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Returns, Reputation, or both? 
What to do when the regulator calls 
 
In Brief 
Short-term profit maximization for shareholders, or longer-term value optimization 
for stakeholders? Returns, reputation, or both? In a recent Amrop article, ‘Cash or 
Continuity?’, we revisited assumptions of ‘shareholder primacy’ and the link with 
fiduciary duty. We found that sustainable performance is increasingly important not 
only for organisations, but for all stakeholders. Here we take a closer look at the 
Australian context. 
 

There is a Core Dilemma 

  

The Throne of shareholder supremacy Is 

Wobbling 
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It’s Time to Re-Frame ‘Fiduciary Duty’ 

Have your sights on Trust and Reputation: ESG

 
 

In Conclusion 

The time has come to uncouple ‘fiduciary duty’ 
from ‘shareholder primacy’ and reinstate its true 
definition: loyalty and care to the organisation, 
restoring trust and reputation to the core of its 
business. And intangibles such as responsible 
ethical behavior, sound investments and proper 
governance, measured by ESG criteria, are 
increasingly part of loyalty and care. For 
organisations, executives and investors. 
 
Going forward, boards and executives will need to 
carefully weigh up and balance the interests of 
share- and stakeholders (beyond organisational 
walls) when considering sources of capital, or their 
response to tempting short-term windfalls. The 
question boils down to instant gratification (short-
term shareholder profitability) versus the longer-
term creation of organisational value, where 
stakeholders’ interests are taken seriously, and the 
‘no-harm’ adage prevails. The Australian public and 
investors are rightfully outraged at the unethical 
behavior of boards, executives and managers, as 
well as that of financial services stockbrokers. 

Leading Questions 
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Returns, Reputation, or both? 
What to do when the regulator calls 
Revolt by AMP shareholders 

Headquartered in Sydney, AMP is Australia’s largest retail and corporate pension provider, and the 
country’s largest life risk business. One of its subsidiaries, AMP Capital, is the aligned wealth 
manager with over AUD 150 billion in assets under management. This makes it one of the largest in 
the Asia Pacific region. When the company recently became embroiled in the fallout of unethical 
behavior by its executives, managers, and allied brokers, the board did not step in or diligently 
govern the consequences. AMP’s share price plunged about 29% in a matter of weeks - to its lowest 
level in more than five years - wiping out nearly AUD 3 billion in market value.  
 

 

The level of misconduct at 
AMP and other financial 
institutions has angered 

shareholders and 
stakeholders alike. And 

with good reason. 
 

It’s fair to state that this kind 
of unethical behavior - and 

the subsequent attempts to 
cover it up - will not be 

tolerated by any sensible 
investor. 
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Why good managers make bad decisions 
 
The board and its top executives should take full responsibility for failures to properly guide, govern and 
manage an organisation in line with the fiduciary duty of loyalty and care to the organisation, (not just 
shareholders).  

What is crystal clear: once trust is gone, it will take time and enormous effort to 
rebuild it. Smart decision-making will not be enough. AMP and banks in general 
will need wise leadership that embraces its customers (instead of charging 
them for services never delivered) and the community at large.  
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The core dilemma 
 
Essentially, the discussion boils down to two different perspectives, short-term profit maximization versus 
longer-term optimization of earnings, in other words, short-termist shareholder primacy, versus a more long-
term perspective. One where stakeholders are taken seriously and validated

  

There is no contradiction 
between short-term return 
and gaining a reputation to 
create consistent return on 

investment over a longer 
period - without harming 

people or society. 

 
Good management and 
governance can perfectly 
well result in short-term 
profitability, while 
preparing for sustainable 
organisational value 
creation. 
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The wobbling throne of 
shareholder supremacy 
 
Over the past forty years, the concept of ‘fiduciary duty’ has fallen 
prey to a series of eloquent misinterpretations, to the point that it is 
now widely understood as meaning ‘shareholder primacy’.  

 

Lynn Stout is dismissive 
of shareholder primacy, 
describing it as “an 
abstract economic 
theory that lacks support 
form history, law, or the 
empirical evidence.  
 
In fact, the idea of a single 
shareholder value is 
intellectually incoherent.”  
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Shareholder primacy – 3 counter-arguments 

Here are just three flaws in the notion that shareholders should dictate the functioning of a 
company.  
 

1 Failing to take account of key stakeholders can create an existential threat  

Without an engaged and proficient workforce, or loyal customer base, a company is doomed to 
underperform in every sense, including financial.

Acting in a socially or environmentally responsible way is becoming critical in the way people decide where 

to work or what to buy. If (particularly millennial) employees or clients don’t feel a company is responsible, 

it will have a hard time attracting or retaining talent or convincing customers who want ‘untainted’ products. 

And as ROI suffers, so will shareholders.  

 

2 Shareholders cannot be viewed as a single ‘entity’  

Different shareholders have different motivations and time perspectives – short, medium and long-term.

Different shareholders have different motivations for investing, and different time perspectives – short, 

medium and long-term. If it is the organisation’s mission to provide great products and services that do not 

harm people or the environment, then providers of capital should be fairly remunerated. The equity holder’s 

vulnerability to risk should be more specifically determined (from short to longer term risk). Shareholders 

who align with that mission and are willing to hold onto their stock for a certain period (beyond seconds, 

minutes or days, mere short term speculation or investment without care or loyalty) deserve to be treated 

well. But even that does not justify making them sovereigns, or obeying the dictates of shareholder 

supremacy at the expense of other crucial stakeholders.  

 

3 Many shareholders are essentially risk-takers  

This is particularly the case for activist or hedge fund shareholders

Many secondary shareholders – in contrast to reference or initial entrepreneurial investors or family 

members - are providing capital to enhance short-term performance, and their own portfolios. Being 

rewarded for taking risk does not necessarily equal full and unconditional primacy over others, as interpreted 

today. A more balanced view is suggested: creating long term sustainable value while also performing well 

in the short-term, meeting or exceeding the expectations of pressing stock holders and traders on the Stock 

Exchange.  
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It’s time to re-frame the 
concept of fiduciary duty 
 

Boards and executives should have their sights on 
regaining trust and reputation (via ESG criteria) 

 

A significant shift is 
underway in the mindset 

of some of the world’s 
most influential investors. 
Not only do suitors need to 

be able to demonstrate that 
they have the long-term 
interests of organisations 

firmly in their sights, so, too, 
do target organisations. 
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Paving the way back to trust  

There is increasing evidence in favor of ESG guidelines and reporting. Larry Fink, the CEO of 
BlackRock, one of the world’s biggest fund managers, recently publicly announced that any investor 
should take ESG seriously to create corporate shared value, and avoid endangering their own 
existence long term. 
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The steps from smart to wise 
 

 

 
 

Wise decision-making, then, is about taking ecologically and socio-ethically sound decisions. Doing so in a 
pragmatic way that acknowledges difficulties, dilemmas and grey areas. Wise leaders are able to overcome 
ethical barriers and take enlightened decisions. These feel responsible and give due respect to all stakeholders 
involved in creating value for the organisation. Just as one should expect from anyone who takes the duty of 
loyalty and care seriously. In the case of a crisis, we can add resilience to the basket of qualities - the strength 
and speed of a leader’s response to adversity26. The leaders of AMP and the Australian banks would do well to 
go back to the essence of what their organisations stand for, and build creative teams who are self-organizing 
and willing to be accountable for their activities.  
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Leading Questions  

 

Supposing your organisation faces a reputational crisis27, how should it be dealt with? And 
how well-equipped is it to do the right thing in the first place? 
 

1 Shareholder primacy versus the Stakeholder  perspective:  

 

2 ESG Reporting

 

3 Corporate Culture and Incentive Systems
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About Amrop 

With over 70 offices in more than 50 
countries, Amrop is a trusted advisor in 
Executive Search, Board and Leadership 
Services. It is the largest partnership of 
its kind. Amrop advises the world’s 
most dynamic organizations on finding 
and positioning Leaders For What’s 
Next: top talent, adept at working 
across borders in markets around the 
world. 
 
Amrop works to assure the design and 
implementation of diverse, forward 
looking and connected boards. We act 
as Trusted Advisor to the Executive, 
Supervisory and Advisory Boards all 
over the world, across a spectrum of 
industries.Amrop's global Board 
Services Practice works along three 
interconnected lines: 
 

1. Appointments (Chairs, Independent 
Directors, Advisory Boards, 
Committees) 

2. Board Evaluation 
3. Board Advisory/Board Effectiveness 
 
www.amrop.com 
www.amropcarmichaelfisher.com 
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