 1970b:68-69; Baran &
Sweezy, 1966:15-16). The power of the owners of capital dwindles, es-
pecially that of the major stockholders, financial institutions, and
"interest groups" epitomized by the Rockefellers and Mellons. '"No

' says Galbraith, "can attach conditions as to how retained earn-

banker,'
ings are to be used. Nor can any other outsider" (Galbraith, 1971:93).
This argument presupposes that the large corporations have become so
profitable that they produce most of the financing they need out of in-
ternally generated funds (Kotz, 1978:3). The separation of ownership and
control is also reinforced by the nature of the firm's administrative

structure which makes it impossible for the stockholders to control the

behavior of managers completely (see Monsen & Downs, 1965:228).



With such a shift in class power comes a transformation in the
principles that motivate corporate behavior: managers insulated from
effective stockholder control may pursue policies divergent from owner
interests (Sorensen, 1974:145; Galbraith, 1971:93; Berle & Means, 1968:
T3 Gordon, 1966:xii, 324; Monsen & Downs, 1965:228; Bell, 1962:L4L41;
Florence, 1961:138; Berle, 1959:110; Dahrendorf, 1959:43, L46; see also
Zeitlin, 197L4:1094-1095; Zeitlin, 1976:902; Fitch, 1972b:95). Why is
this the case? The personal attributes, background, and training of
salaried managers are believed to differ from those of the owner-
entrepreneur of the past or even of most family interests in the present
(Gordon, 1961:320). Dahrendorf has no doubt that differing patterns of
recruitment distinguish nonpropertied managers significantly from those
of the original family capitalists, "as well as the new-style mere
owners" (whomever they may be). Supposedly, their reference groups dif-
fer and different reference groups make for different wvalues. For
Dahrendorf, the crucial effect of the separation of ownership and control
is that it "produces two sets of roles the incumbents of which increas-
ingly move apart in their outlook on and attitudes toward society in
general and toward the enterprise in particular" (Dahrendorf, 1959:L6).
Monsen went so far as to suggest that business schools may be turning
out bureaucrats who know how to rise in the corporate bureaucracy but
lack the motivation of family interests. The result is that nonproper-
tied managers may make decisions that prevent the management controlled
firms from performing as profitably as the owner controlled firm (Mon-
sen, 1969b:49). Dahrendorf was less equivocal: "Never has the assumption
of a profit motive been further from the real motives of men than it is

for modern bureaucratic managers" (Dahrendorf, 1959:46).



Such is the thesis of managerial discretion which posits different
motives and conduct for managers than for owners and, thereby, differences
in the profit orientations of management controlled versus owner controlled
firms. With the breakdown of the unity of the old propertied capitalist
class, stock ownership is dispersed among the middle mass of society and
control of the largest corporations is exercised by a technocratic elite
which is open to recruitment from below (Scott, 1979:376). The bureau-
cratic structure of the large firms will cause management to deviate
systematically from achieving ownership objectives, because the motives
of nonpropertied managers are not identical with the motives of owners.
Managers separated from ownership will develop a distinct (but relative-
ly unspecified) business outlook and so be less committed to the tradi-
tional goal of profit maximization (Monsen & Downs, 1965:228; Scott,
1979:376).

The "new" theories of the firm, by questioning the nature of cor-
porate control itself, have also questioned the relevance of the "classi-
cal" assumptions of firm behavior in a capitalist economy (Sorensen,
1974:145). The profit imperatives of a capitalist economy are reduced
to a problem of motivation and attitudes (cf. Berle & Means, 1968:7T;
Galbraith, 1971:124-127, 16L4). The new theories of the firm ascribe
more power and discretion to top level corporate management than avail-
able to them under classical models. With such a change in emphasis
comes a new perspective on the managerial elite. They have a strong
tendency to practice what Herbert Simon calls "satisficing" rather than
profit maximizing behavior characteristic of large corporations when they
were still controlled by their owners. Berle claimed that nonpropertied

managers weigh the profit making and capital gathering functions of the



large corporation against the social and economic needs of the rest of
society and attempt to achieve a balance between the two. Instead of
maximizing short-term gain, nonpropertied managers might choose to max-
imize long-term growth in sales, pay adequate dividends to stockholders
and fair wages to labor, set reasonable prices for the consumer, and thus
deliberately sacrifice profits within limits to achieve broader social
goals (Tilman, 1974:119). They are apt to respond to conflicting demands
from various constituent groups such as workers, consumers, suppliers,
stockholders, and the government by balancing one off against the other
or by "utilizing compromise as an issue-settling device" (Monsen, 1969b:
L8; Gordon, 1961:320-325).

In the absence of strong empirical evidence to demonstrate the
above, the managerial theorists introduced a caveat. Originally implied
in the work of Monsen and Downs (1965:222-223), it specified that the
phenomenon of managerial discretion may not be evidenced except in very
large firms where the development of complex bureaucratic structures in-
troduced certain conflicts of interest between upper and middle or lower
management. Other economists were more to the point when they argued
that, bureaucratic structures aside, a nonpropertied manager must be
relatively free from product market constraints before he can reduce
reported profits below their maximum potential and yet still report a
"normal" rate of return to the stockholders. If a corporation has a
potential to earn monopoly profits, it should on the average provide
more scope for profit-reducing activities my managers of management
controlled firms than would be possible in firms characterized by low
monopoly power. The nonpropertied manager must be relatively free of the

threat of takeover from outside the corporation. Otherwise, an outsider
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may recognize the potential for increasing the corporation's profits and
displace the manager in the process of taking over the company. This
freedom will exist if the market for corporate control is only partially
effective, and such conditions have been empirically documented (Palmer,
1974:147). Thus, the more sophisticated managerial theories assume that
for managers to be free to pursue goals other than profits, they must not
only be free from a stockholder constraint, they must also be free from
a strict, product market constraint (McEachern, 1976:114). As McEachern
writes, the assumption that the separation of ownership from control along
with imperfect product market constraints affords the nonpropertied man-
ager an opportunity to divert a significant amount of potential profits
to his own ends is based on the idea that the transaction costs in the
market for corporate control are very high relative to the potential
value to a controlling interest. In the absence of an imperfect market
constraint, the manager who sacrifices profits for other objectives, and
thereby allows the value of the corporation's shares to slide, opens the
firm to a possible takeover attempt by an outsider interested in buying
shares at the depressed level and experiencing capital gains after im-
posing corporate reforms (McEachern, 1975:36-37).

In essence, emerging oligopolistic market structures afford the
modern corporation a certain amount of leeway to pursue nonprofit ob-
jectives (see Kania & McKean, 1978:497; Holl, 1977:260; Albin & Alcaly,
1976:261; Peterson, 1965:14) and stockholders frequently lack sufficient
information, organized power, or the determination to compel management
to maximize profits. Active intervention by stockholders occurs only
when an acceptable limit of profits is violated (see Smith, 1976:709).

The implication drawn is that the advanced capitalist system does not
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behave in accordance with the profit rules under which it is supposed to
function (Gordon, 1961:326). Management controlled corporations do not
necessarily make the same investment decisions as would owner controlled
and finance controlled corporations (defined below in the section entitled
"Operationalizing Control") confronted with the same set of underlying
conditions (Gordon, 1961:332). Consequently, management controlled firms
experience not only lower profits but also less variability of profit
earnings (for a theoretical justification why, see Monsen & Downs, 1965:
231-232); they pay out "adequate" (that is, low) dividends to stockholders
so as to maximize retained earnings (Tilman, 1974:119); they attempt to
maximize the rate of growth of the firm's sales (Florence, 1972:35L4-355;
Larner, 1970:26; Reid, 1968:134-136); and they are less inclined to take
risks, for example, the primary reason for merger activity is to diver-
sify and thus reduce risks taken on any one product or line of products
(see Monsen & Downs, 1965:232-233).

The new managerial stratum, born for the purpose of serving the
capitalists, has effectively expropriated them (Kotz, 1978:1L8). 1In the
absence of gross incompetence or serious misfortune, management pursues
policies which serve its own interests at the expense of stockholders,
although the extent to which this is possible is still a matter of dis-
pute (Larner, 1970:3). As such the managerial thesis challenges both
neoclassical and Marxian political economy by questioning the assumption
that maximizing profits is the primary goal of the large corporation
(Kotz, 1978:141). At the bottom of this perspective is a desire to refute
the Marxist theory of social classes, which is alleged to no longer cor-
respond to modern, "post-industrial" or "techno-bureaucratic" society

(see Poulantzas, 1975:176). As such the managerial thesis has definate
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if restricted implications for class structure and conflict (Dahrendorf,

1959:47).

The Monthly Review Group

Although the dominant perspective in sociology today, the manager-
jalists are not without critics. Baran and Sweezy (1966:15-16) have agreed
that control rests in the hands of management, that real power is held by
insiders, that management is a self-perpetuating group, and that each
corporation aims at and normally achieves financial independence through
the internal generation of funds which remain at the disposal of manage-
ment. As a matter of policy the corporation may still borrow from or
through financial institutions, but normally it is not forced to do so
and hence is able to avoid the kind of subjection to financial control
which was so common in U.S. capitalism in the early part of the twentieth
century (Baran & Sweezy, 1968:16). 1In this perspective "bank control"
(the question of which is unrecognized in managerial theory) is a transi-
tional phase of capitalist development. At the stage of monopoly capital-
ism the function of issuing new securities on which bank power was based
becomes "much less important" as the large corporations find themselves
in direct proportion to their success (that is, profitability) in pos-
session of internal sources of funds, which in turn increasingly free
them from dependence on the market for new securities as a source of cap-
ital (Sweezy, 1970:267; Baran & Sweezy, 1966:18).

In contrast to the managerialists, however, these authors argue that

managers' outlooks and objectives are entirely bound up with their "su-

n3

periors, that their greatest ambition is to become genuine function-

aries of capital, and that they are "utterly unsuited by training and
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social status to adopt an independent historical position" (Sweezy, 1953:
63). In contrast to the managerialists, who argue that the dispersion of
stock eventually leads to a dispersion of power, neo-Marxists argue that
the corporate system brings about an actual concentration of power paral-
leling the dispersion of share ownership.

Furthermore, a separation of ownership and control in no way alters
the fundamental dynamics of the capitalist system. Do the original fam-
ily capitalists do the job of making capital function or is this done
through a delegation of power? If the latter is indeed the case, what
we evidence is a separation of ownership and management, understood as a
functional differentiation and nothing more (DeVroey, 1975b:3-4). Man-
agerial theory is based upon "a conceptual conflation of ownership, control,
and administration of capital" and the consequent illusion that control
and administration are identical. It confuses the existence of an ex-
tensive administrative apparatus in the large corporation in which the
proportion of managerial positions held by members of the principal cap-
italist families may well be negligible, but who nevertheless control
that apparatus. "If the varied functions of capital that were once large-
ly united in the person of the individual capitalist are now institution-
alized and split up among various bureaucratic roles and interdependent
offices in the large corporation, control over that apparatus remains
extra-bureaucratic, and resides with capital" (Zeitlin, 1979:36). Control
does not pass out of the hands of the original controlling interests and
become the prerogative of some other group in society. Rather, the great
majority of owners is stripped of control in favor of a small minority of
owners (Sweezy, 1970:262).

According to this perspective, the managerial elite are the most
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active and influential part of the propertied class, are often among the
biggest owners themselves, and function as the protectors and spokesmen

for all large-scale property. Far from being a separate class, Baran and
Sweezy write, they constitute in reality the leading echelon of the prop-
erty owning class. All of this testifies "to the combined power of man-
agement and the very rich: the two are in fact integrated into a harmonious
interest group at the top of the economic pyramid" (Baran and Sweezy,
1968:35, 37). In essence, if the ascendance of the large corporation has
meant the dissociation between ownership of capital and actual direction
of production, nevertheless:

(1) the large corporation continues to be controlled by ownership

interests, despite their management by functionaries who may them-

selves be propertyless; (2) whatever the situation within any given
large corporation, the 'owners' and 'managers' of the large cor-
poration, taken as a whole, are merely elements of the same more

or less unified social class; and (3) the conduct of the large

corporation is largely determined by the imperatives of capital

accumulation (Zeitlin, 1979:36).

If the conduct of the large corporation is largely determined by the
imperatives of capital accumulation, we have already answered out next
question: what pattern of behavior can we expect from the large, finan-
cially independent industrial corporations? According to neo-Marxists,
the motives and objectives of the managerial elite are prescribed for
them by the specific historical form of their control over the means of
production (Sweezy, 1953:60). The primary aim of those who run the larg-
est industrial corporations, banks, and insurance companies is the maxi-
mization of the profits of the companies to which they are principally
attached. This ensures that the p<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>