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“The finance world’s short-termism will 

destroy our communities, economies and the 

planet,” the World Economic Forum was 

told in Davos. 

See Klaus Schwab, Ending Short-

Termism by Keeping Score

---Schwab is the Forum’s founder and leader 

http://www.weforum.org/agenda/2017/03/the-finance-world-s-short-termism-will-destroy-our-communities-economies-and-the-planet/
http://www.weforum.org/agenda/2017/03/the-finance-world-s-short-termism-will-destroy-our-communities-economies-and-the-planet/


The EU’s Sustainable Corporate 
Governance Project

1. Sustainable is long-term
2. Stock market trading is short-term
3. Therefore, make the stock long-
term to be sustainable.

(Common thinking in US SEC filings.)

An Example

Critics pointed out that the 
climate issue is primarily an 
externality issue, with time 
horizons of ind’l investors 
and corporations secondary.



“The ESG movement has compelled corporate leaders to 
reconsider the shareholder-centric model that has guided 
investment and corporate decision making through much 
of our country’s history. Central to this movement are 
criticisms that companies today are too short-term 
oriented, exposing themselves to long-term risk and 
generating externalities that are harmful to society.”

--Brian Tayan and David F. Larcker,
Seven Gaping Holes in Our Knowledge of Corporate Governance



Corporate Short-
Termism

Favoring current over 
long-term profits

Short-term narrative #A: 
sacrificing long-term profits for 
short-run profits and stock price.



Corporate Social 
Short-Termism

Favoring short-term 
corporate profits over 
long-term social value

Short-term narrative #B:  
sacrificing long-term social value 
for [short-term] shareholder profit
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Time Horizon Defects

Corporate 
Short-Termism

Favoring current over    
long-term profits

Type A

Shareholder Primacy
Defects

Corporate Social
Short-Termism

Problems
Favoring corporate profits 
over external social value

Type B

(4) Damaging the
environment and
the planet

(5) Mistreating
stakeholders

(6) Taking economy-
damaging financial
risks 

(1) Failing to invest

(2) Declining R&D

(3) Draining cash by
buying back stock



Stock Market Driven 
Short-termism



Consider ExxonMobil (or Total, or Shell)

• Climate change critics:  short-term stock market value dominates

• But is ExxonMobil really a short-term operation?

• It is planning where to get petroleum in the 2050’s

• The analytic issue is one of externalizing costs



(Part IV:)  Opportunity to coopt

• Short-term companies pollute more and are climate unfriendly

• Stock market is short-term; management is long-term

• Therefore give more authority to management
• (Implication:  it’s for the good of the planet.)



Conclusion for Part I: What Is Stock Market 
Short-termism?
• Policymakers and the media see stock market short-termism as a 

major debility holding back the economy.

• First message for policymakers:
• Don’t over-aggregate problems:  much that is labelled short-termism is really 

a problem of externalities
• Hence, the problem is smaller

• And the cures (for externalities) are NOT from manipulating corporate time horizons





Four short-termism issues?

• 1. What Is Stock Market Short-Termism?

• 2. What Does the Evidence Tell Us?
• Macro

• Firm-level

• 3. What are the Cures and their Costs?

• 4. Why the (Over-)Attention to Short-Termism? Politics and Psychology



Brief look at the “macro” evidence

• 1. Divided.

• 2. On Narrative A, true time horizons:
• Declining R&D

• Declining investment

• Stock buybacks

• 3. The “partial equilibrium” problem





Four short-termism issues

• 1. What Is Stock Market Short-Termism?

• 2. What Does the Evidence Tell Us?
• Macro

• Firm-level (or “micro”)

• 3. What are the Cures and their Costs?

• 4. Why the (Over-)Attention to Short-Termism? Politics and Psychology



Distill and persuade, 
and Congress acts

General opinion on the breadth of short-
termism more important than academic 
evidence:  US Senate, EU Commission efforts, 
EY Report



Divided

• Look at one major study

• What do the CFO’s say:  “we’d sacrifice value to avoid earnings volatility”
• 78% would!!!

• Graham, Harvey & Rajgopal’s famous study
• Big result, lots of attention

• Conceptual problems (as authors recognize)
• 10% return rate:  selection effect?
• Executives THINK they’re sacrificing.  Are they?  How often?
• 78% say, if circumstance arises, we’d sacrifice 

• Public companies invest less than a matched sample of private companies
• Asker et al.



“How Large a Sacrifice in Value Would 
You Make to Avoid Volatile Earnings?

• “Astounding 78% would sacrifice!!!”

0% 10% 20% 30% 40% 50% 60%

None

Small sacrifice

Moderate sacrifice

Large sacrifice

Percent of respondents

[1] Graham, Harvey & Rajgopal, at 49.



Alternative interpretation of the data?

• Despite all the talk of short-termism, only 25% would make anything 
more than a small sacrifice!!?

[1] Graham, Harvey & Rajgopal, supra note 25, at 49. Abraham Schwartz, a Harvard Law School student, pointed out the alternate aggregations in a seminar discussion.
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78%!!

• What they say
• Could be long-term
• Signal from stock market
• Lower earnings signals management of a potential problem

• That some ignore

• 78% of what?
• Of all firms in every quarter?
• No!
• 78% says what they’d do IF they faced volatility
• Many/most do not
• And of those that do, only 25% say they’d do anything more than small





Projected 
Decrease in 

Earnings (End 
of Quarter)

Actual 
Decrease in 

Earnings

Change in S&P 
500 index

Unemployment 
Rate (%)

Q1 2020 -7.0% -15.0% -20.0% 3.5

Q2 2020 -44.2% -31.6% 25.5% 14.7

Q3 2020 -21.2% -5.7% 7.9% 10.2

Q4 2020 -9.2% 3.9% 11.1% 6.9



Conclusion from Part II:  The Evidence

• For policymakers:
• Don’t assume we have a severe case of stock market short-termism.  The 

evidence points to it being a small problem

• Don’t over-aggregate problems:  much that is labelled short-termism is really 
a problem of externalities

• Hence, the problem is smaller

• And the cures (for externalities) are NOT from manipulating corporate time horizons
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Cures and costs

• Many of the cures involve weakening shareholder power inside the 
corporation

• Belief that management and boards are more long-term than the stock 
market

• Many cures involve dampening trading
• Taxing trades themselves

• Lower taxation of long-term holding

• Less frequent reporting
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Explanations

• The interests
• Executives and boards

• Employees and social critics of the large corporation

• Psychology
• Long-term psychologically better than short-term

• Traders seem short-term
• Even if the abstraction---the market---is longer term

• See work with Roy Shapira



Corporate discourse
Martin Lipton’s well-known justification to further 

empower managers to defeat hostile takeovers:

“It would not be unfair,” 
he wrote, “to pose the 
policy issue as: Whether 
the long-term interests of 
the nation’s corporate 
system and economy 
should be jeopardized in 
order to benefit 
speculators interested . . . 
only in a quick profit . . . ?”

• Martin Lipton, Takeover 
Bids in the Target’s 
Boardroom, 35 BUS. LAW.
101, 104 (1979).

• Repeated regularly



Management spokesperson in 2023

• Is “the purpose of the corporation . . . to maximize short-term 
profits for shareholders or, instead, to operate in the interest of 
all of its various stakeholders to promote the long-term value of 
the corporation. 

• Martin Lipton 2023 memo



Biden:  “Short-termism---the notion that 
companies forgo long-run investment to 
boost near-term stock price---is one of the 
greatest threats to America’s enduring 
prosperity.”

Biden, when “asked . . . to describe the big 

forces that have flattened working-class 

wages over the decades . . . [,] pointed to 

two institutional failures—[one being xxx] 

and [the other being] the way Wall Street 

forces business leaders to focus 

obsessively on the short term.”



Why it Matters:
Powerful Narratives Make Bad Policy?

• Crowds out more worthy solutions 

• Used by interests to push bad solutions 
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End
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