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CHALLENGING THE GOAL OF 
SHAREHOLDER VALUE MAXIMIZATION 
IN SUSTAINABLE BUSINESS EDUCATION

TODD L. SAYRE
University of San Francisco
San Francisco, CA, USA
sayre@usfca.edu

ABSTRACT

The purpose of this paper is to explain to business instructors how to reconcile the assumption 

that managers must maximize shareholder value (MSV)1 with the prospect of corporations 

helping to achieve global environmental sustainability. The paper explains that managers 

choose to MSV at a cost to the environment not due to legal obligations but because of their 

equity pay incentives. The paper, then, provides a sequence of simplified explanations for 

instructors to use in conveying this information to their students. The potential to change 

executive pay enables students to consider the possibility of corporations helping to achieve 

global sustainability.
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INTRODUCTION

Sustainability became a popular topic in business education in the early 2000s. 

As of 2012, 440 universities and colleges from over 50 countries were signatories 

to the Talloires Declaration, an “action plan for incorporating sustainability and 

environmental literacy in teaching, research, operations and outreach” (University 

1  Of course, there is no way to know in practice if value is maximized; thus, MSV is used to 
indicate that executives, in choosing strategies, emphasize share price over other metrics.
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Leaders for a Sustainable Future, 2013). More recently, the United Nations (UN) 

enlarged its definition of sustainability to include 17 sustainable development goals 

for 2030. Today, most business schools integrate these topics into their curricula 

(Lewington, 2022).

Despite its prevalence, environmental sustainability pedagogy is disconnected 

from certain fields of business school education (e.g., finance) that assume managers 

must MSV. Stubbs and Cocklin (2008) suggest that this disconnect is a problem 

because it leaves business students “unable to link the two sides of the discussion” 

(see Carrithers & Peterson, 2006: 373). Accordingly, they call for new “frameworks” 

that reconcile the disconnect to “facilitate the understanding of sustainability 

concepts in the business environment” (p. 207). This paper aims to address the 

tension between the view that managers should solely MSV and the recognition 

that corporations must play a role in global sustainability.

The information used in the explanation is based on this author’s experience 

in teaching a course on sustainability and business to more than 200 students over 

seven years at a university business school. Soon after teaching the first class, it 

became clear that the solution proposed by Stuart Hart (e.g., Hart, 2010; Caneque 

& Hart, 2015) for multinational corporations (MNCs) to help in achieving global 

sustainability was not succeeding. The apparent failure of Hart’s proposed solution 

left students dismayed and resigned to the view that global sustainability was 

impossible because managers must MSV.

To reconcile the pedagogical contradiction between the assumption that 

managers must MSV and the prospect of corporations helping to achieve global 

sustainability, research studies on corporate governance and executive pay were 

examined. This examination revealed that managers are not legally obligated 

to MSV. As legal scholarship explains, managers can lawfully choose strategies 

that benefit the environment, even at a cost to shareholder value. In addition, 

research by financial economists explains that executives choose strategies that MSV 

because they are incentivized to do so by their equity-based pay (e.g., Bebchuk & 

Tallarita, 2020).

Based on these findings, a sequence of simple explanations was developed to 

enable instructors to explain to their students how to reconcile the assumption that 

managers must MSV with the prospect of corporations helping to achieve global 
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sustainability. By showing students that managers can lawfully deviate from MSV 

but that they fail to do so because of equity incentives, students can imagine pay 

schemes that incentivize managers to choose strategies that benefit the environment 

even at a cost to shareholder value.

Regarding the validity of the method used to develop the sequence of simple 

explanations, the experience of one instructor obviously does not generalize to the 

population. At the same time, given the variety of methods other instructors might 

use in conveying in-depth explanations, the results of formal experiments will not 

likely be generalizable as well. Thus, the sequence of simple explanations is provided 

to serve as a starting place for instructors, something they may use to determine, 

through trial and error, how best to convey the information to their students.

The remainder of the paper defines sustainability in business, identifies the 

disconnect in management strategies between the goal of MSV and the goal of 

sustainability, questions the goal of MSV, explains how equity pay incentivizes 

managers to choose strategies with the goal of MSV, and provides simple explanations 

that instructors can use to reconcile the disconnect in management strategies 

between the goal of MSV and the goal of sustainability.

DEFINING SUSTAINABILITY IN BUSINESS

Environmental  Sustainabi l i ty 

While the UN Sustainable Development Goals include sustainability related to 

social, economic, and environmental factors, this paper focuses on environmental 

sustainability. This focus is consistent with Goodland and Daly (1996: 1002) 

who maintain that the analysis of the fields of sustainability is “clearest when 

kept separate.”

While scholars have not settled on a specific definition of environmental 

sustainability, the concept is still useful (Harrington, 2016). The Oxford English 

Dictionary (n.d.) defines environmental sustainability as “the degree to which a 

process or enterprise is able to be maintained or continued while avoiding the long-

term depletion of natural resources.”
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Ehrlich and Holdren (1971) introduced a useful perspective from which to view 

global environmental sustainability called the IPAT equation. The IPAT equation 

describes global environmental impact (I) as a function of global population (P), 

affluence or consumption per capita (A), and technology (T), which can increase or 

decrease the environmental impact (I) of affluence (A). In certain cases, technology 

that results in efficiency improvements paradoxically promotes more usage of the 

underlying resource (Jevons, 1866).

Sustainable Development

The Brundtland Report (United Nations, 1987: para. 1) defines sustainable 

development as “development that meets the needs of the present without 

compromising the ability of future generations to meet their own needs.”2 More 

concretely, ecologists define sustainable development as development that 1) limits 

the use of all resources to rates that ultimately result in waste levels that can be 

absorbed by the ecosystem, 2) exploits renewable resources at rates that do not 

exceed the ability of the ecosystem to regenerate those resources, and 3) depletes 

nonrenewable resources at rates that do not exceed, as much as possible, the rate of 

development of renewable substitutes (Daly, 2005).

Sustainable Business

Like the terms “sustainability” and “sustainable development,” there is no single 

definition of sustainable business (Fisher & Bonn, 2010: 1; Gladwin et al., 1995). 

Dyllick and Hockerts (2002: 131) adopt the Brundtland Report’s definition of 

sustainable development to define sustainable business as that which currently meets 

“the needs of a firm’s direct and indirect stakeholders … without compromising 

its ability to meet the needs of future stakeholders.” Sneirson (2011: 543) defines 

a sustainable business as one that pursues “financial goals while at the same time 

treading as lightly as possible on the earth and its natural resources.” Others suggest 

certain business practices, such as closed-loop production (Geissdoerfer et al., 2018) 

and biomimicry in product design (Benyus, 2009).

2  The concept of sustainable business arose from the field of sustainable development, 
which has its origins in the United Nations 1972 Stockholm Conference on the Human Environment 
and the 1980 World Conservation Strategy of the International Union for the Conservation of Nature 
(Robert et al., 2005).
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Stuart Hart (1997) proposes a business-oriented solution for global sustainability 

(e.g., Caneque & Hart, 2015; Hart & Prahalad, 2013; Hart, 2010; Prahalad, 2005; 

Prahalad & Hammond, 2002). Hart’s proposal argues that MNCs are the only 

economic entities with the global reach, financial capital, and technological capacity 

that can provide sustainable prosperity to the four billion people at the bottom of 

the economic pyramid (BOP). If MNCs engage the BOP with socially appropriate, 

inherently clean technology to enable the BOP to increase their affluence 

sustainably, they will voluntarily reduce birth rates, making global sustainability 

possible. At the same time, MNCs can MSV by selling inherently clean technology 

to the BOP first before selling luxury versions of the same technology later on to 

wealthier populations.

In the 2000s, Hart’s business solution for global sustainability was taught at 

universities such as Harvard, Cornell, and the University of North Carolina. Today, 

it remains the only popular business solution where MNCs can both MSV and help 

achieve global sustainability.

THE DISCONNECT IN MANAGEMENT BETWEEN 
SUSTAINABILITY AND MSV

Ambit ion Levels of  Corporate Sustainabi l i ty

Van Marrewijk (2003: 102) lists five “ambition levels” of corporate sustainability 

as follows:

1)	 Compliance-driven: provides welfare to society according to the 

limits of regulations; possibly also giving to charity.

2)	 Profit-driven: integrates social, ethical, and ecological aspects into 

business operations and decision-making provided it contributes 

to the financial bottom line.

3)	 Caring-balancing: considers economic, social, and ecological 

concerns beyond legal compliance and profit.

4)	 Synergistic: creates value in the economic, social, and ecological 

realms of corporate performance through a synergistic, win-

together approach.
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5)	 Holistic: contributing to the quality and continuation of the life of 

every being and entity, now and in the future.

Van Marrewijk (2003: 102) notes that profit-driven strategies fall in the “sweet 

spot,” where the environment and shareholder value both win. A profit-driven strategy, 

for example, reduces costs by reducing waste in the product life-cycle (Dyllick & 

Hockerts, 2002). Management strategies that operate outside the compliance- and 

profit-driven domains conflict with the goal of MSV. Stubbs and Cocklin (2008) note 

that this conflict results in a disconnect in business school pedagogy for students 

who seek to understand how to implement sustainable practices in corporations.

Disconnect in Theory Between MSV and Achieving Global  Sustainabi l i ty

Experts on the history of business school education Herbert Gintis and Rakesh 

Khurana (Gintis & Khurana, 2008: 300; Gintis & Khurana, 2016) explain that “[s]

ince the mid-1970’s neoclassical economic theory has dominated business school 

thinking and teaching.” This theory holds that shareholders own the corporation 

and, therefore, “managers should solely orient their action and behavior around 

maximizing shareholder value without regard for the effects of this action on other 

constituents, including employees, community or customers.” Examples in research 

include Fama (1980), who states that “shareholder maximization is the sole criterion 

for assessing the performance of a listed company.”

That shareholders own the corporation and managers, therefore, must MSV is 

assumed in corporate finance and accounting. For example, the popular finance 

textbook by Ehrhardt and Brigham (2019) states that a “corporation is … separate 

and distinct from its owners” (p. 6) and that “maximizing shareholder wealth is a 

fiduciary duty.… If companies fail in this duty, they can be sued by shareholders” 

(p. 11). In accounting, the Financial Accounting Standards Board (FASB) states that 

shareholders “own” and have “ownership interests” in “[e]quity or net assets” 

identical to those of “partners and proprietors” (FASB, 1985: para. 60, fn. 30). These 

assumptions are imbedded in financial accounting textbooks and in the balance 

sheet, which shows shareholders as the owners of the net assets. The assumptions 

are also imbedded in management in the form of agency issues (see Friedman, 1970; 

Jensen & Meckling, 1976).
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The assumption that managers must MSV implies that they must minimize 

pollution costs and maximize economic growth in a fossil fuel-based world. But 

given that MSV implies minimizing the costs of environmental externalities, how can 

corporations help to achieve global sustainability? Accordingly, “the main problems of 

management education” result from contradiction in the business curriculum between 

the assumption that managers must MSV and the prospect of corporations benefiting 

other stakeholders at a cost to shareholder value (Beddewela et al., 2021).

At the same time, some research argues that management strategies with the goal 

of MSV typically result in profit-driven strategies that benefit the environment (e.g., 

Edmans, 2021; Mayer, 2020; Mayer, 2018; Jensen, 2001). This argument is conveyed 

in textbooks such as that of Ehrhardt and Brigham (2019: 11), which states that 

“the same actions that maximize intrinsic stock values usually benefit society.” The 

argument is also made in books on sustainability (e.g., Mayer, 2018; Mackey & Sisodia, 

2013; Laszlo, 2008; Elkington, 1998). But whether corporate sustainability is ultimately 

achieved, in practice, through profit-driven strategies is an empirical question.

Disconnect in Pract ice Between MSV and 

Achieving Global  Sustainabi l i ty

Can the profit-driven strategies that also promote environmental sustainability 

result in corporations reducing overall global environmental impact? Not likely, 

according to a UN report dated May 6, 2019, which finds that “global goals for 

achieving sustainability cannot be met by current trajectories” (United Nations, 

2019). It notes that greenhouse gas emissions have doubled since 1980, raising 

average global temperatures by at least 0.7 degrees Celsius. While carbon emissions 

for the USA have decreased since 2005, 23% of China’s increased emissions are 

related to US consumption (Yang et al., 2020). How much of the decrease in 

emissions is related to compliance-driven versus profit-driven strategies is difficult to 

determine, but the fact that regulations on emissions and subsidies for renewable 

energy exist implies that profit-driven strategies alone are inadequate for achieving 

global sustainability.

According to Bebchuk and Tallarita (2020), the primary reason why corporations 

fail to help in achieving global sustainability is because the equity compensation 

of directors and management teams incentivizes them to MSV at a cost to the 

environment and other stakeholders. As a fraction of total compensation, executive 
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compensation ranged from 53% in 2009 to 77% in 2015 (Lazonick, 2018), while 

average equity compensation in 2019 accounted for 56% for non-executive directors 

and 91% for CEOs (Bebchuk & Tallarita, 2020: 52).

Related to Hart’s global sustainability solution, corporations have failed to 

deliver sustainable technologies to the BOP (Arora & Romijn, 2012; Chliova & 

Ringov, 2017) or reduce poverty (Landrum, 2021), which is likely due to executives 

being incentivized toward the goal of MSV.

QUESTIONING THE GOAL OF MAXIMIZING SHAREHOLDER VALUE 

This section endeavors to help instructors of sustainability and business 

reconcile the assumption that managers must MSV with the prospect of corporations 

helping to achieve global sustainability. It explains the relevant arguments of legal 

scholarship, which shows that managers are under no obligation to MSV. Since the 

publication of Stout et al. (2016), the arguments of these legal scholars have become 

so well accepted that, with the exception of LoPucki (2023), no further research on 

the subject has been done (see Clarke, 2020).

No Legal  Obl igat ion to MSV 

Deakin (2012: 356) explains that the corporation “cannot be owned as a 

‘thing’ precisely because (juridically speaking) it is a person—a legal subject—in its 

own right.” Stout (2012: 38) explains that corporations, in fact, “own themselves, 

and enter contracts with shareholders exactly as they contract with debtholders, 

employees, and suppliers.” Legal scholars unanimously agree that shareholders do 

not own the corporation or its assets. With very few exceptions (e.g., Bainbridge, 

2023), legal scholars also agree that managers have no legal obligation to MSV. 

A declaration, with mainly legal scholars as signatories, states that “shareholders 

do not own corporations; nor do they own the assets of corporations … [therefore,] 

corporate directors generally are not under a legal obligation to maximize profits for 

their shareholders” (Stout et al., 2016: 1–2; Greenwood, 2006; Blair & Stout, 1999; 

Ireland, 1999).

Bainbridge (2023), the exception to the rule, makes the argument that Dodge 

v. Ford Motor Company (Dodge v. Ford Motor Co., 1919), wherein Ford was ordered 



Challenging the Goal of Shareholder Value Maximization … 147

to pay a special dividend, implies that boards have a legal obligation to MSV. In 

contrast, Stout (2008) argues that Dodge v. Ford does not imply a legal obligation 

to MSV because the circumstances of the case were unique. First, Dodge owned a 

large (i.e., 10%) minority interest. Second, Dodge argued that “Ford was cutting 

off dividends to kill one competitor (the Dodges) and building a huge new factory 

to threaten the competitive position of them and others.” Third, Ford’s testimony 

professed a business strategy antithetical to capitalism.3 These special circumstances 

make the ruling difficult to generalize to other situations.4

The evidence that Dodge v. Ford did not legally obligate boards to MSV is 

found in the empirical fact that boards did not MSV from the early 1930s until 

the late 1970s. In their famous debate in the Harvard Law Review (i.e., Berle, 1932; 

Dodd, 1932), Merrick Dodd convinced Adolf Berle that, in both practice and 

law, “corporate powers were powers in trust for the entire community” (Berle, 

1954: 169). Alfred Chandler called this type of corporate governance “managerial 

capitalism” whereby “directors viewed themselves not as shareholders’ servants, 

but as trustees for great institutions that should serve not only shareholders but 

other corporate stakeholders as well, including customers, creditors, employees, 

and the community” (Stout, 2013: 1171). From the late 1940s until the late 1970s, 

corporate management was “loyal to the corporation, not to the shareholder,” with 

the goal “not to maximize shareholder wealth, but to ensure the growth (or at least 

the stability) of the enterprise by ‘balancing’ the claims of all important corporate 

‘stakeholders’—employees, suppliers, and local communities, as well as shareholders” 

(Holmstrom & Kaplan, 2003).

From this backdrop of managerial capitalism, Friedman (1970) argued that 

management should seek to MSV because at that time, as Micheal C. Jensen states, 

people “couldn’t say that profit maximization was a positive description of what 

3  “Ford’s testimony was too much for the trial court to bear. After all, if a firm as large and 
important to the American economy were permitted to pursue an overtly socialist strategy, the 
political impact and the effect on other firms could be enormous. The geopolitical context of the 
trial made this point clear” (Henderson, 2007: 21).

4  Some use this decision to argue that corporations have a legal obligation to maximize profit 
for shareholders. First, legal scholars disagree with this interpretation. For example, “Dodge is 
often misread or mistaught as setting a legal rule of shareholder wealth maximization. This was 
not and is not the law” (Henderson, 2007: 1). Second, case law related to takeovers suggests 
that corporations have no such obligation. For example, in Paramount Communications Inc. 
v. Time Inc. (1990: 1140), “[a] board of directors … is not under any per se duty to maximize 
shareholder value.”
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went on in firms” (Jensen & Walkling, 2010: 2). Boards were not MSV because they 

had, and still have, no legal obligation to do so. Indeed, boards may use retained 

earnings to “raise managers’ salaries, start an on-site childcare center, improve 

customer service, beef up retirees’ pensions, or make donations to charity” (Stout, 

2002: 1194; see Deakin, 2012: 357).

Limited Rights of  Shareholders

Shareholders do not legally own the corporation or its assets. What shareholders 

do own are shares of stock, a contract between the shareholder and the corporation, 

that give the shareholder limited rights in specific circumstances. The contractual 

rights that could force managers to MSV include the right to file lawsuits on behalf 

of the corporation if the board breaches its fiduciary duties and the right to vote in 

board elections and on a limited set of issues.

Threats stemming from the shareholder’s right to sue the board for breaches 

in fiduciary duties provide shareholders with little control over the board because 

the business judgment rule requires courts to presume that, “in making a business 

decision, the directors of a corporation acted on an informed basis in good faith 

and in the honest belief that the action was taken in the best interests of the 

company” (Aronson v. Lewis, 1984: 805). As a result, shareholders can sue the board 

only if it commits fraud, even if it decides against shareholders’ financial interests 

(Dibadj, 2005).5

Historically, the shareholder’s right to elect has not been substantial enough 

as a threat to force boards to MSV. Proxy machinery favorable to the incumbent 

boards combined with divergent preferences among shareholders has resulted in 

5  According to Dibadj (2005: 485), the business judgment rule shifts “the duty of care from 
negligence to gross negligence: violations are found only where there is ‘reckless indifference’ 
to or a deliberate disregard of the interests of the whole body of stockholders.” The Delaware 
Supreme Court states that it “will not substitute its own notions of what is or is not sound business 
judgment” if “the directors of a corporation acted on an informed basis, in good faith and in the 
honest belief that the action taken was in the best interests of the company” (Sinclair Oil Corp. v. 
Levien, 1971: 717, 720). “[I]n the rare instance where the Delaware Supreme Court found directors 
to have behaved in a grossly negligent manner, the Delaware legislature subsequently permitted 
corporations to contract out of even gross negligence, at least as to monetary liability” (Dibadj, 
2005: 486, quoting Loewenstein, 2004: 377). Also, see Solomon & Palmiter (1994, §9.1.1).
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unsuccessful attempts, historically, to replace board members6 (see Levitt, 2006: 14; 

Bob Monks;7 Bainbridge, 2023;8 and Fisch, 20049).

EQUITY PAY INCENTIVIZES MAXIMIZING SHAREHOLDER VALUE

This section explains how executive equity pay arose in the early 1990s to 

incentivize managers to MSV. It is important for instructors to convey to their 

students the story that management strategies with the goal of MSV derive from 

equity pay incentives and not from legal obligations. If the structure of executive 

pay can change, incentivizing managers to help in achieving global sustainability 

is possible.

Stout (2012, 2013) explains that executive equity pay arose from a challenge to 

managerial capitalism by the “Chicago School of free-market economists” (Stout, 

2012: 18). Friedman (1970) opined in a New York Times Sunday magazine article 

that shareholders “own” the corporation; therefore, management’s sole purpose 

and responsibility is to increase its profits. Jensen and Meckling (1976) built on this 

assumption by arguing that corporate directors and executives were “agents” hired by 

the shareholders’ “principal” to increase profits on their behalf, and that “corporate 

managers who pursued any other goal … reduced social wealth by imposing ‘agency 

costs’” (Stout, 2012: 19). 

Jensen and Meckling (1976) and Fama and Miller (1972) argue that managers 

will choose strategies that MSV if they feel threatened by hostile takeovers or if they 

are incentivized with equity pay. During the 1980s, the threat of hostile takeovers 

motivated management to MSV. In response, The Business Roundtable lobbied 

6  Bebchuk (2007) finds that in the proxy contests conducted by large corporations with a 
market capitalization of over $200 million between 1996 and 2004, two of the insurgents won. 
According to Strine (2002: 1377), the proxy machinery is “tilted heavily in favor of the management 
slate.” This results in board elections that are “one-party affairs, with the incumbent board’s choices 
winning in virtually every case.”

7  “[T]he American shareholder cannot nominate directors, he cannot remove them, he 
cannot—except at the arbitrary pleasure of the SEC—communicate advice to them. Democracy 
is a cruelly misleading word to describe the situation of the American shareholder in 2006” (Bob 
Monks quoted in The Economist, March 9, 2006).

8  “In practice … the election of directors (absent a proxy contest) is predetermined by the 
existing board nominating the next year’s board” (Bainbridge, 2023: fn. 10).

9  “[W]hile shareholders nominally have the right to elect directors, their limited power over the 
nominating process and the corporate proxy machinery prevent[s] shareholders from using their 
voting rights” (Frisch, 2004: 16).
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successfully for laws unfavorable to hostile takeovers, making them impracticable 

by 1990 (Tirole, 2001).

Soon after, Jensen and Murphy (1990) prescribed in the Harvard Business Review10 

that the board of directors should “create incentives that make it in the CEO’s best 

interest to do what’s in the shareholders’ best interests.” In 1993, Section 162(m) of 

the U.S. Internal Revenue Code was passed into law, eliminating the tax-deductibility 

of executive compensation above $1 million “unless the excess compensation was 

performance-based”11 (Stout, 2012: 20). 

As a result, compensation committees of corporate boards paid executives 

largely in stock options through the 1990s, typically setting the option price at the 

grant-date and vesting period between 1–3 years. For CEOs of S&P 500 firms, the 

median level of pay increased from $2.3 million in 1992 to $7.2 million in 2001 

(Frydman & Jenter, 2010).12 Stout (2012) notes that equity-based compensation 

accounted for zero percent of the median executive’s compensation at S&P 500 firms 

in 1984 and that it was at 66 percent by 2001. In the late 2010s, it was at 63% in 

large corporations (Groysberg et al., 2021). Many people, including these authors, 

Michael C. Jensen (Deutsch, 2005), and Kevin Murphy (Grimmein et al., 2006), agree 

that Jensen and Murphy (1990) contributed to the growth of executive equity pay.

A METHOD TO RECONCILE THE DISCONNECT

To reconcile the assumption that managers must MSV with the prospect of 

corporations helping to achieve global sustainability, this section provides instructors 

with a sequence of simple explanations. Instructors can use these explanations as 

10  Jensen and Murphy (1990) state that “shareholders rely on CEOs to adopt policies that 
maximize the value of their shares.… One of the most critical roles of the board of directors is to 
create incentives that make it in the CEO’s best interest to do what’s in the shareholders’ best 
interests.” Jensen and Murphy (1990) also state that “it is appropriate … to pay CEOs on the basis 
of shareholder wealth since that is the objective of shareholders.”

11  “Congress as part of the Omnibus Budget Reconciliation Act of 1993, Section 162(m) 
of the tax code applies only to public firms and not to privately held firms and applies only to 
compensation paid to the CEO and the four highest-paid executive officers as disclosed in annual 
proxy statements (compensation for all others in the firm is fully deductible, even if in excess of the 
million-dollar limit). More importantly, Section 162(m) does not apply to compensation considered 
performance-based for the CEO and the four highest-paid people in the firm” (Boeri et al., 2013).

12  From 1993 to 2003, executive equity pay increased approximately ten-fold (Ferris & 
Wallace, 2009).
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a starting point to determine what pedagogy works best for them in explaining the 

information to their students. The sequence of arguments is as follows: 

1)	 Identify the risk of failing to achieve global sustainability; 

2)	 Explain Stuart Hart’s BOP solution for achieving global sustainability;

3)	 Question the success of Hart’s BOP solution; 

4)	 Attribute the assumption of MSV as the reason for the failure of 

Hart’s BOP solution; 

5)	 Question whether the goal of MSV is required by law; 

6)	 Attribute MSV to executive equity incentives; and 

7)	 Propose alternative pay structures to incentivize managers to help 

in achieving global sustainability.

Step 1: Ident i fy the Risk of  Fai l ing to Achieve Global  Sustainabi l i ty

Explanation. What is the biggest threat to achieving global environmental 

sustainability? The UNFCCC Secretariat (n.d.) notes that “[c]limate change presents 

the single biggest threat to sustainable development everywhere and [that] its 

widespread, unprecedented impacts disproportionately burden the poorest and 

most vulnerable.” The IPCC (2023: 4, A1) states that “[h]uman activities, principally 

through emissions of greenhouse gases, have unequivocally caused global warming” 

and that the “[a]dverse impacts … will continue to intensify” (p. 7), causing water 

and food shortages, loss of health and well-being, infrastructure damage, and loss 

of biodiversity.

Expected educational outcome. After reviewing the IPCC (2023) report, students 

should accept anthropogenic climate change as the biggest threat to achieving global 

environmental sustainability.

Step 2: Explain Stuar t  Har t ’s BOP Solut ion for  Achieving 

Global  Sustainabi l i ty

Explanation. How can business help achieve global sustainability? A popular 

solution by Professor Stuart Hart argues that if MNCs sell socially appropriate, 
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inherently clean technology to the BOP, thereby increasing their affluence 

sustainably, they will voluntarily reduce birth rates, making global sustainability 

possible. MNCs can then sell luxury versions of the same technology to wealthier 

populations, satisfying the goal of MSV.

Expected educational outcome. Students should accept Hart’s proposed solution 

for global sustainability as feasible since it is consistent with the assumption that 

managers must MSV. It is also likely that, as business students, they will find 

satisfaction in the potential for business to help in achieving global sustainability.

Step 3: Quest ion the Success of  Har t ’s BOP Solut ion

Explanation. Has Stuart Hart’s BOP solution succeeded? Since Hart first published 

his proposal in 1997, examples of MNCs selling sustainable technologies to the BOP 

have been relatively rare. Ask students to find cases of MNCs engaging the BOP 

with low-cost, inherently clean technology to allow them to discover that the few 

examples they might find are insufficient for Hart’s solution to be successful in 

achieving global sustainability.

Expected educational outcome. Students should accept that Hart’s business 

solution to achieve global sustainability has not succeeded. Once students realize 

that MNCs are not sufficiently engaging the BOP, they will look for reasons why 

Hart’s solution failed.

Step 4: At t r ibute the Assumption of  MSV as the Reason for the 

Fai lure of  Har t ’s BOP Solut ion

Explanation. Why did Stuart Hart’s BOP solution fail? The reason is that although 

the poor at the BOP represent, in aggregate, over $9 trillion in unregistered wealth, 

their discretionary income is insufficient for MNCs pursuing MSV. As a result, several 

scholars, including Hart himself, agree that his solution likely cannot succeed.

Expected educational outcome. If managers must MSV, students will likely view 

the prospect of corporations helping to achieve global sustainability as infeasible. 

Step 5: Quest ion whether the Goal of  MSV is Required by Law

Explanation. Is the assumption that managers must MSV valid? The assumption 

that managers must MSV appears valid because of how they behave. However, as 
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a declaration of legal scholars contends, there is no legal obligation for managers 

to MSV. In fact, managers did not MSV before the late 1970s, and since corporate 

governance laws have not changed since then, they could legally choose not to 

MSV today. How exactly instructors convey this information depends on how 

much convincing students need. Instructors might choose, for example, to assign 

the declaration (i.e., Stout et al., 2016) or the comprehensive argument made in 

Deakin (2012).

Expected educational outcome. Students should accept that managers of MNCs 

are not required by law to MSV.

Step 6: At t r ibute MSV to Execut ive Equi ty Incent ives

Explanation. If corporate law does not require it, why do managers choose to 

MSV? The answer is that managers choose to MSV if they feel threatened by hostile 

takeovers or are incentivized with equity pay. During the 1980s, the threat of hostile 

takeovers motivated managers to MSV. In the early 1990s, after corporate executives 

lobbied for laws unfavorable to hostile takeovers, boards began paying executives in 

equity. Equity pay incentivizes managers to MSV. Thus, managers choose to MSV 

not because laws require it but because equity pay incentivizes it.

Expected educational outcome. Students should accept the explanation that 

managers choose to MSV not due to legal obligations but because of equity pay.

Step 7: Propose Al ternat ive Structures for  Execut ive Pay

Explanation. What should replace equity if it were excluded from executive 

pay? Compensation committees of boards are legally able to structure executive 

pay to correlate with the achievement of sustainability goals. In addition, Congress 

can require executive pay to reward the achievement of sustainability goals, such as 

decreases in carbon emissions. 

Expected educational outcome. Students should accept that the current pay scheme 

for executives is subject to change at the board’s discretion and could change as a 

result of new laws. Managers paid to reduce emissions could be incentivized to 

engage the BOP with sustainable goods and services. With the understanding that 

executive pay could change, students should be ready to consider the prospect of 

corporations helping to achieve global sustainability.
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DISCUSSION AND CONCLUSION

This paper explains how to reconcile the assumption taught in business schools 

that managers must MSV with the prospect of corporations helping to achieve 

global environmental sustainability. It provides a sequence of simple explanations 

that instructors can use to explain how to reconcile the two sides. An instructor of 

sustainability and business has already used these explanations, after which in-class 

discussions and essay questions demonstrated that students generally understood the 

key points. Their understanding enabled them to consider management strategies 

that could help achieve global sustainability even if these fail to MSV. 

The limitations of this research include the lack of empirical evidence to show 

that the explanations succeeded in making students understand how to reconcile 

the goal of MSV with the prospect of corporations helping to achieve global 

sustainability. At the same time, the efficacy of the explanations on a student’s 

understanding is difficult to quantify with an experiment. Like it is with topics 

taught from a textbook, how do instructors know if they have succeeded? A test of 

significance seems an unlikely method to ascertain success. In addition, the variety of 

ways to teach a subject implies that the explanations and sequence provided in this 

paper can always be improved. Finally, if students fail to understand the explanations 

in one case, that does not mean the explanations cannot be successfully conveyed in 

others. Like in teaching from a textbook, if an instructor understands a topic, they 

will find a way to convey it successfully. If they find the arguments and sequence in 

this paper useful, so much the better.

The goal of this paper is to help instructors reconcile the pedagogical 

contradiction between the assumption that managers must MSV and the prospect 

of corporations helping to achieve global sustainability. If students conclude that 

management strategies are not legally obligated to MSV, they will become open to 

strategies that benefit the environment even if these fail to MSV. In addition, when 

students become employees, they will consider executive incentives to be diplomatic 

about the “sustainable” solutions they might suggest.
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