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EDITORIAL

Dear readers!

This issue of the journal Corporate Ownership
and Control is entirely devoted to the 7s5th
anniversary of the essential work The Modern
Corporation and Private Property by Adolf
Berle and Gardiner Means.

Over the past seven decades, experts in corporate
and securities law, management consulting and
academia have wrestled with reconciling the
diverging interests of those who own
corporations and those who control them.
Corporate and securities laws have approached
this problem from one direction: protecting the
interests of shareholders from potentially self-
serving actions of management. Management
experts and economists have approached the
issue from a different perspective: aligning the
interests of management with shareholders, so
that conflicts of interest between managers and
shareholders disappear. The corporate scandals
of the past few years — Enron, Worldcom,
Vivendi, Parmalat and others — have shown that
the tension has yet to be resolved.

Adolf Berle and Gardiner Means pointed out 72
years ago, the modern public corporation is
characterised by a separation of ownership and
control. This fact means that modern public
corporations are also subject to a type of agency
problem not usually found in other forms of
economic organisation. In modern corporations,
the managers — who decide how a corporation’s
capital is spent, how resources are allocated and
what endeavours the corporation undertakes —
do not themselves own the capital or resources.
Those in control of the corporation,

“and therefore in a position to secure industrial
efficiency and produce profits, are no longer, as
owners, entitled to the bulk of such profits... The
explosion of the atom of property destroys the
basis of the old assumption that the quest for
profits will spur the owner of industrial property
to its effective use.”

Berle and Means believed this led to one simple,
inescapable conclusion:

“[W]here the bulk of the profits of enterprise are
scheduled to go to owners who are individuals
other than those in control, the interests of the
latter are as likely as not to be at variance with
those of ownership and...the controlling group is
in a position to serve its own interests.”

VIRTUS

In the honor of

Adolf Berle and Gardiner
Means

This occurred for a number of reasons, foremost
being the dispersal of shareholding ownership in
big corporations: the typical shareholder is
uninterested the day to day affairs of the
company, yet thousands of people like him or her
make up the majority of owners throughout the
economy. Therefore, ownership structure was the
main factor contributing to solving or ignoring
the separation of ownership and control
problem.

What has changed over the last 75 years? Have
the owners become more active in protecting
their rights? Have their learnt the art of
corporate governance enough to prevent
managerial opportunism, entrenchment,
irrational behaviour? Are shareholders effective
now in making managers following the
shareholders’ interests?

We hope that these questions are answered with
a high degree of success by our contributors.
Authors of the papers investigated the problem
of separation of ownership and control in many
countries such as the USA, New Zealand,
Portugal, Brazil, Turkey, Korea, Bulgaria,
Hungary, Estonia and Europe in a whole
including Germany, Italy and France. Both
Anglo-Saxon and  Continental corporate
governance practices have been covered by the
authors.

We hope that their papers will be a fruitful soil
for revisiting the separation of ownership and
control issue once again.
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