
Finance: 
Can We Really Afford Financial Capitalism?
by Göran Nilsson

Mercury Magazine 2014, Summer/Autumn
(Special Issue on Sustainability), 
Issue 7-8, pp. 068-073.

Mercury Magazine issue No. 7/8, [Summer/Autumn] 2014. Copyright © 2014, The Department of Business 
Studies, Uppsala University. All rights reserved. Reproduction of the printed magazine in whole or in part 
without written permission is strictly prohibited. Mercury Magazine ISSN 2001-3272 is published by the 
Department of Business Studies, Uppsala University, Box 513, SE-751 20 Uppsala, Sweden. This reprint is 
available for free at www.fek.uu.se/mercury. Annual printed subscription rates for non-alumni and non-students 
at the Department are 399 SEK, Euro 50, $60, £35. To subscribe please email your order to info@fek.uu.se.

0714068073

Mercury Magazine is the official magazine of the Department of Business Studies at Uppsala University
 
 



 0 0 50 0 4 

014
MESSAGE FROM THE HEAD: 
STEPS FORWARD
Head of Department Leena Avotie on 
recognizing the importance of 
sustainability, not least in education. 

016
SWEDISH SORROWS 
AND DANISH DELIGHTS
Lars Engwall on the contrasting 
development of the pharmaceutical 
industry in Sweden and in Denmark.

018
SUCCESSFUL ENTREPRENEURS 
ARE SUSTAINABLE
Successful entrepreneurs are 
characterized by understanding the 
concept of balance, argues Ivo Zander. 

020
THE CONCEPT OF 
COMPLY OR EXPLAIN
Hans Dalborg, Honorary Chairman of 
Nordea, illuminates a key concept in 
corporate governance.

023
BOOk REvIEW: 
’THE SECOND MACHINE AGE’
A review of the acclaimed new book by 
Erik Brynjolfsson and Andrew McAfee.

024
SCIENTIFICATION IN
SPORTS
The field of sports is one of many 
frontiers of ongoing scientification 
argue Leon Michael Caesarius and 
Jukka Hohenthal.

026
NOT BEING LAZY
Lena Zander portraits Magnús Scheving 
[cover] - a social sustainability 
entrepreneur in the entertainment 
industry.

034
LEADERSHIP AND
SUSTAINABILITY
Carin Eriksson Lindvall identifies four 
factors that seem to contribute to the 
creation of intrinsic motivation.

038
SERvICE LOGIC AND
PRODUCTIvITY
Bo Edvardsson explains what you need 
to consider in order to improve service 
productivity in your organization.

041
PHENOMENA:
EMOTIONAL CONTAGION
Are users being treated as guinea pigs 
when Facebook’s data science team 
carries out experiments?

042
CLIMATE CHANGE
Daniel Nyberg and Christopher Wright 
argue that the nature of the corporate 
world’s responses to climate change 
hitherto can best be described as myths.

050
WHEN SOME CUSTOMERS 
ARE WORTH MORE THAN 
OTHERS
Preferential treatment may be unwise, 
argues Magnus Söderlund.

p
h

o
T

o
 b

y
 J

o
h

A
N

N
A

 h
A

N
N

o



0 0 6       0 0 7

052
MOOCS
Leon Michael Caesarius and Jukka 
Hohenthal investigate if MOOCs will help 
redefine the higher education landscape.

060
THE CURSE OF THE 
COMMUNICATION LITERACY
Josef Pallas is not convinced about the 
PR-industry’s alleged merits. Instead he 
tries to answer the question: when is it 
time to fire the PR-consultant?

063
ROCk STAR 
PROFESSOR
Professor and Managing Director turned 
rock star � Henrik Bäckström is the 
renaissance man. 

064
MONSTROUS LEADERS
Torkild Thanem shows how monstrous 
leaders constitute a new leadership 
category and how you can avoid 
becoming such a leader.

068
CAN WE REALLY AFFORD 
FINANCIAL CAPITALISM?
Political and economic systems are 
often deemed as fiascos, but when are 
we going to make a similar evaluation of 
financial capitalism, asks Göran Nilsson.

074
WHAT YOU BELIEvE 
IS WHAT YOU SEE
The essence of sensemaking occupies 
Henrik Bäckström's mind. 

076
THE FUTURE OF 
THE MULTINATIONAL 
CORPORATION
Ivo Zander paints a picture of the future 
of the well-established multinational 
corporation.

082
SUSTAINABLE DEvELOPMENT 
NEEDS STIMULI
Staffan Movin calls for cooperation 
between society, academia and business.

084
TOTAL vALUE OF 
OWNERSHIP
When you calculate customer 
profitability, ask not if your company 
makes money of customers but if your 
company helps your customers to make 
money, says Torkel Strömsten.

090
vALUE vS vALUE
Magnus Frostenson focuses on the hard 
predicament of sustainability.

092
STUDYING CONTROLLERSHIP
Frank G. H. Hartmann draws on 
experimental studies to increase our 
understanding of controllers' conflict of 
interest.

098
WHY PERFORMANCE-BASED 
PAY ACTUALLY MAY LOWER 
MOTIvATION
Göran Nilsson explains why financial 
incentives sometimes fail.



 0 6 90 6 8 

FINANCE

 A
R

T
W

o
R

K
 b

y
 S

C
O

T
T

 L
ID

D
E

L
L



               the light of the recent financial crises it 
might be relevant to ask whether we really can afford financial 
capitalism. According to an article in Svenska Dagbladet 
(August 1st, 2013) the financial crisis has cost the United 
States 14 thousand billion dollars, and that is probably a low 
estimation. People have lost their jobs and homes, and in 
many cases also hope. This situation is of course less severe 
in Sweden, although not in all European countries, but once 
again we have seen some of the financial actors making great 
losses. Swedbank suffered severely after the crisis reached the 
Baltics and Carnegie and HQ Bank have gone bankrupt after 
having taken risks in what seems like very irresponsible ways. 
Many other industries, including the manufacturing industry, 
have also suffered and it looks like we finally have seen the end 
of SAAB Automobiles and several other companies.

Other political and economic systems, such as socialism, 
are quite often deemed as fiascos after they repeatedly fail in 
providing economic development and welfare, not to mention 
human rights, to the people. I wonder when we are going to 
make a similar evaluation of financial capitalism. But first I 
may need to make clear what I mean with financial capitalism.

I have borrowed the term financial capitalism from the 
American management professor Gerald F. Davis’ book 

Managed by the Markets. Financial capitalism is characterized 
by a financial logic were what really matters is allocating 
capital in an efficient way. Davis contradicts this with 
industrial capitalism which is governed by an industrial 
logic and where what really matters is producing goods and 
services at a lower cost than what the customers are willing 
to pay for them. The focus has according to Davis shifted from 
production of goods and services to allocation of capital and 
financial logic has replaced production logic.

In financial capitalism the production is taken care of 
in investment objects regarded as black boxes, and thus not 
something that the important actors in this type of economy 
has to worry about. What they do is that they assign the re-
sponsibility of production (and everything else they do in the 
black boxes) to so called agents, also referred to as CEOs. In 
order to make sure that the CEOs take well care of production 
and create high return on the investments they also design 
performance-based incentive systems. The incentive systems 
are usually based on the financial performance of the company 
and/or the performance of the stock. A side effect of this is that 
the CEOs actually can ignore production altogether as long 
as they show good financial figures, which tends to create a 
rather high degree of creativity among the CEOs.

In the sustainability debate it is often argued that 
the prevailing financial system in the West (i.e. financial 
capitalism) favours the shareholders, at the expense of, 
among other thing, the environment. Even if this is very 
serious indeed if true, I fear that it does not even favour the 
shareholders. If we look at the stock rate developments for 
instance in Stockholm and London, we can see that it was 
exceptionally good in the eighties, very good in the nineties, 
but somewhat of a catastrophe in the 2000’s. The increase 
in stock rates has actually vanished during the same time as 
financial capitalism has grown in importance. So, the winners 
in financial capitalism do not seem to be the capitalists. It 
is rather the actors in the financial sector who gain from 
fluctuations in stock prices and other financial instruments, as 
well as those who get very large bonuses during short periods 
when their organizations prosper (and don’t lose equivalent 
amounts in the following downturns). 

But how is this possible, you may ask. Doesn’t financial 
capitalism imply an increased focus on efficient allocation of 
resources and an increased return on the invested capital? The 
answer is of course: Yes it does! Moreover, it has also brought 
a very strong focus on value-creation and shareholder value 
in many organizations. Society has probably never been as 
dedicated to create returns on the investors’ money as in recent 
decades. The problem is that it does not seem to be working 
very well, at least not in the long run. I can see some plausible 
explanations for this and they relate to how the organizations, 
the black boxes, are influenced by this trend. The fact that 
organizations to a large degree also are treated as black boxes 
in research has the consequence that we know far too little 
of how financial capitalism actually influence organizations. 
Still, we do have some implications about it and I am going to 
discuss some of these here.
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 The first implication relates to the face towards the owners 
and ass towards the customers-syndrome. Or as a manager in 
an American company expressed it in a research study: The 
product is stock, that’s our product. We sell stock. The focus 
in financial capitalism thus seems to have moved from the 
customers to the owners.

I have found a quite good example of this in a recent 
research study of a biotech company, conducted by myself and 
a colleague. In this company there was for a time a critical lack 
of funding combined with a disappointment among the owners 
regarding the company’s ability to get a product out on the 
market. During this period the management team had to devote 
practically all their time to the owners. Not only were they on 
a constant search for new investors, they also had to supply 
the present owners with endless plans, reports, explanations 
and analyses regarding their performance. The great irony was 
that they did not have the time to manage the organization so 
that they would get a product out on the market, as the owners 
demanded, since all of their attention was turned towards the 
owners and not towards the organization and the market!

I actually experienced something quite similar when I was 
working as a controller in a manufacturing company some 
twenty years ago. We were of course held accountable for our 
performance and had to explain why we were not performing 
as well as planned, when that was the case. However, the 
problem was that just like in the biotech case the worse 
we were performing, the less time we had to do anything 
about it, since we spent all our time explaining why we were 
performing so badly and present plans on what to do about it! 

A related implication is short-termism. Even if there is far too 
little research on this, there are a number of studies showing that 
high pressure to show good short-term financial performance 
also leads to a short-term focus, e.g. expressed as a reluctance to 
make long-term investments. There are also a number of studies 
showing that managers in countries where the stock market is 
very important, like the UK and the US, are more short-term 
in scope, compared to countries where the stock market is less 
important, like Germany and Japan. According to these studies 
the Anglo-Saxon managers tended to have a more short-term 
focus, had incentives based on more short-term measures, 
were less inclined to make long-term investments and based 
investment decisions on financial rather than strategic con-
siderations. They had also worked shorter periods in their 
companies, had less knowledge about market and technology 
and were more inclined to manipulate accounting numbers, all 
compared to the German and/or Japanese managers. Given the 
strong link between financial capitalism and the stock market I 
would say that these findings support the claims that financial 
capitalism creates short-termism.

There are several other potential problems related to 
financial capitalism and its influence on organizations. One is 
that it tends to inhibit integration in organizations. The often 
quite extravagant bonuses paid out to the top managers tend 
to create a feeling of we and them rather than strengthening 
employees’ loyalty to the company. Moreover, the hierarchic 
and vertical control systems intended to support the value 

creation also tends to increase the problems of lacking 
horizontal integration between different units and functions 
in the organization.

Another potential problem is the inclination to manipulate 
the accounting data in different ways, ways that may be 
beneficial for the managers in the short run but not for the 
company in the long run. There is research indicating that this 
type of behaviour is reinforced by two factors. The first factor 
is a strong pressure to show good financial figures, the other 
one is the prevalence of performance-based incentive systems 
tied to these figures. It is interesting to note that these factors 
represent alternative explanations to lacking governance, 
which seems to be the explanation always referred to when 
trying to handle these problems and which always seem to lead 
to increasingly comprehensive frameworks for governance.

The irony of all this is that the situation does not really 
seem to benefit any of the stakeholders. The owners do 
only seem to benefit in a very short-term perspective and 
even then only if they happen to put their money on the 
right horse at exactly the right time. The managers may as 
we have mentioned benefit substantially from the incentive 
systems during times when the company is performing very 
well. But they also have to put up with very tight control 
and governance systems from not only the owners, but also 
from the media and CSR-related organizations discussed 
elsewhere in this issue. In fact, it is very interesting to see 
how top managers have been transformed in the eyes of 
the media and the public, from heroes only a few decades 
ago, to what now mainly seem like crooks that only want to 
benefit themselves and therefore need be carefully governed. 
Regarding the customers and employees we have already 
discussed that the strong focus on the owners leave them 
wanting more, and the recent crises hardly make financial 
capitalism look like a triumph for society either.

If we go back to the glory days of industrial capitalism, 
which in many western countries probably would be the 
sixties, the difference is striking. The companies were doing 
very well, the owners were also doing well, the managers were 
often well-respected heroes, the employees experienced a 
rapidly increasing living standard, the customers got more, 
better and often cheaper products and services to choose from 
and society prospered in many respects. 

However, I am not suggesting that we can go back to the 
sixties and the glory days of industrial capitalism, or that 
industrial capitalism always was as successful as during the 
sixties, for that matter. But it makes me wonder if financial 
capitalism really is the best solution we can come up with? 
Surely there must be a better way to reach financial, as well 
as social and environmental sustainability! Some clues can 
probably be found in industrial capitalism and others would 
surely surface spontaneously if they weren’t suppressed 
by financial capitalism. Maybe we should just start with 
abolishing the worst excesses of financial capitalism, 
like the performance-based incentive systems? And the 
incentive system is actually a topic that I discuss further in 
this issue! (please see pages 98-99)  
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