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Abstract

The last forty years have seen two major economic trends: Wages have stalled despite 
rising productivity, and institutional investors have replaced retail shareholders as 
the predominant owners of the American equity markets. A few powerful institutional 
investors—dubbed common owners—now hold large stakes in most U.S. corporations. 
It is not a coincidence that at the same time American workers got a new set of bosses, 
their wages stopped growing, and shareholder returns went up. This Article reveals how 
common owners shift wealth from labor to capital, exacerbating income inequality.

Powerful institutional investors’ policy of pushing public corporations to adopt strong 
corporate governance has an inherent, painful tradeoff. While strong governance can 
improve corporate efficiency—by reducing management agency costs—it can also reduce 
social welfare—by limiting investment and depressing the labor market. The shift to strong 
governance causes managers to limit investment and thus hiring, thereby depressing labor 
prices. Common owners act as a wage cartel, pushing labor prices below their competitive 
level. Importantly, common owners transfer wealth from workers to shareholders not 
by actively pursuing anticompetitive measures but rather by allocating more control to 
shareholders—control that can then be exercised by other shareholders, such as hostile 
raiders and activist hedge funds. If policymakers wish to restore the equilibrium that existed 
before common ownership dominated the market, they should break up institutional 
investors by limiting their size.
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ABSTRACT 
The last forty years have seen two major economic trends: 

Wages have stalled despite rising productivity, and institutional 
investors have replaced retail shareholders as the predominant 
owners of the American equity markets. A few powerful 
institutional investors—dubbed common owners—now hold 
large stakes in most U.S. corporations. It is not a coincidence 
that at the same time American workers got a new set of bosses, 
their wages stopped growing, and shareholder returns went up. 
This Article reveals how common owners shift wealth from 
labor to capital, exacerbating income inequality.  

Powerful institutional investors’ policy of pushing public 
corporations to adopt strong corporate governance has an 
inherent, painful tradeoff. While strong governance can 
improve corporate efficiency—by reducing management 
agency costs—it can also reduce social welfare—by limiting 
investment and depressing the labor market. The shift to strong 
governance causes managers to limit investment and thus 
hiring, thereby depressing labor prices. Common owners act as 
a wage cartel, pushing labor prices below their competitive 
level. Importantly, common owners transfer wealth from 
workers to shareholders not by actively pursuing 
anticompetitive measures but rather by allocating more control 
to shareholders—control that can then be exercised by other 
shareholders, such as hostile raiders and activist hedge funds. If 
policymakers wish to restore the equilibrium that existed before 
common ownership dominated the market, they should break 
up institutional investors by limiting their size. 

 

                                                                                                                                                     



2  

ABSTRACT ................................................................................................................................. 1 

INTRODUCTION ............................................................................................................................ 3 

I. THE RISE OF COMMON OWNERSHIP ................................................................................. 11 

A. From Dispersed to Common Ownership ..................................................... 12 

B. The Push for Strong Governance .................................................................... 16 

1. The 1980s: The Age of Hostile Takeovers .......................................... 17 

2. The 1990s: The Age of Independent Boards...................................... 18 

3. The 2000s: The Age of Hedge-Fund Activism ................................... 20 

II. STRONG GOVERNANCE AND LABOR MARKET MONOPSONY ........................................ 24 

A. Strong Governance and Investment .............................................................. 26 

1. The Manager’s Dilemma: To Invest, or Not to Invest? ................... 26 

2. Strong Governance and the Investment Shortfall ........................... 29 

B. Strong Governance and Wage Stagnation ................................................... 31 

III. WAGE AND GOVERNANCE: BREAKING THE COMPETITIVE EQUILIBRIUM ................ 34 

A. Corporate Governance: The Risk of Management Disloyalty ............. 35 

B. The Feedback Between Wages and Governance Structure ................. 37 

C. The Competitive Equilibrium and its Parameters ................................... 40 

D. Breaking the Competitive Governance Equilibrium .............................. 41 

E. Common Ownership Monopsony Compared to Other 
Explanations ......................................................................................................... 45 

1. Product Monopolies ..................................................................................... 45 

2. Shareholder Primacy ................................................................................... 47 

3. Classic Labor Monopsony .......................................................................... 47 

IV. REVERSING THE MONOPSONY EFFECT: BREAK UP BLACKROCK? ............................ 50 

A. Break Up Blackrock? ............................................................................................ 53 

B. The Impact of Breakup on Common Ownership ...................................... 55 

1. Incentive to Vote ............................................................................................ 55 

2. Increased Transaction Costs for Proxy Fights .................................. 56 

3. The 800-Pound Gorilla ................................................................................ 57 

C. The Monopsony Model Revisited .................................................................... 59 

D. Breakup, Agency Costs, and Inequality ........................................................ 60 

CONCLUSION ............................................................................................................................. 61 

  



  3 

INTRODUCTION 

American workers are more productive than ever, but they take home 
the same pay they did forty years ago.1 While firms have enjoyed 
blockbuster profits2—and the gross domestic product (GDP) has tripled3—
most American households have not shared in this increasing prosperity. As 
wages have stagnated, income inequality has skyrocketed.4 Causes like de-
unionization,5 globalization,6 immigration,7 labor market concentration,8 
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and technology9 have been blamed for these trends. But so far, an additional 
culprit has escaped detection: common ownership—a few powerful 
institutional investors controlling large stakes in most U.S. corporations.10 
As this Article explains, the shift to common ownership has been a 
significant cause of wage stagnation and income inequality.11  

Since the 1980s, control of the American stock markets has shifted 
from individual retail investors to an interlocking set of powerful financial 
institutions who own shares in practically all public corporations. Scholars 
have dubbed these institutions common owners.12 Today, these highly 
diversified institutional investors own more than 70% of American publicly 
traded equity, up from less than 25% in the 1980s.13 The three largest asset 
managers—BlackRock, Vanguard, and State Street—collectively constitute 
the largest shareholder in nine out of ten S&P500 firms.14 The once-
prevalent dispersed ownership structure15 has now been replaced by 
common ownership.16 

Effectively, common owners have hung an “Under New Management” 
sign over publicly traded corporations. While these corporations employed 
40% of the American workforce in 1980, after a steady decline, they only 

                                                                                                                                                     



  5 

employed 29% in 2019.17 It would be an astounding coincidence that, at the 
same time American workers got a new set of bosses, the percentage of 
employees shrank, and their wages stopped growing. On the contrary, this 
Article argues that common owners are a driving force behind stalled wages 
and increasing income inequality.  

Common owners move publicly traded firms en masse toward strong 
governance, which provides shareholders with greater control over 
managers. Managers who are more exposed to shareholder intervention are 
less likely to pursue bold, long-term, or transformative investments. Such 
investments are hard to evaluate and might be misperceived by 
shareholders as inefficient investments, thereby increasing managers’ risk 
of being mistakenly fired. As investment falls, so too will hiring: Companies 
no longer require the labor force to operate new factories, staff new 
divisions, or open new offices and locations.18 This hiring shortfall will 
artificially depress wages, allowing firms to enjoy a wage discount and 
moving wealth from workers to shareholders. Because shareholders tend 
to be wealthier than wage-earners, this process not only causes wages to 
stagnate but also exacerbates income inequality. 

This view runs counter to conventional wisdom in corporate law. 
Common owners are thought to bring savvy to the boardroom and draw 
praise for strengthening corporate governance in publicly traded 
corporations.19 Strong governance supposedly improves corporate 
efficiency by deterring disloyal managers from overinvesting and wasting 
resources on pet projects. In other words, overinvestment is a type of 
management agency cost that strong governance is believed to reduce.20 
More broadly, scholars have heralded institutional investors as guardians 
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of shareholder rights whose ability to monitor corporations and hold 
disloyal managers accountable creates a net social benefit, a portion of 
which accrues to employees through their retirement plans.21  

However, this Article shows that in exchange for this marginal increase 
in the value of their pension’s stock portfolio, employees of public 
corporations are resigning themselves to depressed hiring and stagnant 
wages, even as their productivity—and consequently their value to the 
corporations—surges to record levels.  

Although strong governance improves corporate efficiency by 
deterring disloyal managers from overinvesting, it also deters loyal 
managers from investing in value-increasing projects.22 A loyal manager 
risks discipline and dismissal by investing in innovative, complex, or long-
term investments that shareholders might misevaluate or misunderstand.23 
Therefore, both loyal and disloyal managers are likely to refrain from 
investing under a strong-governance regime. Underinvestment by loyal 
managers is an inefficient effect of strong governance. It is debatable 
whether, between these two opposing effects—decreasing management 
agency costs while discouraging value-creating investments—strong 
governance is, on average, socially beneficial.24 But even assuming that 
strong governance decreases inefficient investments more than it 
discourages efficient investments, both effects decrease corporate 
investment—and thus, hiring. 

Take, for example, institutional investors’ campaign against 
antitakeover protections such as staggered boards and poison pills.25 The 
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conventional wisdom is that removing antitakeover protections deters 
inefficient investments by exposing underperforming managers to a hostile 
takeover threat.26 But this conventional wisdom is only one side of the story. 
The fear of a takeover also deters loyal managers from making efficient 
investments.27 Some visionary, hard-to-understand, or long-term 
investments are underpriced by the market, exposing talented, loyal 
managers to unjustified hostile takeovers.28 Without antitakeover 
protections, loyal managers will likely distribute any free cash flow instead 
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of making these beneficial investments.29 Antitakeover protections are a 
double-edged sword: They provide cover for disloyal managers and loyal 
managers alike, encouraging both efficient and inefficient investments.30 

Common owners have more or less eliminated the use of antitakeover 
protections—including at most of the 500 largest American corporations—
creating a chilling effect on investment levels.31 And removing antitakeover 
protections is only one of the strong-governance measures that common 
owners favor.32 Applying the whole arsenal of strong-governance measures 
across corporate America has generated a significant and systematic 
decrease in corporate investment.33  

Cutting investment is not harmless; rather, it causes corporations to cut 
back on hiring, depressing the demand for employees and keeping wages 
below their competitive rate. In other words, it creates a monopsony—a firm 
(or set of firms) with sufficient market power that it can and does cut back 
on its purchases of an input (here, labor) to reduce its price and enjoy a 
discount.34 By switching firms en masse to strong governance, common 
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owners create a labor market monopsony without resorting to collusion,35 
and indeed, likely without intending to create one.36  

Notably, and contrary to standard economic usage, this monopsony is 
based on concentration of shareholder ownership of many firms rather than 
concentration of firm control over supply or demand. Generally, monopoly 
denotes a single supplier, or a few suppliers in collusion, setting prices they 
will accept for a given output; while monopsony denotes a single buyer, or 
a few buyers in collusion, setting prices they will pay for a given input. Thus, 
in standard labor economics, a labor monopsony is driven by firms’ market 
power, through concentration or collusion, over employees, enabling the 
firms to set the price for labor rather than taking the market equilibrium 
price. This Article suggests that this labor monopsony, by contrast, is driven 
by concentration of shareholders’ market power over management of 
numerous entities, each separately pursuing its own economic interest. This 
concentration of ownership results in lower demand, and consequently a 
lower equilibrium price, for labor, causing wages to stagnate rather than 
rise with productivity increases.37  

While it has been empirically proven that two-thirds of the decrease in 
investment and hiring is attributable to common ownership and 
governance, this Article presents a novel economic model that exposes the 
mechanism by which common ownership and governance structure leads to 
stagnant wages.38 In a competitive market, shareholders will respond to 
abnormally low wages by switching to weak governance so that managers 
will be free to invest and take advantage of discounted labor prices.39As 
more firms switch to weak governance and increase their investments, 
increased hiring will push wages up, making investments less profitable. A 
symmetric process of firms switching to strong governance kicks in to 
discourage investments when wages are abnormally high. Wages and 
governance structure thus form a feedback loop, resulting in a competitive 
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equilibrium where a certain number of strong- and weak-governance 
corporations coexist and are equally profitable—and, importantly, where 
wages are determined competitively.40 

Common ownership breaks this feedback loop. Unlike in the 
competitive equilibrium, common owners push firms toward strong 
governance regardless of prevailing labor prices. Fewer firms with weak 
governance leads to lower investment, reduced demand for labor, and 
decreased wages.41 Those firms that continue to invest (the remaining 
weak-governance firms) see increased profits due to the labor discount. 
And because common owners hold the entire portfolio of strong- and weak-
governance firms, their portfolio values go up. By preventing firms from 
switching to weak governance, common owners disable the market 
mechanism—choice of governance structure—that normally drives wages 
back up when they are below their competitive rate. As a result, under 
common ownership, the model predicts wages will be persistently low 
without the need for collusion among firms.42 And because the labor 
monopsony means greater profits for (typically wealthier) shareholders 
and lower wages for (typically less wealthy) employees, it exacerbates 
income inequality.43  

Importantly, this Article shows that common owners exert labor-
monopsony power not by exercising control in a certain way (as existing 
literature argues44) but rather by allocating control to shareholders 
(pushing toward strong governance45), which can then be exercised by 
other shareholders such as activist hedge funds46 or hostile acquirers.47 That 
is, institutional investors do not need to engage in any illegal 
anticompetitive conspiracy—such as coordinating production cutbacks 
across firms48—to enjoy a labor discount. Rather, they only need to strive to 
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maximize the value of their shares in each corporation. Thus, the common 
ownership monopsony theory does not share the same drawbacks as other 
theories alleging anticompetitive effects of common ownership. 49 

Acknowledging the inherent tradeoff of strong governance—reducing 
management agency costs while creating a labor monopsony—presents a 
difficult dilemma for policymakers. Should they side with employees or 
shareholders? If shareholders’ interests are the sole concern, nothing 
should be done. The power of common owners will continue to grow, and 
with it, the effects of strong governance.50 If the interests of employees are 
the concern, however, then policymakers should act. To return markets to 
their previous competitive equilibrium, where labor and capital efficiently 
and equitably shared corporate value, they must eliminate common owners’ 
monopsony effect. 

To achieve this goal in the absence of collusive activity that can be 
directly policed, this Article suggests breaking up the large institutional 
investors by limiting their size, thus removing their structural impacts on 
governance. Several institutional investors have assets under management 
(AUM) in the trillions of dollars. Limiting institutional investors to holding 
no more than a half-trillion dollars in AUM would increase the number of 
institutional investors, encourage competition in the market, and readjust 
the balance of power between managers and shareholders. These shifts 
would reignite corporate managers’ incentives to increase corporate 
investment and labor demand, restoring the labor markets’ competitive 
equilibrium and leading to higher wages and greater income equality. 

This Article proceeds as follows. Part I describes the rise of common 
ownership and the shift toward strong governance. Part II presents the 
empirical evidence that the shift to strong governance has decreased 
investment and caused wages to stagnate. Part III sets out an economic 
model that explains the link between governance structure and wages and 
shows how common owners break the governance equilibrium by altering 
the balance of strong- and weak-governance companies. Part IV outlines the 
policy implications of the monopsony effect. Finally, the Conclusion will 
summarize.  

I. THE RISE OF COMMON OWNERSHIP 

The move from dispersed ownership to common ownership 
dramatically changed how corporations are owned and run. Retail 
shareholders—everyday folks holding stock in pensions or investment 
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accounts—could not meaningfully monitor corporate conduct.51 By 
contrast, large asset managers like BlackRock and State Street have the 
power and sophistication to influence their portfolio companies.52 Common 
owners have used this newfound influence to usher in a new era of strong 
governance, pushing for measures that empower shareholders over 
managers.53 As this Article will show, the shift from weak to strong 
governance, precipitated by the rise of common ownership, has had far-
ranging consequences. 

Section I.A describes how common owners unseated retail investors as 
the dominant force in the American equity markets. Section I.B. shows how 
common owners have used this influence to institute strong-governance 
measures that make directors and officers responsive to shareholders’ 
desires. 

A. From Dispersed to Common Ownership 

Sixty years ago, the equity markets were dominated by dispersed 
shareholders and managers who ran corporations more or less exactly how 
they saw fit.54 The three largest institutional investors—BlackRock, State 
Street, and Vanguard, the so-called “Big Three”—did not yet exist.55 Today, 
their collective AUM exceeds the GDP of China.56 This sea change in the 
American equity markets precipitated the monopsony effect that is the 
subject of this Article.  
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A few figures regarding institutional investors—mutual funds, pension 
funds, and insurance companies—help put the magnitude of this change 
into perspective. In 1965, institutional investors held a relatively small 
fraction of the stock market—about 14%.57  Then, as Professors Ronald 
Gilson and Jeffrey Gordon described,58 shifts in employee retirement-
savings regulation created a huge source of funds under institutional 
investors’ control.59 Consequently, by 1980, institutional investors 
controlled about 25% of the stock market, with pension funds alone holding 
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17.4%.60 And by 2016, institutional investors collectively held over 50% of 
the market.61 

Importantly, this shift created a concentrated class of shareholders that 
are highly diversified and dominant. First, institutional investors are 
concentrated: Among them, a few firms wield especially significant 
influence.62 Overall, the largest twenty-five institutional investors hold 
more than 30% of all U.S. corporate shares,63 and the largest ten hold the 
vast majority of those assets.64 Second, institutional investors are 
diversified: Their holdings essentially span the global equity markets.65 The 
largest asset managers have between 80% and 97% of their equity invested 
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in index funds,66 encompassing mid- and small-cap companies as well as 
large ones. For instance, BlackRock has a 5% or greater stake in more than 
2,000 of the 3,900 publicly traded American corporations.67 Third, common 
owners are dominant: They hold large stakes in most publicly traded 
corporations.68 Institutional shareholders own, on average, over 70% of the 
stock in the 1000 biggest firms.69 The Big Three, when considered together, 
are the “single” largest shareholder in almost half of all publicly listed U.S. 
companies (1,662 out of approximately 3,900 firms) and most of the S&P 
500 (438 out of 500 firms).70 

 The dominance of horizontal shareholders has resulted in increasing 
overlap in the ownership of all major American corporations. For instance, 
in 1999, the odds that two public companies in the same industries shared 
a 5% owner were one in five. By 2014, that figure was nine out of ten—that 
is, 90% of public companies shared an owner that held at least 5% of each 
company.71 The portfolios of common owners encompass entire industries; 
for example, horizontal shareholding is prevalent in the airline, banking, 
technology, and retail sectors.72  

Importantly, although the terms “horizontal shareholders”73 and 
“common ownership” are relatively new, the phenomenon dates back to the 
advent of institutional ownership: Any highly diversified shareholder is 
technically a common owner.74 But only when institutional investors grew 
in power was the term “common owners” coined by scholars concerned 
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with their anticompetitive consequences on product markets.75 This Article 
thus uses the term common owners and institutional investors 
interchangeably. 

B. The Push for Strong Governance 

While corporate law scholars have sometimes described institutional 
investors as “rationally reticent” to take an active approach to govern their 
portfolio companies,76 common owners themselves sing a different tune. 
For example, William McNabb, Vanguard’s chief executive, commented in a 
letter to Vanguard’s portfolio corporations, “[S]ome have mistakenly 
assumed that our predominantly passive management style suggests a 
passive attitude with respect to corporate governance. Nothing could be 
further from the truth . . .   We have no interest in telling companies how to 
run their businesses, but we have valuable governance insights to share 
with the board of directors.”77 McNabb’s letter illustrates how, over the past 
four decades, common owners have reshaped the corporate-governance 
paradigm by pushing for strong-governance measures that give 
shareholders substantial control over corporate managers.78 

Even the most “passive” of investors—index funds that mimic market 
portfolios such as the S&P 500—actively agitate for strong governance. Of 
course, index funds cannot express dissent by selling, as they are 
constrained to maintain a market portfolio. However, they can—and do—
vote, disproportionately in favor of measures that empower shareholders79 
and mostly as part of one-size-fits-all voting policies.80 On the other hand, 
active funds, unconstrained in their trading, use the threat of exit—that is, 
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selling—to influence corporate governance.81 Additionally, asset managers 
engage both formally and informally with their portfolio companies by 
discussing strategy and governance with management.82  

The most prominent outcome of these activities has been the push for 
strong governance.83 While the particular policies promoted by institutional 
investors have changed over the decades, they share the goal of increasing 
shareholders’ influence over their portfolio companies.   

 

1. The 1980s: The Age of Hostile Takeovers 

Before 1980, managers of public corporations were loyal to the 
corporation, not the shareholder.84 Governance mechanisms were hardly 
used.85 Hostile takeovers were relatively few, and proxy fights were 
uncommon, with little chance of success. Boards were mainly composed of 
insiders supporting management. Long-term performance plans were 
expansively employed and referenced accounting measures instead of stock 
market prices, tying managerial incentives only indirectly to shareholder 
value. Accordingly, management ownership of equity was modest; in 1980, 
only 20% of chief executive officers’ (CEOs) compensation was tied to stock 
market performance.86  

By 1980, institutional investors crossed the 25% ownership mark,87 
reaching a size that allowed them to end the era of managerial freedom by 
unleashing a wave of hostile takeovers.88 Notably, hostile takeovers are a 
powerful external strong-governance mechanism that can hold inefficient 
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managers accountable.89 The takeover activity that started to accelerate in 
the early 1980s and boomed throughout much of the decade90 was fueled 
by the rise of institutional investors in two ways. First, because institutional 
investors were more interested in extracting high returns and less loyal to 
incumbent management than individual investors, they were the main 
sellers of large blocks of shares in takeovers.91 Second, institutional 
investors were also the takeovers’ main financiers, investing large amounts 
in buyout funds and the market for high-yield bonds.92 Indeed, Professors 
Bengt Holmstrom and Steven Kaplan believe that without a large increase 
in institutional investors’ funds, it is unlikely that there would have been a 
willingness and ability to support multi-billion dollar takeovers.93 

Unleashing takeovers was just the beginning. More importantly, the 
rise of institutional investors shifted the power from stakeholders to 
shareholders, giving rise to what is known as shareholder primacy.94 This 
shift became the norm in corporate America—even after the takeover wave 
subsided in the 1990s95—leading to increased shareholder power and 
stronger governance. 

 

2. The 1990s: The Age of Independent Boards 

Institutional investors kept growing in power, crossing the 40% 
ownership mark in 1990 and surpassing the 50% majority ownership mark 
by the end of the decade.96 While in the 1980s, institutional investors 
activated an external governance mechanism—hostile takeovers—in the 
1990s, they cemented the shift to shareholder primacy through internal 
governance mechanisms—independent boards97 and equity 
compensation.98 Both mechanisms were aimed at aligning management 
incentives with shareholders’ interests and stock market prices.  
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As thoroughly detailed by Professor Jeffrey Gordon, in the 1990s, 
public companies’ boards became markedly more independent and active 
monitors than in the past.99 While in 1980 independent directors comprised 
on average 31% of boards, in 1990 they became the majority, holding 60% 
of the seats, and 69% in 2000.100 This trend continued, eventually reaching 
a supermajority of independent directors. In 2016, for instance, in most 
corporations on the S&P500, independent directors held more than 70% of 
the seats.101 Independent directors are more inclined to hold managers 
accountable to shareholders.102 This shift directly affected CEO turnover, 
exhibiting a marked increase in turnovers and hiring of new CEOs from 
outside the company.103 In the largest 500 U.S. firms, internal turnovers 
went up from an annual rate of 11.74% in 1992 to 18.78% in 2000, 
shortening the average tenure from about 8 years to about 5 years.104 And 
around half of all CEO turnovers were performance-induced.105 Similarly, 
external hires as a percentage of all new CEO appointments increased from 
15% in the 1970s to 27% during the 1990s and 32% during the 2000s. 

Increased monitoring increases CEOs’ dismissal risk, and as 
expected,106 CEOs’ compensation went up to compensate for the turnover 
risk.107 For example, an S&P 500 CEO’s average total compensation 
increased from about $2 million in 1980 to more than $4 million in 1990, 
peaking above $18 million in 2000.108 And while in 1980 equity-based 
compensation was 20% of total CEO compensation,109 in 1993 it surpassed 
50%, and in 2000 it peaked at 78%.110 These changes resulted in an increase 
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of CEO pay-to-performance sensitivities by a factor of ten times from 1980 
to 1998.111 Importantly, maximizing shareholder value became a powerful 
guide to managerial behavior. 

These changes of the 1990s were fueled by the growing ownership of 
institutional investors and their activism. These investors used shareholder 
value to measure performance, publicly targeted underperforming firms, 
strongly backed equity-based compensation for CEOs, and organized “just 
vote no” campaigns in director elections to protest continued poor 
performance.112 The next decades have shown a further increase in 
shareholder power and strong governance.  

 

3. The 2000s: The Age of Hedge-Fund Activism 

The increase in power of institutional investors continued in the 2000s. 
In parallel to strengthening internal governance mechanisms,113 a new 
powerful external governance mechanism—hedge-fund activism—has 
emerged. Activist hedge funds, which have gained dominance in the market 
over the last two decades,114 have carved out a market niche by acquiring 
stakes in underperforming firms and implementing measures to boost 
performance.115 While common owners do not normally agitate for 
operational change at their portfolio firms, activist owners do—and 
common owners tend to support them, especially when the proposed 
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changes align with their governance agenda.116 The presence of common 
owners makes it more likely that an activist hedge fund will (successfully) 
try to replace a company’s managers.117 Support for hedge fund activists is, 
therefore, a strong governance mechanism in its own right as it puts 
managers at the mercy of their shareholders. 

Additionally, hedge-fund activism—and its support among common 
owners—has a more direct impact on governance. Hedge funds often use 
weak governance as an excuse to mount activist campaigns against 
corporate management.118 Activist campaigns are more likely to succeed 
when they advocate for board efficiency and independence and against 
takeover defenses.119 In other words, hedge funds do the work of fighting 
for stronger shareholder rights, with passive owners supporting them from 
the sidelines.  

During the 2000s, common owners, with the help of these activists, 
kept pushing firms towards increased shareholder power, in particular 
advocating for governance mechanisms that allow shareholders to remove 
and discipline managers. The following measures are by no means 
exhaustive but illustrate the broad governance changes pushed on portfolio 
corporations by common owners and hedge-fund activists. 

i. Poison Pills—Poison pills restrict shareholders’ right to sell to a 
hostile buyer, preventing potential raiders from taking over a company 
without board approval.120 Practically, selling to a raider who intends to 
replace the board amounts to a vote to fire the management. Thus, common 
owners see poison pills as entrenching boards and preventing shareholders 
from holding corporate managers accountable by selling.121 Indeed, while 
poison pills became widely popular after Marty Lipton invented them in the 
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1980s,122 they have since come under fire from institutional investors.123 
Not only do proxy advisors suggest voting against poison pills, but they also 
recommend voting against any director who votes to adopt one without 
shareholder approval.124 Consequently, the 299 S&P 500 companies with 
poison pills in 2000 dwindled to 17 by 2017.125 

ii. Staggered Boards—Staggered or classified boards are elected in 
classes: A third of the board comes up for election each year, rather than all 
at once.126 As such, they protect corporate managers by preventing 
shareholders from replacing the entire board at once.127 A shareholder who 
gains control of a company with a staggered board must wait for two rounds 
of annual director elections to gain a board majority.128 Because of their 
entrenching effect, staggered boards have drawn the ire of common 
owners.129 Consequently, institutional investors provided the momentum 
for the “de-staggering movement”130 that left fewer than 10% of the S&P 500 
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corporations with staggered boards in 2017,131 compared to 60% in 2002. 
132 

iii. Dual Class Structures—Common owners oppose issuing classes of 
stock that create disparate voting rights.133 Dual- or multi-class stock 
structures tend to entrench control in a few shareholders, often aligned with 
management.134 For instance, using a dual-class structure, Mark Zuckerberg 
holds majority voting rights in Facebook even though institutional investors 
hold nearly 80% of its equity.135 In this way, dual-class structures can block 
a firm’s equity majority owners—those holding more than half of the 
economic stake—from removing its managers; they are thus strong-
governance kryptonite.136  

Common owners have vocally—and successfully—lobbied against 
multi-class structures. For example, after Snap Inc. decided to issue shares 
with no voting rights in its 2017 initial public offering, institutional 
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investors convinced stock indices to exclude dual-class firms altogether.137 
More recently, the Council of Institutional Investors, an industry group 
representing asset managers, has petitioned the New York Stock Exchange 
to require all dual-class firms already listed to transition over seven years 
to a one-share one-vote model.138  

The mechanisms detailed above are by no means exhaustive of 
common owners’ forty-year campaign for strong governance. However, 
these mechanisms and many others—pushed as part of a one-size-fits-all 
policy to strengthen corporate governance across the board139—serve to 
subject managers to their shareholders’ will. Consequently, it is no 
exaggeration to say that common owners have reshaped the corporate 
hierarchy, putting shareholders at the top. Part II shows how this 
fundamental shift has led to a downturn in investment, with inauspicious 
effects for American workers. 

II. STRONG GOVERNANCE AND LABOR MARKET MONOPSONY 

The rise of common ownership coincided with a troubling shift in the 
American labor market. While workers became more and more productive, 
wages stopped growing.140 Income inequality climbed to its highest levels 
since the Roaring Twenties,141 even as firms enjoyed blockbuster profits and 
growing profit margins.142 Moreover, wage elasticity—a measure of labor 
market competitiveness—has fallen over recent decades, suggesting that 
employers have cartelized the labor market.143 So far, scholars who have 
pointed to common ownership as a cause of stagnating wages and rising 
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income inequality have focused on product-market monopolies and 
concentration,144 a theory that is highly debated.145 Thus, despite the 
magnitude of the shift to common ownership, observers have failed to find 
a convincing explanation linking it to the struggling labor market.146 After 
all, if common owners were rigging the market—against either workers or 
consumers—one would think they would leave some traces.147 If common 
owners are indeed the source of labor market malaise, where is the 
evidence? 

This Article provides a simple answer: Because of their size and 
influence, common owners need not act as a cartel to have a cartel’s effects. 
Instead, those effects flow naturally from common owners’ push for strong 
governance. Under strong governance, both loyal and disloyal managers 
will refrain from investing for fear that shareholders will (mis)perceive 
their investments as inefficient pet projects.148 Under a strong-governance 
regime, a rational manager—regardless of loyalty—will distribute profits 
instead of investing them to avoid running afoul of shareholders and risking 
termination. By pushing firms toward strong governance, then, common 
owners create an investment shortfall.149 Less investment means less 
hiring,150 less hiring means lower labor demand,151 and lower labor demand 
leads to stagnant wages. Thus, common owners’ push for strong governance 
has exacerbated—if it has not altogether caused—the last forty years of 
labor market stagnation.  

The previous Part showed how the market has shifted from retail to 
primarily common ownership and how common owners have brought on 
an era of strong governance. This Part shows that strong governance holds 
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wages below their competitive level, effectively denying workers the fruits 
of their labor. The empirical evidence for the monopsony effect can be 
broken into two categories: evidence that strong governance has led to an 
investment shortfall and evidence that the labor market has become less 
competitive due to common owners’ influence. Section II.A addresses the 
former, examining the evidence that strong governance depresses 
investment. Section II.B. looks at the latter, showing how stagnant wages 
and rising income inequality can be attributed directly to common owners. 
Together, these observations supply a coherent explanation for rising 
inequality and stagnating wages over the past four decades: By pushing for 
strong governance, common owners have created a sluggish labor market 
that allows shareholders to capture increases in productivity, causing 
profits to soar even as wages stall.  

A. Strong Governance and Investment 

Prior to the rise of institutional investors, directors and officers ran 
corporations more or less exactly how they saw fit. The poster-children of 
this era were domineering corporate leaders like longtime Chrysler chief 
Lee Iacocca, whose initials were famously said to spell out “I am Chairman 
of Chrysler Corporation Always.”152 Managers like Iacocca were free to build 
empires and hoard private benefits of control, or otherwise, nurture bold 
visions of the future and undertake daring investments.153 As ownership 
concentrated in the hands of savvy financial institutions with the 
wherewithal to oversee corporate affairs,154 managers became less likely to 
invest. Empirical evidence shows that strong governance has indeed 
resulted in a serious investment shortfall, which in turn hamstrings wages 
and redirects wealth from labor to capital. This section first examines the 
mechanism by which strong governance decreases investment and next 
details the evidence that it indeed has had that effect. 

 

1. The Manager’s Dilemma: To Invest, or Not to Invest? 

Managers, broadly, face a choice between two options: reinvest any 
surplus cash in projects that will hopefully pay off later or distribute that 
surplus to shareholders in the form of dividends and share buybacks.155 
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When shareholders do not interfere, managers can decide based on their 
conscience and best judgment: Loyal managers will make beneficial, 
efficient investments, and disloyal managers will make self-serving, 
inefficient investments and consume private benefits.156 However, when 
shareholders are breathing down managers’ necks, this choice is much 
more fraught. An investment that causes shareholders to doubt a CEO’s 
loyalty could cost the CEO’s job.157 Under strong governance, then, managers 
will disproportionately choose to distribute profits.158 

Key to this insight is the fact that shareholders are imperfect judges of 
manager performance and loyalty: Being human, they will sometimes make 
mistakes.159 Even sophisticated investors can mistake a loyal manager for a 
disloyal one. Steve Jobs’ early tenure at Apple is illustrative.160 Jobs was the 
company’s visionary but was notoriously difficult to work with, and lost his 
job after the board of directors sided against him and with the CEO. More 
than a decade later, he took back the company’s helm as it teetered on the 
edge of bankruptcy and reasserted Apple’s tech dominance by releasing the 
iMac.161 Even sophisticated and deeply informed directors with a real stake 
in Apple’s continuing performance were wrong about Jobs: Despite his 
domineering attitude and exacting attention to detail, he was a good bet.162 
In their capacity as shareholders, managers of institutional investors spread 
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their attention across hundreds or thousands of portfolio corporations and, 
consequently, are even more likely to make these types of mistakes than 
Apple’s onetime directors.163 

By maintaining the status quo, disloyal (loyal) managers eliminate the 
possibility they will be perceived (misperceived) as disloyal and fired. Even 
for loyal managers, undertaking a complex, long-term, or innovative 
investment project introduces a chance of failure, reprimand, and 
removal.164 Thus, under strong governance, CEOs will rationally choose to 
distribute profits instead of taking a career risk by reinvesting them.  

By contrast, the managers of weak-governance firms do not have to 
worry about being removed by shareholders, whether in response to an 
inefficient investment or to a bold, visionary one. Another tech company—
Facebook—illustrates this point. In 2019, Facebook’s Chairman and CEO, 
Mark Zuckerberg, introduced the cryptocurrency project Libra as an 
important new objective for the company and a revolution in digital finance. 
Critics saw it as a pet project with no apparent benefits to the company.165 
The same month that Facebook announced Libra, outside investors 
attempted to strip Zuckerberg of the chairmanship as a check on his 
leadership. More than two-thirds of outside investors voted in favor of the 
move.166 However, while Zuckerberg owned only a small minority of 
Facebook’s economic value, he held 58% of its voting power by virtue of a 
dual-class structure and easily blocked the measure.167 Of course, only time 
will reveal who was right, but the Libra saga illustrates that in weak-
governance firms such as Facebook, managers can invest in projects they 
see as worthwhile, without worrying that shareholders might disagree—
and fire them. 

In sum, because shareholders can remove managers under strong 
governance, those managers generally will refrain from investing and 
choose instead to distribute any excess cash. In weak-governance 
companies, managers can invest according to their business sense and 
conscience (loyal or disloyal) without worrying about discipline from 
shareholders and are likely to invest more. This logic predicts that, by 
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moving firms en masse towards strong governance, common owners will 
create an investment shortfall. Indeed, the following subsection shows that 
they have done just that. 

 

2. Strong Governance and the Investment Shortfall 

Different measures track the beginning of the investment shortfall to 
different periods. Investment as a portion of the U.S. GDP has fallen since 
1980.168 Investment relative to firms’ profitability has declined since the 
middle of the 1990s169 or, at the latest, since 2000.170 The nature of this 
downturn suggests that strong governance is to blame: Consistent with the 
monopsony effect, firms are funneling free cash to shareholders instead of 
investing it.   

While empiricists so far have not directly shown causation between 
common ownership and declining investment as a portion of GDP, they have 
linked common ownership to decreased investment on a firm level, 
measured against profitability.171 Indeed, investment has declined relative 
to profitability (lower investment per dollar of profit) at least since the early 
2000s, as common ownership steadily grew172 and hedge-fund activism 
gained dominance in the market.173 Rather than reinvest profits, firms in the 
past two decades have increasingly distributed them to shareholders, 
including through share buybacks.174 Moreover, in industries with high 
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proportions of common ownership, one study found, “firms spend a 
disproportionate amount of free cash flows buying back their shares.”175 
That is, firms in industries with more concentrated ownership invest even 
less than the norm. In sum, economic trends suggest that firms are investing 
less than they once did because of common owners’ influence. 

Indeed, empirical studies support the claim that companies are 
reducing investments because of the influence of strong governance.176 
Increased shareholder rights are associated with lower capital 
expenditures177 and less R&D spending.178 More recent studies have 
confirmed the negative correlation between strong governance and 
investment, finding, as one example, that strong-governance firms less 
frequently make large investments.179 In short, firms with more empowered 
shareholders invest less, supporting the claim that strong governance is to 
blame for the investment shortfall.180 

The fact that investment has declined even as profits-per-worker have 
increased provides further evidence that common owners are to blame. In 
2019, companies captured $15,000 more in profits for each worker than 
they did in 1980—an increase in corporate profits totaling $13 trillion.181 
With labor so profitable, firms in a competitive economy should hire more 
workers and undertake additional investment projects; investment and 
hiring should be going up, not down. Instead, investment has trended 
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steadily downward.182 And while public corporations employed 40% of the 
American workforce in 1980, they only employed 29% in 2019.183  

Declining investment has had profound economic consequences. 
Lower investment across the board means less hiring, and less hiring means 
lower wages. The following section shows how reduced investment has 
created a wage monopsony, taking money out of the pockets of workers and 
putting it into the hands of shareholders. 

B. Strong Governance and Wage Stagnation 

The previous section showed how strong governance had created an 
investment shortfall, which naturally reduces hiring. Indeed, since the 
1980s, as investment declined compared to GDP,184 the percentage of 
employees working for public firms has fallen sharply.185 This section looks 
at direct evidence linking common ownership to wage stagnation.  

The monopsony effect makes a powerful set of predictions that are 
borne out in labor-market data.186 In particular, it predicts that pay will 
remain fixed even as worker productivity rises, resulting in stagnant wages 
and increasing income inequality. Under common ownership, even when 
workers become more productive—that is, when their marginal 
productivity increases—firms will still refrain from increased hiring 
because the strong-governance regime makes investing (hiring) risky for 
managers.187 Hiring and wages will remain low even as marginal 
productivity rises, with shareholders capturing the difference. In short, the 
monopsony effect predicts wages will remain flat as productivity and 
shareholder returns grow—a prediction borne out in macroeconomic data.  

The so-called “productivity-pay gap” provides perhaps the most 
damning evidence of the monopsony effect.188 Before the 1980s, the higher 
their marginal output, the more workers were paid—that is, the more 
revenue they netted for their employers, the more money they took 

                                                                                                                                                     



32  

home.189 At about the same time common owners came on the scene, 
productivity and wages began to diverge.190 Since then, wages and 
productivity have drifted apart, a telltale sign of anticompetitive labor 
pricing.191 In the last forty years, one study estimates, labor has become 
four-and-a-half times more productive, while wages stalled.192  

With wages flat-lined and worker-productivity on the rise, common 
owners are taking a bigger and bigger cut of corporate revenue. Profits-per-
worker have grown year-over-year since at least the 1980s, but they have 
accrued to shareholders rather than workers.193 In the early 1980s, workers 
took home about eighty cents of every dollar earned by the corporate sector. 
By the mid-2010s, that figure was down to seventy cents.194 In short, while 
workers are bringing greater returns to their employers, shareholders are 
taking a larger and larger cut of each corporate dollar, suggesting that 
investors (common owners) are exercising market power to reduce hiring 
and keep wages down.195  

Figure 1 puts this correlation in stark relief: As the average percentage 
of shares held by common owners passed the 20% mark in the late 1970s, 
compensation and productivity, both of which had previously risen in 
concert, decoupled from each other, leaving workers providing increasing 
economic value to corporations as their hourly compensation has 
stagnated.  
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Figure 1. Common Ownership, Productivity, and Hourly Compensation 

 

To see how a rising pay-productivity gap suggests a labor 
monopsony,196 imagine a market where wages and marginal productivity 
are initially equal at x, but productivity rises to 2x. In a competitive 
economy, firms would compete to hire up workers until wages rose to 2x, at 
which point wages would equal marginal product, and firms would stop 
hiring.197 However, under a monopsony, firms could refrain from hiring in 
order to keep wages at or near x and pocket the difference.  

Hedge-fund activism provides a vivid example of how strong-
governance mechanisms allow shareholders to capture value from workers. 
Being a strong-governance mechanism, hedge-fund activism campaigns 
supported by institutional investors reduce investments, either by cutting 
inefficient investments of disloyal managers198 or deterring efficient 
investments of loyal managers.199 These campaigns often lead to layoffs and 
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other spending cuts,200 and even as productivity increases, wages at target 
firms stagnates.201 The firm gets more profitable, shareholders get richer, 
and workers get—you guessed it—nothing. 

The monopsony theory makes one final prediction: rising income 
inequality.202 By holding wages below their competitive rates, the labor 
monopsony shifts wealth from labor-earners to capital-earners, who tend 
to be already wealthier.203 Like Robin Hood in reverse, it steals from the 
poor and gives to the rich. Indeed, it hardly needs to be recounted here that 
income inequality has reached historic rates. The wealth-to-income ratio—
a measure of economic wealth captured by the highest earners—has 
skewed sharply upward, doubling between 1970 and 2010 and appearing 
to return to its 1920 level.204 Similarly, the income Gini index, which 
measures the degree of income inequality, has consistently risen from 
36.5% in 1980 to more than 45% in 2016, a record high.205 

This Part outlined the empirical evidence that common ownership 
contributes to wage stagnation and economic inequality. The following Part 
lays out the theory behind these effects. In particular, it presents a stylized 
economic model that explains the connection between wages and 
governance—and shows how common owners act, inadvertently or not, to 
break that connection and profit from decreased wages. 

III. WAGE AND GOVERNANCE: BREAKING THE COMPETITIVE EQUILIBRIUM 

To better understand common ownership and the monopsony effect, 
this Part outlines how common owners disrupt the relationship between 
wages and governance structure. Section III.A models how the choice 
between weak and strong governance depends on the wage rate. Section 
III.B explains how the wage rate depends on which governance structures 
shareholders choose. Section III.C outlines the competitive equilibrium and 
explains that even though it imposes management agency costs on 
shareholders, it maximizes social welfare. Section III.D explains how 
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common owners break the competitive equilibrium and create a labor 
monopsony. Finally, Section III.E compares the explanatory power of the 
common ownership monopsony theory with other, alternative theories. 

A. Corporate Governance: The Risk of Management Disloyalty 

Shareholder exposure to manager disloyalty depends on the 
governance structure they choose. Weak governance increases the risk of 
manager disloyalty, as managers can invest inefficiently and expropriate 
private benefits without being disciplined by shareholders. Strong 
governance minimizes this risk, as shareholders can hold disloyal managers 
accountable.206 But, as explained above, weak or strong governance will 
have parallel effects on loyal managers.207 Weak governance increases the 
incentive for both loyal and disloyal managers to invest, while strong 
governance minimizes that incentive. The choice between strong and weak 
governance thus depends both on the probability and cost of management 
disloyalty and the relative gains from investing. In the absence of common 
ownership, each firm’s shareholders will make governance choices the 
same way they would make any other decision: Which option will maximize 
the corporation’s value? In other words, shareholders will choose between 
weak and strong governance based on which structure increases their 
expected returns.  

A stylized economic model serves to illustrate this choice.208 Assume a 
market with 100 corporations where none of the corporations has market 
power over either products or resources.209 Shareholders—without market 
power over ownership of firms210—must choose a governance structure for 
their respective corporations. Of course, corporate governance is a 
spectrum of structures allocating various levels of control between 
shareholders and managers.211 However, for simplicity, assume that only 
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two poles of governance structures are available for shareholders:212 Either 
they can easily fire a manager (“strong governance”), as in dispersed-
ownership firms without staggered boards or poison pills,213 or they cannot 
fire a manager (“weak governance”), as in dual-class firms214 where public 
shareholders own only non-voting or low-voting shares.215 Shareholders 
want to hire only loyal managers but cannot distinguish beforehand 
between a loyal and a disloyal CEO.216 Suppose, further, that half of all 
candidates for the CEO job are loyal and half are disloyal.217 

Managers, once hired, face a discrete set of investment decisions. They 
can either choose project A or project B. Both require the firm to spend 
$1,000,000 to hire a team of workers. Project A is a good investment. At the 
end of the project, it will yield $1,500,000, representing $500,000 in profits 
after accounting for the $1,000,000 in labor costs—a 50% profit. Project B 
is a pet project that allows the manager to travel in style, hire relatives, 
elevate their social status, and so on. It will yield an expected value of 
$500,000, representing $500,000 in losses after accounting for the 
$1,000,000 investment—a 50% loss. However, these investments take time 
to pan out, and at least initially, shareholders cannot easily tell the 
difference between the two. Both cost $1,000,000 and otherwise resemble 
each other, so shareholders cannot tell whether managers have invested in 
the good project, A, or the bad project, B, until it is too late. 

Managers face a third option: do nothing. They can sit back and run the 
company as usual, make no new investments, and distribute to the 
shareholders the $1,000,000 that would otherwise be spent on labor. While 
shareholders cannot distinguish between project A and project B, they can 
distinguish between a manager who invests and one who distributes free 
cash. 

Shareholders now must choose between strong and weak governance 
given the risk of disloyalty—that is, the risk that they will hire a disloyal 
manager who will select project B. As mentioned, shareholders that choose 
weak governance face a 50% chance of disloyalty: If they hire a loyal 
manager (50% chance), he or she will invest in project A, generating 
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$500,000 in profits for the firm. If they hire a disloyal manager (50% 
chance), he or she will invest in project B, generating $500,000 in losses. 
The expected value218 of choosing weak governance, then, is zero.219 

If shareholders choose strong governance, however, managers are not 
likely to invest. Disloyal managers will not invest for fear that shareholders 
will recognize the investment as project B, while loyal managers will not 
invest in project A because shareholders may misperceive it as project B, 
thus potentially resulting in termination.220 Instead, managers will 
distribute any free cash through dividends and buybacks rather than 
investing it.221 On the margin, they will neither make nor lose money. The 
expected value of choosing strong governance, then, is also zero. 

Under these conditions, shareholders will be indifferent between 
strong and weak governance. Strong governance yields an expected return 
of zero because managers will have an incentive not to invest. Weak 
governance also produces zero expected returns because a loyal manager’s 
potential gains are wiped out by the risk of losses from a disloyal one. Either 
way, shareholders realize an expected value of zero and will thus be 
indifferent between strong- and weak- governance.222  

Of course, the indifference here is only due to the assumptions made: 
50% loyal managers, with losses and gains that cancel one another out. The 
following sections account for what happens when these inputs change. The 
key insight will be that the choice of governance structure is contingent: The 
most profitable governance structure depends on market conditions. 

B. The Feedback Between Wages and Governance Structure 

Previously, we assumed that both investment projects—A and B—cost 
$1,000,000 in outlays on labor. Suppose, for example, that each project 
demands ten employees be hired at $100,000 per employee. Given the other 
market conditions, this rate makes strong and weak governance equivalent 
in terms of expected return. Suppose, however, that wages decline to 
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$80,000 per employee. Each investment project will now cost $800,000 but 
will still yield the same returns. Project A will yield $1,500,000, and 
subtracting $800,000 in labor costs leaves a profit of $700,000 (as opposed 
to $500,000 before). Project B will yield $500,000; subtracting $800,000 in 
labor costs leaves a loss of $300,000 (as opposed to $500,000 before). 

Shareholders now face a different choice when making decisions about 
governance structure. Under strong governance, loyal and disloyal 
managers will continue to refrain from investing.223 The expected value of 
strong governance, therefore, remains zero. Weak governance, however, 
now yields a positive expected value. Shareholders stand a 50% chance of 
making $700,000 with a loyal manager and a 50% chance of losing $300,000 
with a disloyal manager, for an expected return of $200,000 in profits. When 
wages are low, then we can expect that shareholders will prefer weak 
governance to strong governance. 

At first, this result seems counterintuitive. Typically, shareholders 
prize the right to fire and replace corporate managers.224 However, when 
wages are low, they may wish to tie their own hands through weak-
governance measures, allowing managers to capitalize on discounted wages 
without fear of being fired.225 In other words, manager entrenchment makes 
good business sense if the goal is to encourage investment.226  

Notice that, under these conditions, shareholders would prefer weak 
governance in spite of the management agency costs it generates. While half 
of the weak governance companies will make $700,000 due to loyal 
managers investing in project A, the other half will lose $300,000 from 
disloyal managers investing in project B. This $300,000 loss represents the 
management agency costs of weak governance. However, where investment 
is particularly attractive—as here, with discounted wages—weak 
governance is still preferable to strong governance due to the outsized gains 
from investing.227 Thus, rational shareholders may want to cede control to 
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encourage managers to make investments where they otherwise would 
refrain—even though some companies will lose money because of 
management agency costs.  

A depressed labor market thus makes governance choices relevant: 
Weak governance is preferable given low wages. In a depressed labor 
market, we expect shareholders in at least some strong-governance 
companies to switch to weak governance so that their managers have the 
freedom to invest. As the number of weak governance companies rises, 
investment levels will increase, pushing up wages. Firms will continue to 
move to weak governance until wages rise to $100,000 per employee, 
where, as shown above, weak and strong governance have the same 
expected value. Once wages reach this rate, firms will once again be 
indifferent between weak and strong governance, and they will stop 
switching. In other words, they will have reached a new equilibrium, this 
time with more weak-governance firms.228  

Conversely, strong governance is preferable when wages are high. 
Suppose that wages rise to $120,000 per employee, for an aggregate labor 
cost of $1,200,000 for each project. Now, the potential profits and losses will 
flip: Project A yields only $300,000 in profits while project B yields 
$700,000 in losses on average. While the expected return of strong 
governance remains zero, as above, the expected return of weak governance 
is now $200,000 in losses. In this market, strong governance is preferable, 
and thus weak-governance firms will switch to strong governance, causing 
investment levels and hiring to fall and consequently lowering wages.229 
Firms will continue to switch, and labor prices will continue to decrease 
until wages fall to $100,000 per employee, making shareholders once again 
indifferent between strong and weak governance. At this point, there will 
be more strong-governance companies than before, but both governance 
structures will yield an expected value of zero. This, in essence, is the 
feedback loop between wages and governance structure. 

In equilibrium, then, shareholders will be indifferent between weak 
and strong governance regardless of the wage rate. The same can be said of 
the distribution between loyal and disloyal managers: Shareholders will 
adjust until they are indifferent between governance structures. For 
instance, assume that 70% of managers are loyal, and 30% are disloyal (as 
opposed to fifty-fifty before), and the wage level is $100,000 per employee. 
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Under these conditions, weak governance will be more profitable: 70% of 
managers (the loyal ones) will invest in project A and make $500,000 in 
profit, while 30% (the disloyal ones) will invest in project B and lose 
$500,000. The expected value of weak governance would then be a profit of 
$200,000 while the expected value of strong governance remains $0. 
Companies would switch to weak governance, pushing up wages. Wages 
would once again rise until they cancel out any gains from weak governance. 
Thus, in a world with a higher proportion of loyal managers, we can expect 
that there will be more weak-governance corporations, but the expected 
value of either governance choice will remain zero.230 

In short, just as wages impact the choice of governance structure, 
governance structure impacts wage rates. Strong governance discourages 
investment, whereas weak governance incentivizes it. Investment requires 
labor to build factories, launch divisions, open stores, build supply chains, 
and conduct research.231 Thus, if many companies move towards weak 
governance, investment and hiring will rise, pushing up wages. Conversely, 
if many firms switch to strong governance, investments will fall, and wages 
along with it. These symmetrical forces push wages to a competitive level.  

C. The Competitive Equilibrium and its Parameters 

The stylized model illustrates that governance structure and labor 
prices will reach an equilibrium where shareholders are indifferent as to 
governance structure. In this equilibrium, some number of weak- and 
strong-governance companies will coexist, with none gaining the upper 
hand by switching from one governance structure to another. Because this 
equilibrium reflects a labor price determined through competition among 
hiring firms—where none of the players, corporations, shareholders, and 
employees, enjoy market power—it maximizes social welfare reflected in 
the distribution of wealth between labor and capital.232  

To be sure, this equilibrium imposes certain inefficiencies on 
corporations and their shareholders because some proportion of firms will 
adopt weak governance.233 Returning to the model where 50% of firms had 
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weak-governance structures and 50% of managers were disloyal, 
probabilistically, twenty-five firms would hire disloyal managers who will 
destroy value by investing in pet projects (project B). In this case, $500,000 
in losses per firm at twenty-five firms would total $12.5 million in 
management agency costs.  

These costs to shareholders, unavoidable in a competitive equilibrium, 
can be considered an inadvertent subsidy to workers. If shareholders could 
avoid management agency costs by switching to strong governance only in 
the firms with disloyal managers, they could prevent those managers from 
making outlays on labor. In other words, disloyal managers—twenty-five in 
our example—invest in pet projects when shareholders would prefer that 
they do not invest at all. This investment represents a benefit to workers, as 
it increases hiring and bolsters wages. Because shareholders cannot 
preempt only disloyal managers, corporations spend more on labor than 
their owners would prefer.234  

While this balance is not optimal from the shareholders’ point of view, 
from a social perspective, it represents a competitive allocation of wealth 
between labor and capital. Importantly, the equilibrium with higher social 
welfare includes some level of inefficient management agency costs.235 But, 
as long as shareholders cannot perfectly identify management’s loyalty, 
management agency costs can only be reduced by creating a greater 
detriment to some other group of stakeholders.236 That is, even though this 
equilibrium is not optimal for shareholders, it is efficient overall.  

So far, this Part has demonstrated that labor prices and governance 
structure will counterbalance one another to reach a competitive 
equilibrium in the absence of common owners. The following section 
describes how common owners alter this balance by increasing the number 
of strong-governance companies, resulting in a new and less efficient 
equilibrium. 

D. Breaking the Competitive Governance Equilibrium 

Common owners and the push for strong governance represent a 
departure from the equilibrium described in the economic model above, 
where governance structure and wages interact in a competitive market. 
With competition, the number of strong governance companies is 
determined by the prevailing market wage. However, common owners push 
for strong governance regardless of market wages. As a result, the number 
of companies adhering to either governance structure—and thus, the wage 
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rate—is determined not by competition but by the governance preferences 
of a handful of asset managers.  

Recall that we assumed the market contained fifty strong-governance 
and fifty weak-governance firms, and half of the potential managers were 
disloyal. None of the players had the market power to change the 
equilibrium unilaterally.237 As demonstrated, labor prices reach a level such 
that no firm can boost profits by switching from weak to strong governance 
or vice versa.238  

Now assume that a handful of common owners hold large stakes in 
each of the 100 companies in the model.239 No single owner needs to hold a 
controlling stake in all the relevant companies so long as together they 
wield significant influence. Suppose that, at the urging of common owners, 
twenty firms switch from weak to strong governance. 240 From fifty-fifty, 
then, the market will now consist of seventy strong-governance and thirty 
weak-governance firms. 

Before, managers could choose to invest in project A and project B, 
either creating or destroying $500,000 in value, such that the expected 
value of weak governance after labor costs was zero. However, as common 
owners switch more firms to strong governance, investments will fall and 
the labor market will slacken, causing wages to decrease. Suppose that now 
each employee costs $80,000 instead of $100,000, for an aggregate labor 
cost of $800,000 for either project. Strong governance continues to net an 
expected value of zero since managers will continue to refrain from 
investing. However, weak governance will now yield an expected return of 
$200,000 in profits.241  

In a competitive market, shareholders would adjust to these abnormal 
returns by switching their companies to weak governance to take advantage 
of low wages, eventually pushing wages back up to equilibrium.242 However, 
in this new market, shareholders (common owners) prefer strong 
governance in spite of the wage rate. Regardless of the expected abnormal 
returns to any one firm from weak governance, common owners will 
oppose any move in that direction, meaning that wages will remain 
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consistently low. In effect, common owners have deactivated the market 
mechanism—choice of governance structure—that previously corrected 
any imbalance in the labor market.243 Therefore, common owners will have 
created a new equilibrium with lower investment and lower wages—in 
other words, a labor market monopsony.244 

The model above predicts that when the dust settles on this new world 
of common ownership, there will be more strong governance firms, a lower 
level of investment, and lower wages. Strong-governance firms will refrain 
from investing while weak governance firms will continue to invest—except 
now, the latter will enjoy a substantial labor discount. Because common 
owners own a market portfolio, they enjoy the extra profits accrued by 
weak-governance firms.  

Note that strong-governance firms are not likely to benefit in this new 
equilibrium. Even in the face of low wages, loyal and disloyal managers of 
strong-governance companies still face a risk of being fired if they invest, 
correctly or incorrectly. Thus, in spite of the abnormally positive returns to 
investment, strong-governance firms will still refrain from investing and 
will not enjoy the benefit of depressed labor prices.245 Strong-governance 
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firms neither lose nor gain any revenue: They did not invest before and do 
not invest now. However, the remaining thirty weak-governance firms in 
this economy will now benefit from anticompetitive wages. Each firm will 
net, on average, an extra $200,000, or an extra $6 million in the aggregate. 
Because common owners hold a stake in each company, their portfolio 
values will rise as the weak-governance firms become more profitable and 
the strong governance firms lose nothing. This money did not appear out of 
thin air but rather came out of workers’ paychecks: It represents a $6 
million subsidy from workers to the shareholders of the companies that 
employ them. In general, then, it is a $6 million transfer from the lower and 
middle classes to the rich.  

Worse yet, this transfer of wealth to shareholders will also inflict a 
deadweight loss on society: the twenty firms that switched from weak to 
strong governance will not invest and thus will not employ 200 employees. 
The severity of the deadweight loss depends on the alternative employment 
of these employees. If 10 employees stay unemployed, the loss would be $1 
million (10 x $100,000). Alternatively, if all employees will find employment 
but with a $10,000 lower annual salary, the deadweight loss would be $2 
million (200 x $10,000). That is, the cost of transferring $6 million to 
shareholders includes an additional substantial deadweight loss.  

Notably, common owners have expropriated value from the labor 
market without resorting to any collusion. Instead, the monopsony results 
from shareholders behaving as they otherwise would: firing disloyal 
managers, as they perceive them, and retaining loyal ones. However, 
because of the increased number of strong-governance firms, this everyday 
behavior results in underinvestment relative to a competitive market, and 
thus in lower wages. 

By shifting value from the labor market to the capital market, common 
owners create a new, less efficient equilibrium.246 While the equilibrium 
determined by competitive markets maximizes social welfare,247 the new 
market order imposed by common owners diverges from the maximally 
efficient distribution. Thus, not only do common owners divert value from 
the labor market to the capital markets, but they do so at the cost of reducing 
aggregate social welfare in the economy at large. 

Essentially, common owners have externalized some of their 
management agency costs to employees. Management agency costs are 
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minimized because fewer disloyal managers are investing in inefficient 
projects, and the loss from these inefficient projects is smaller, given the 
labor discount. Moreover, the efficient investments of the remaining loyal 
managers will be disproportionately profitable. However, what 
shareholders experience as management agency costs, workers experience 
as a boost to hiring and wages. By cutting these management agency costs, 
common owners have made the market work more efficiently for them—
but less efficient for everyone else.248 

E. Common Ownership Monopsony Compared to Other Explanations 

Thus far, this Part has explained how common owners operate to 
create a labor monopsony and shift wealth from labor to capital. However, 
other explanations have certain explanatory power. This section examines 
some of the alternative explanations for macroeconomic trends such as 
wage stagnation and increased economic inequality and shows how 
common ownership either supplants or complements these alternatives. 

 

1. Product Monopolies 

Emerging literature attributes anticompetitive effects to common 
owners by suggesting that they influence product markets rather than labor 
markets.249 To be sure, this theory would also explain the declining 
investment and stagnant wages: By decreasing output in order to raise 
prices on products, common owners would also incidentally reduce 
investment, hiring, and wages. Monopsony and monopoly, after all, “are two 
sides of the same coin, and both harm labor and product markets.”250 
Because common owners hold stakes in competing corporations, they could 
theoretically benefit by incentivizing their portfolio companies to raise 
consumer prices by not competing with one another.251 For instance, 
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economists have noted anticompetitive effects of common ownership on 
the prices of airline tickets.252 

However, the monopoly theory faces a key limitation not shared by the 
monopsony theory: It requires common owners to take explicit or implicit 
steps to facilitate a monopoly in the product markets. In other words, the 
monopoly theory contends that household names, such as Blackrock and 
Vanguard, participate in an illegal conspiracy to raise prices. So far, scholars 
have not provided convincing evidence that such systematic 
anticompetitive behavior exists,253 and absent this evidence, it is difficult to 
believe those common owners could rig the product markets for four 
decades without attracting notice.  

By contrast, the monopsony theory explains wage stagnation and 
income inequality without pointing to collusion. Rather, this Article 
contends that common owners create a labor monopsony by doing what 
they always do: pushing for strong governance and disciplining disloyal 
managers. In other words, strong governance is not the benefit of common 
ownership against which we must weigh the anticompetitive costs. Rather, 
the costs and benefits of common ownership are both generated by 
institutional investors’ policy of pushing public corporations to adopt 
strong governance. 
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Viewed in this light, it is clear that the monopsony effect does not share 
the monopoly theory’s limitations. Common owners increase shareholder 
profits at the expense of other stakeholders not through illegal coordination 
in the pricing of products (output) but more plausibly through strong 
governance resulting in monopsony pricing of labor (input).  

 

2. Shareholder Primacy 

The shift to shareholder primacy has been blamed for increasing 
income inequality.254 The argument is that as managers started to maximize 
shareholders’ value, they were doing so at the expense of other 
stakeholders, such as employees. Indeed, today “shareholders versus 
stakeholders” is at the center of academic debate, with many arguing in 
favor of shifting corporations back to maximizing stakeholders’ value.255 

While shareholder primacy was a contributing factor to the rise of 
strong governance,256 it cannot explain income inequality in itself. No 
amount of attention lavished on shareholders could transfer wealth away 
from other stakeholders in a competitive market. Where wages are 
determined by competition among rival employers, even the most zealous 
efforts by management could not lower those wages in the interest of 
enriching shareholders. Only by incapacitating the feedback loop between 
wages and corporate governance have common owners been able to 
transfer value from employees to shareholders. Shareholder primacy alone 
cannot explain these trends. 

 

 

3. Classic Labor Monopsony 

Commonly, the theory of labor monopsony focuses on firms’ market 
power over labor—that is, on the relative bargaining power of firms versus 
employees and the factors affecting it. 257 While this brand of explanation 
has some explanatory power, it does not conflict with the explanation 
offered by the common ownership monopsony theory. 

i. Market Concentration—A firm’s market power is commonly achieved 
through market concentration, either in a geographic area, a production 
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technology, or the product market.258 When the employee’s bargaining 
power is low, the firm can offer a lower salary. For instance, imagine a 
geographic area where there used to be ten factories, and now there are 
only two.259 As the competition among factories over employees in an area 
decreases, so does the employee’s bargaining power. Although this theory 
potentially explains wage stagnation and income inequality, studies 
increasingly challenge the empirical evidence of labor market 
concentration.260 

By contrast, this Article contends that the monopsony is driven by 
shareholders’ market power (common ownership). Thus, firms’ market 
concentration (geographic or product) is unnecessary for the labor 
monopsony to work. Indeed, common ownership has the greatest effect of 
lowering investments in industries that are less concentrated at the firm 
level.261  

ii. De-unionization—Another source of firms’ increased market power 
over employees is the de-unionization of the U.S. labor market. Collective 
bargaining increases employees’ market power, allowing them to receive 
competitive salaries according to their productivity. 262 Moreover, strong 
unions also have a spillover effect on other nonunion firms, forcing them to 
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increase wages as well. However, the percentage of employees represented 
by unions fell rapidly in the 1980s and continued to fall in the 1990s and the 
early 2000s.263 The falling rate of unionization, and the decreased spillover 
effect that followed, have contributed to lower wages.  

This theory’s critics ascribe the decline in workers’ power not to the 
de-unionization itself but to parallel trends that separately eroded the 
unions’ bargaining power, such as global trade pressures, the shift to 
services, and ongoing technological change.264 In that vein, our theory can 
add another trend affecting the bargaining power during the same period. 
Powerful institutional investors shifting firms to strong governance and 
shareholder primacy changed labor negotiation dynamics—employers took 
a militant stance against unions and employees.265 Notably, this may be 
because the market is less competitive: When there are fewer investments, 
employees have less bargaining power in the first place. 

iii. Globalization and Immigration—Employees’ bargaining power also 
decreases when they compete with a greater number of other employees: 
The greater the number of employees (higher supply), the lower the wages. 
Competition with employees from other countries can take the form of 
either production moving to another country (globalization266) or 
employees moving to the U.S. (immigration267). While immigration cannot 
explain the decrease in investments and the lower percentage of employees 
working in public corporations, globalization can. However, a study of the 
causes of decreased investments assigned a low explanatory power to 
globalization.268 These trends may be a parallel cause of wage stagnation, 
along with common ownership. 

iv. Technology—Technology affects labor in two related ways. First, it 
displaces some employees (via automation, robots).269 Second, it 
differentiates between employees—educated employees who can produce 
or operate technology (and get high salaries and equity) and employees 
who cannot (and get stagnant wages).270 Studies have found that technology 
can explain about a third of the effects on labor.271 The common ownership 
monopsony theory aims to explain the other two-third. 
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In sum, while other theories may hold some purchase, common 
ownership monopsony greatly contributes to some of the more troubling 
macroeconomic trends of this day and age. The detrimental effect of 
common ownership on labor markets and the economy requires a 
rethinking of how the law treats common owners and strong governance. 
The following Part begins to analyze the policy implications of the 
monopsony effect. 

IV. REVERSING THE MONOPSONY EFFECT: BREAK UP BLACKROCK? 

Given the inherent tradeoff of strong governance—reducing 
management agency costs while creating a labor monopsony—
policymakers face a dilemma. Should they side with employees or 
shareholders? If shareholders’ interests are the primary concern, nothing 
should be done. Common owners’ power will continue to grow, and with it, 
the destructive effects of strong governance. If the interests of employees 
are the primary concern, however, policymakers should act.  

To restore markets to their previous equilibrium—where shareholders 
have no market power and workers benefit from their increased 
productivity—policymakers must eliminate the monopsony effect by 
increasing the number of market players. Fragmenting the market reduces 
each individual player’s influence—thereby shifting the balance back 
toward weak governance and managerial freedom.272 That is, to solve the 
problems caused by common ownership, the answer is to break up common 
owners.  

At present, Congress to all appearances does not have the political will 
to break up institutional common owners, as institutional investors have 
effectively “captured” Congress through political spending. Since the 2008 
financial crisis, institutional investors have drastically ramped up both their 
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campaign contributions273 and lobbying expenditures,274 with a particular 
focus on members of congressional Finance Committees.275 In exchange, 
institutional investors seem to have bought themselves the servility of 
congressional decisionmakers, who have stood up for them against 
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regulating agencies.276 It is therefore difficult to imagine that efforts to 
break up institutional investors would be successful.   

Nevertheless, one can hope that with both parties’ attention shifting to 
the hitherto neglected middle class, Congress can find common cause in 
arresting the decline of the American worker by breaking up common 
owners.277 This Article therefore presents the breakup alternative and its 
expected effects.278 Section A outlines the restriction on AUM in order to 
limit the monopsony effect. Section B shows how breaking up multitrillion-
dollar asset managers will affect the relationship between shareholders and 
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management, thereby increasing managerial freedom. Section C concludes 
that these changes would disrupt the monopsony effect by tipping the 
market away from strong governance and restoring the competitive 
equilibrium. Finally, section D will address counterarguments. 

A. Break Up BlackRock? 

The small group of common owners that control the vast majority of 
publicly traded corporations prevents any move toward weak 
governance—even though it would be profitable for individual firms. 
Capping the AUM that any one firm can manage would require the breakup 
of large common owners into smaller owners, limiting the extent to which 
they can influence the governance structure of portfolio firms. Corporations 
would have the freedom and incentive to shift back to weak-governance 
regimes, thereby disrupting the monopsony effect. 

In other words, policymakers should limit common owners’ power by 
reducing their size, as power is the crucial variable. For example, even under 
dispersed ownership—with millions of small, diversified shareholders—
each diversified investor would benefit from increased returns resulting 
from the monopsony effect. However, such small shareholders do not have 
the power to push corporations to adopt strong governance. In other words, 
diversification creates the incentive to push for stronger governance, but it 
is size that provides the power to achieve it. Without that power, the 
monopsony effect is impossible. 

Limiting the AUM of any one institution would force large asset 
managers to break up into smaller ones. For example, capping the AUM of 
asset managers at half-trillion dollars would require BlackRock—which 
holds almost eight trillion dollars in AUM279—to break up into fifteen 
different fund families and State Street, Fidelity, and Vanguard to split into 
an additional twenty-five fund families.280 With a smaller AUM, no single 
fund or group of funds could gain dominance over the entire market.281 A 
fund might attain a common owner’s status but could no longer act as the 
type of powerful common owner that has led to the monopsony effect.282 

The particular amount at which to cap AUM should take into account 
the minimum size to achieve economies of scale in investing—an 
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investigation beyond the scope of this Article.283 However, the fact that the 
median AUM of the top 500 asset managers globally is below $50 billion284 
suggests that AUM does not need to be in the trillions to achieve economies 
of scale. For the sake of discussion, a half-a-trillion dollars is a convenient 
number—but clearly, as the cap decreases, the number of players in the 
stock markets increases. 285 To maintain the same relative size over time, 
the AUM cap could also be indexed to the increases in the value of the stock 
market as a whole.286 While the appropriate cap needs further study, the 
monopsony effect demonstrates that over the last four decades, the balance 
has tipped toward too few powerful owners. Thus, moving toward more, 
smaller owners—as regulations have historically sought287—would reduce 
labor market monopsony.  

Notably, capping the amount that an asset manager could hold in any 
one industry or corporation could achieve similar effects: Fund families 
would be prevented from holding huge stakes in competing businesses.288 
Such a scheme would preclude common owners within industries, as well 
as across the entire market. However, capping the amount that institutions 
could hold in any one corporation or industry would be more disruptive 
than a global cap. Funds would be forced to sell off huge stock blocks to get 
below holding limits and diligently maintain their holdings within those 
limits forever after.289 This is a more complicated task than it seems: Since 
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institutional investors are composed of multiple funds,290 assuming holding 
caps would apply to the entire institution, asset managers would have to 
dole out allowances to each fund and ensure the sum of their holdings do 
not exceed the aggregate limits.291 Moreover, such a proposal would unduly 
restrict strategies that institutional investors could use, for example, by 
preventing them from building large positions in companies or industries 
with perceived upside. Thus, capping the amount any asset manager could 
hold in any particular corporation or industry would create more 
transaction costs than simply capping the absolute amount of AUM of each 
asset manager. 

B. The Impact of Breakup on Common Ownership 

The monopsony effect arises not because common owners are 
diversified but because they can impose their governance agenda on 
essentially the entire market, impacting the balance of strong- and weak-
governance companies.292 A larger group of smaller investors would not 
have the power to assert similar dominance over the corporate sector. 
Particularly, smaller asset managers operating under an asset cap could not 
generate a monopsony effect for at least three reasons: (1) They would lack 
the incentives to participate in corporate democracy directly; (2) activist 
investors would face greater transaction costs in pushing for strong 
governance; and (3) directors would be free to act independently without 
worrying about the “800-pound gorilla” of institutional-investor voice. 

 

1. Incentive to Vote 

A shareholder’s incentive to vote depends on the expected value of 
voting: the expected benefit of a successful vote minus the cost of being 
informed about voting options. 293 Because of fixed information costs, 
smaller asset managers would have less incentive to participate in 
corporate voting than larger asset managers.294 For small asset managers, 
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the upside of a value-maximizing vote on their rather minute proportion of 
the corporation does not justify the fixed cost of becoming informed about 
that vote.295 It may make sense for a family of index funds with cumulative 
assets in the trillions to invest in the human resources and technology to 
make informed decisions because the bump in portfolio value (and thus 
management fees) exceeds the cost of becoming informed.296 The sheer size 
of their holdings—and the associated upside potential of voting in a way 
that increases corporate value297—makes participating in corporate 
governance worthwhile.298 This explains why “passive” asset managers do, 
in fact, actively participate in the affairs of their portfolio companies.299 
Following a breakup, then, smaller asset managers would no longer have 
the same incentives to participate in corporate governance, and common 
owners’ effect on the labor monopsony would thus diminish. 

 

2. Increased Transaction Costs for Proxy Fights 

Increasing the number of asset managers would also make it more 
difficult for activist investors to build the coalitions necessary to wage proxy 
campaigns, limiting one of the central tools common owners use to restrict 
managerial freedom. Instead of working with the same few repeat players 
in every proxy fight, activists would have to engage many more 
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shareholders300 and win over a much larger cadre of investors.301 A larger 
number of investors presents not only a challenge in terms of time, energy, 
and communication costs but also a strategic difficulty in forming a 
coalition.302 The larger the number of asset managers, the greater the 
possible divergence of opinions among them as to both the appropriate 
governance structure and the quality of investments undertaken by 
managers.303 A larger number of investors with differing opinions will also 
allow managers to counteract activists by persuading a substantial number 
of shareholders to support management over the activist.304 Consequently, 
even in corporations with strong governance, the probability of mistakenly 
firing loyal managers will decrease.305  

 

3. The 800-Pound Gorilla 

Controlling shareholders have been colorfully described as an 800-
pound gorilla—their will may be ignored only at one’s peril.306 Although the 
Big Three institutional investors rarely exert outright control, together, they 
are the largest shareholder in 90% of the S&P 500.307 Breaking up the largest 
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asset managers would go a long way toward sidelining the stock markets’ 
King Kong,308 allowing directors to exercise greater independence in 
investing and hiring. 

For example, a director would be unlikely to defy BlackRock without 
fear of reprisal. That same director might also serve as a director309 or 
executive310 at another firm where BlackRock holds a large stake. Now, 
multiply that effect threefold if all the Big Three oppose a move. Directors 
with career and reputation concerns cannot risk their relationship with the 
Big Three or other major asset managers because these same key investors 
wield influence throughout the corporate sector.311 Disappointing a 
controlling shareholder may lead to dismissal from a single board, but a run-
in with a giant institutional investor could have more far-reaching 
consequences.312 A smaller asset manager does not create the same career 
and reputation risks.313 As such, breaking up the largest institutional 
investors would allay director concerns and allow them to act 
independently and according to their best judgment, without significant 
fear of reprisal. 

Together, these effects explain why a smaller asset manager lacks the 
means and incentive to influence corporate governance in the same way 
that mega-managers such as BlackRock and Vanguard do. The sum of a 
smaller set of large voices is greater than the sum of a larger set of small 
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ones. In short, following a breakup, common owners would no longer have 
the ability to impact corporate governance to the extent of creating a 
monopsony effect. 

C. The Monopsony Model Revisited 

The monopsony model above demonstrates how common owners 
push the corporate governance balance away from its equilibrium, resulting 
in a disproportionate number of strong-governance firms.314 After a 
mandated breakup, common owners would no longer have the same power 
to influence governance decisions en masse. Their ability to create a 
monopsony effect would be impaired or disrupted altogether. As such, after 
a mandated breakup, investments would rise, stimulating hiring and 
pushing labor prices back to equilibrium. 

Consider again the model introduced above, where, due to the 
influence of common owners, wages are $20,000 below equilibrium.315 
Employees earn $80,000 a year despite producing marginal revenue of 
$100,000. From an equilibrium of fifty-fifty strong and weak-governance 
firms, common owners have created a market of seventy strong-governance 
firms and thirty weak-governance firms. Previously, common owners 
opposed any attempt to move corporations back toward weak governance, 
resulting in higher returns to their portfolios due to below-market wages.316 

Now, however, suppose a mandated breakup has sidelined those 
common owners. Firms are once again free to make governance decisions 
that maximize profits. In order to benefit from the $20,000 marginal profit 
from each employee hired, some of the strong-governance firms will switch 
to weak governance so that managers will be empowered to hire up 
workers and generate abnormal returns.317 As more and more firms switch 
to weak governance, wages will rise until they equal the marginal revenue 
of each new hire.318 That is, wages will climb back to $100,000. Moreover, 
as productivity increases over time, so too will wages, eliminating the 
monopsony effect in the long run. 

A mandated breakup would disrupt the central mechanism of the 
monopsony effect. Capping AUM and separating passive and active 
investing would restore competition to the labor market and balance to the 
corporate governance. Thus, breaking up large asset managers is a 
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significant step policymakers could take to eliminate the monopsony effect 
and return wages to their competitive levels. 

D. Breakup, Agency Costs, and Inequality 

The breakup proposal goes against the view of agency-costs 
essentialists that strong governance is an unmitigated good.319 This Article 
advocates for breaking up major asset managers for precisely the reasons 
that other scholars have lauded their interventions. To take one example, 
scholars have praised institutional investors for providing support for 
activist hedge funds to implement cost-saving and shareholder-
empowering measures.320 Meanwhile, this Article views the “one-two 
punch” of common owners and activists as a threat to competitive labor 
markets, as it leaves directors and managers less willing to invest in hiring 
workers. 

The key to allaying these concerns is the realization that while agents 
introduce costs, so too do principals. Empowering agents increases agent 
costs while empowering principals results in principal costs.321 For the past 
several decades, scholars have focused on how to ameliorate agent costs by 
empowering principals—that is, how to police corporate malfeasance by 
empowering shareholders to hold disloyal managers accountable.322 This 
Article argues that the fight against agent costs has neglected to consider 
the principal costs it inflicts in the form of a labor-market monopsony.  

To be sure, a return to a more dispersed ownership world would mean 
greater management agency costs. If activist investors are hamstrung in 
their ability to wage proxy fights against disloyal managers, more inefficient 
investments would follow. However, there would also be fewer 
downsizings,323 fewer mass layoffs,324 and fewer managers mistakenly fired 
for being disloyal.325 Managers, loyal or disloyal, would be freer to invest in 
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aggregate. Indeed, shareholders would suffer a loss from more inefficient 
investments by disloyal managers, but shareholders would only be losing 
the value previously taken from employees.326 The result would not be a 
windfall to employees but rather a return to a more efficient and equitable 
balance between labor and capital.327 

In short, agent costs have fallen too much, and principal costs have 
increased too much. In a competitive equilibrium, investors bear some 
efficient level of inefficient investments due to agent costs.328 Under the 
present equilibrium, those agent costs are too low, coming at the expense of 
lower wages. The claim that muffling institutional voices would increase 
management agency costs is correct, but it misses the point. Indeed, smaller, 
weaker asset managers would be less able to promote shareholders’ 
interest in minimizing agent costs. But other interests—particularly those 
of employees—would be better served, as would the interests of the market 
as a whole. 

CONCLUSION 

In addition to explaining macroeconomic trends like wage stagnation 
and growing income inequality, the monopsony effect of common 
ownership challenges the conventional wisdom in corporate law 
scholarship that strong governance is a net economic good. This Article 
identified the long-suspected—but until now, elusive—anticompetitive 
implications of common ownership and strong governance. While strong 
governance reduces management agency costs, it simultaneously 
discourages investment and hiring. Common ownership brings about a new 
and less efficient equilibrium, with higher corporate profits, lower wages, 
and increased income inequality. The inherent tradeoff of strong 
governance suggests that policymakers must choose between siding with 
shareholders or employees. If they choose employees, policymakers should 
consider breaking up common owners. Only by breaking the hold common 
owners have on the equity markets can policymakers restore wages to their 
competitive equilibrium.  
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