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INTRODUCTION

IN NICHOLAS NICKLEBY, CHARLES DICKENS TELLS THE TALE OF A joint stock company. It is, he assures us, of “vast national importance.” Its business will contribute to “the wealth, the happiness, the comfort, the liberty, the very existence of a free and great people.” Members of Parliament announce their support. Crowds of investors show up to attend its first meeting. There are, in short, great expectations for the United Metropolitan Improved Hot Muffin and Crumpet Baking and Punctual Delivery Company.

“Why the very name will get the shares up to a premium,” one of the directors exclaims.

Standing on a stage before a meeting of assembled investors, the directors begin their pitch by denouncing the great evils that beset the current muffin trade. One director tells of a visit he made to the houses of the poor in London. “He had found them destitute of the slightest vestige of a muffin, which there appeared too much reason to believe some of these indigent persons did not taste from year’s end to year’s end.” Another director, “a grievous gentleman of semi-clerical appearance,” stands up to detail the sufferings of the so-called muffin boys, the children who walk the streets of London hawking muffins to the public. “It seemed that the unhappy youths were nightly turned out into the wet streets at the most inclement periods of the year, to wander about, in darkness and rain—or it might be hail or snow—for hours together, without shelter, food, or warmth; and let the public never forget upon the latter point, that while the muffins were provided with warm clothing and blankets, the boys were wholly unprovided for, and left to their own miserable resources. (Shame!)” The speeches bring tears to the eyes of the ladies in the crowd.

Fortunately, the directors continue, the United Metropolitan has a plan to solve this melancholy state of affairs. First, the directors promise, they will prohibit, under heavy penalties, all private muffin trading. Second, they will supply the public with muffins of first quality at reduced prices. Finally, they will render the purchase of muffins and crumpets “compulsory upon all classes of the community.” The directors announce that a bill to this purpose has been introduced into Parliament.

The directors’ words have a profound effect on the crowd. “All the speeches put together did exactly what they were intended to do, and established in the hearers’ minds that there was no speculation so promising, or at the same time so praiseworthy, as the United Metropolitan Improved Hot Muffin and Crumpet Baking and Punctual Delivery Company.” One director whispers to a colleague that the speeches have caused the value of the company’s shares to rise 25 percent. The directors adjourn the assembly to much cheering and acclamation and promptly head to lunch (the cost of which they expense to the company).

The tale of the United Metropolitan Improved Hot Muffin and Crumpet Baking and Punctual Delivery Company presents to us, in a remarkably compact format, the great critiques of the age of capitalism. Unscrupulous managers, corrupt politicians, gullible investors, domineering monopolies—they are all here. And it is clear where Dickens’s sympathies lie. One of the company’s directors happens to be the novel’s primary villain, Ralph Nickleby. But Dickens does not care to expand on philosophy. He is less interested in constructing a grand theory of capitalism than in painting a picture of the people who live inside its walls—the great and the forgotten, the rich and the poor, the owners and the workers. It is no coincidence that, to paint this portrait, he chose to turn his attentions to a corporation. Only by looking inside the corporation, by examining its workings and exposing its methods, could Dickens show the great forces unleashed by capitalism. Dickens knew that the story of capitalism is, in reality, the story of corporations.

THIS BOOK TELLS THE HISTORY OF CORPORATIONS AND THE PEOPLE behind them, from the stockholders who fund them to the executives who manage them to the employees who keep them running. As such, it is a human story, about a diverse group of merchants, bankers, and investors who have over time come to craft the landscape of our modern economy. It is filled with tales of the rich, the powerful, and the ingenious, but also of the conniving, the fraudulent, and the vicious. We will learn about slave traders and robber barons, but also scientists and innovators. We will range from the halls of Roman palaces to the assembly lines of Detroit factories. We will learn about how businesses work and how they fail, about what makes a great leader and what makes a poor one.

If there is one constant in the history of corporations, it is that they have always and ever exerted an outsized influence on world events. In ancient Rome, corporations helped transform the Roman army into the most efficient fighting force known to man. In Renaissance Florence, they oversaw a flourishing of artistic genius that has never been rivaled. More recently, they have ushered in the era of Big Tech, with smartphones and the internet transforming the way we interact with the world. The role of corporations in these developments, of course, has not always been positive. Roman publicans became renowned for their greed and corruption, leading to their eternal association with sinners in the Bible. The Medici Bank in Florence was denounced for engaging in usury, and the Dominican friar Savonarola led bonfires of the vanities to campaign against their vices. Big Tech is under assault on any number of fronts, from its privacy practices to its monopoly positions to its handling of free speech. Sometimes corporations are the hero. Sometimes they are the villain. But they are always on the stage.

This book is divided into eight chapters, each devoted to a single corporation. Corporations may be the basic building block of capitalism. But they have not always looked and acted as they do today. In the Roman Republic, corporations operated within an agrarian economy and dealt exclusively in government contracts for things like road building and tax collecting. In Elizabethan England, corporations catered to a mercantilist economy, devoted themselves to exploration and trading, and regularly engaged in actions that can only be described as piracy. Today, corporations compete in a complex global economy, provide a bewildering array of goods and services, and have access to unprecedented amounts of capital. Over the course of the book, we will explore how this evolution took place.

Before we begin, it may be helpful to set out the terms of the debate. First and foremost, what exactly is a corporation? Today, we often think of corporations as synonymous with business, but in fact they are a particular type of business with its own peculiar form and structure. The idea of the corporation first arose in the Roman Republic, and so it is appropriate that the term corporation derives from the Latin word corpus, or “body.” A corporation, then, is a group of individuals incorporated by law into a single body. What used to be a collection of disparate individuals is now a single entity that can act, and be acted upon, as one. In other languages, the term for a corporation hews closer to the original Roman term for a company, a societas. In Italian, for example, a corporation is a società per azioni, or “company with shares.” This brings us to the second important feature of corporations: the existence of shares and shareholders. The fact that corporations can issue shares to public investors, who give them money in return, allows corporations to tap into the vast oceans of capital owned by the public at large and not just dip into the pockets of the executives running the company. Finally, corporations possess one other characteristic that makes them a particularly attractive vessel for running a business: limited liability. Unlike partnerships, where every partner in the business can be sued if the business fails, the owners of a corporation have no duty to meet the future financial needs of the company. Once the stockholders buy their shares, they can rest assured that their purses are safe from the grasp of creditors, no matter how badly the business goes.

These attributes, when combined, turn corporations into tremendously powerful engines of commerce. In fact, the collection of attributes is so exceptional that William Blackstone, the eighteenth-century English legal scholar, devoted a significant portion of his famous Commentaries on the Laws of England to describing them. “The privileges and immunities, the estates and possessions of the corporation, when once vested in them, will be forever vested without any new conveyance to new successions; for all the individual members that have existed from the foundation to the present time, or that shall ever hereafter exist, are but one person in law—a person that never dies: in like manner as the River Thames is still the same river, though the parts which compose it are changing every instant.” Sir Edward Coke, another eminent English jurist, put it more simply: corporations are “invisible, immortal.”1

The development of the corporation paved the way for the creation of an entirely new class of citizen: the capitalist. While there have always been rich people, the corporation provided a new way for the rich to grow richer. Instead of hoarding their wealth or spending it on luxuries and riotous living, the rich could instead invest it in a ­company. As shareholders in a corporation, they could then sit back and watch their investment grow, day in and day out, all through the labors of others, with little to no input from themselves. This marked a sea change in the nature of business. With a new capitalist class that held shares in companies but had no role in their management, a powerful new force had arisen within the economy, one with its own logic and methods. Capitalists, it turned out, often cared more about dividends and share prices than wages or long-term business success. This did not always work out so well for the companies that they owned. It also created opportunities for a new kind of fraud. By manipulating stock prices, capitalists could amass wealth simply by changing others’ perceptions of the value of their companies. One famous shareholder of the East India Company, Sir Josiah Child, was notorious for spreading false rumors that war had broken out in India, causing the company’s share price to drop. He would then proceed to buy up entire blocks of shares on the cheap. This kind of market manipulation wreaked havoc on stock markets and the pockets of unsophisticated investors for centuries.

What should we make of the rise of this capitalist system? Adam Smith believed that it was all for the best. In The Wealth of Nations, Smith famously argued that an “invisible hand” oversaw the market. The invisible hand ensured that selfish individuals, looking out solely for themselves, ended up promoting the greater good of society as a whole. Precisely how the invisible hand did its work was unclear, but it generally involved some combination of supply and demand: by competing with one another in responding to the demands of consumers, corporations supplied the goods and services that society needed with high quality and at a reasonable price. The idea of the invisible hand of capitalism has since captured the imagination of economists, politicians, and executives around the world. It has worked its way into presidential campaign platforms, government policies, and think tank white papers. We hear echoes of it every day: “Let markets solve the problem.” “We need a market-based approach.” “We should ­privatize this.” It is what led economist Milton Friedman to conclude that “there is one and only one social responsibility of business—to use its resources and engage in activities designed to increase its profits so long as it stays within the rules of the game.” Few economic theories have had such a remarkable effect on the world.2

On the other hand, many observers have cast doubt on just how benevolent the invisible hand is and even whether it exists at all. For hundreds of years, people have condemned corporations as a scourge on the world. The complaints are now familiar. Their endless appetite for profit drives them to exploit workers. Their need for raw supplies leads them to ravage the environment. Their underhanded practices harm consumers and drive up prices. The laundry list of bad behaviors could go on, and it has proved ample fodder for critics. Thomas Jefferson wrote that he hoped to “crush in its birth the aristocracy of our monied corporations which dare already to challenge our government to a trial of strength, and to bid defiance to the laws of their country.” Karl Marx wrote that corporations were a “a new sort of parasite, in the shape of promoters, speculators and merely nominal directors; a whole system of swindling and cheating with respect to the promotion of companies, issuance of shares and stock speculation.” Complaints about individual corporations have tended to be even more colorful. Edmund Burke, writing of the East India Company, concluded that “this cursed Company would, at last, like a viper, be the destruction of the country which fostered it at its bosom.” More recently, journalist Matt Taibbi described Goldman Sachs as a “great vampire squid wrapped around the face of humanity, relentlessly jamming its blood funnel into anything that smells like money.”3

But perhaps the most enduring and devastating criticism of corporations is that they have used their profits to undermine the institutions of democracy itself. They bribe politicians to win government contracts. They hire lobbyists to distort public opinion. They contribute to election campaigns in return for friendly regulation. No one put it better than Teddy Roosevelt. Speaking in 1910 at the John Brown Memorial Park in Osawatomie, Kansas, he announced that he stood for “the square deal,” by which he meant freeing government from “the sinister influence or control of special interests.” For Roosevelt, it was no secret who those wielders of sinister influence were.

Corporate expenditures for political purposes . . . have supplied one of the principal sources of corruption in our political affairs. . . . The true friend of property, the true conservative, is he who insists that property shall be the servant and not the master of the commonwealth; who insists that the creature of man’s making shall be the servant and not the master of the man who made it. The citizens of the United States must effectively control the mighty commercial forces which they have called into being.

Roosevelt would be neither the first nor the last leader to worry about the powerful sway that corporations had come to hold over government. William Shakespeare put it more directly in King Lear: “Plate sin with gold, and the strong lance of justice hurtless breaks: arm it in rags, a pigmy’s straw does pierce it.”

It is only natural that corporations are powerful political actors. Democratic governments are supposed to reflect the societies they represent—their interests, their preferences, their ambitions. As corporations have become increasingly integral parts of society, their interests have inevitably gained greater sway in the political arena. If anything, it would have been more shocking if governments had not shifted their policies to respond to the interests of the mammoth corporations within their borders. But the pressing question today is not if corporations have changed democracy—they surely have—but how much they have done so and in what ways. And to many observers, including a surprising number of corporate insiders who have witnessed firsthand the relentless power of the entities they run, the answers are decidedly negative. What was once created to expand and enrich the republic has instead come to command and impoverish it.

A cynic might look at this situation and shrug. “Of course corporations have grown rich off the suffering of others, and bribed politicians, and corrupted democracy,” the cynic might say. “What else would you expect?” But the history of corporations suggests that we should not be so quick to rush to judgment. Time and again, after some new corporate scandal or some new abuse has come to light, society has risen to the challenge and fashioned solutions. After capitalists were found to be oppressing the Roman provinces in collecting taxes for the government, the emperor Augustus shifted tax-collection duties to his own imperial agents. After the East India Company realized that its share structure incentivized infighting among its employees, it created a permanent stock that aligned their incentives better. After the stock market crash of 1929 exposed widespread fraud in the sale of shares to the public, Congress enacted the Securities Act and the Securities Exchange Act to hold capitalists liable for misleading the public. These are astounding changes in the world of capital, and yet we often overlook them. Today, we take for granted that the government, not a corporation, collects our taxes. We take for granted that most corporations have permanent shares, not profits interests based on individual projects. We take for granted that corporations must provide information to their shareholders. But it was not always so.

At the core of this book lies a simple argument. Many believe that corporations are soulless entities devoted single-mindedly to the pursuit of profit above all else. Some go even further, arguing not only that corporations elevate profits above all other considerations but that it is their duty to do so. Both of these groups are wrong. From their very beginnings, corporations have been institutions designed to promote the common good. From ancient Rome to Renaissance Florence to Elizabethan England, corporations have been the workhorses of the republic, tasked with building and maintaining a thriving society. Corporations are public entities with a public purpose, given special rights and privileges precisely because governments believe they will contribute to the greatness of their nations. While they sometimes—perhaps even often—stray from this purpose, their original and abiding justification has always been their ability to promote the good of all.

Adam Smith, the father of capitalism, understood this. In the ­seldom-read passage of The Wealth of Nations in which he articulated his vision of the invisible hand, he was careful to provide an impor­tant caveat about capitalism as a cure-all. The invisible hand is not infallible. “By directing [his] industry in such a manner as its produce may be of the greatest value, he intends only his own gain; and he is in this, as in many other cases, led by an invisible hand to promote an end which was no part of his intention,” Smith wrote. “Nor is it always the worse for the society that it was no part of it. By pursuing his own interest, he frequently promotes that of the society more effectually than when he really intends to promote it.” The section is remarkable for what it does not say. Smith does not say that profit- seeking individuals always promote the greater good. He says only that they frequently do. More importantly, he is clear that the profit motive is simply a means to an end, not an end in itself. We allow firms to profit from their efforts because we believe that it will ultimately benefit us all. Firms have a public purpose, in Smith’s view, and that is to promote the public good.

The connection between corporations and the public good has historically been much clearer than it is today. In the beginning, corporations had to petition the monarch or the government for a charter. To be granted one, they had to convince the state that their businesses were not just profitable but also of benefit to the state itself. The East India Company promised Queen Elizabeth I in 1600 that it would act “for the honour of this our realm of England, as for the increase of our navigation.” The Union Pacific Railroad’s charter was granted by Congress in the middle of the Civil War. A transcontinental railroad, the company’s backers argued, would bind together a riven nation.

In the last century, we have lost sight of the true spirit of corporate enterprise. We have elevated profit seeking from a means to an end to an end in itself. This shift was driven partially by law: by the twentieth century, corporations no longer had to petition monarchs for charters and instead could be created with the submission of some paperwork to the local authorities. No longer did corporations have to justify their existence. But more importantly, the shift was driven by politics. The existential challenge presented by communism and the Cold War forced Western nations to double down on their belief in the virtues of capitalism. Corporations were no longer seen as flawed but useful structures for channeling human effort, as Adam Smith viewed them, but rather as a defining feature of Western life—one that set us apart from the benighted citizens of the communist bloc. Democracy and capitalism became synonymous. As a result, corporations turned from tools into heroes. They defined us, and, in return, we lionized them.

But this revolution in the history of corporations has spawned dangerous repercussions. Corporations have grown and multiplied, and yet they are rarely asked any more to give public-minded reasons for their decisions. Market morality has given way to market efficiency. If a company is profitable, it must be efficient, and efficiency is the good we are after. This belief pervades not just society but also the leaders of corporations themselves. It has tended to make business leaders less reflective about society’s great problems and more intensely focused on extracting profit. It has contributed to the growth of financial capitalism, a species of corporate activity devoted to financial engineering rather than material production. It has also promoted the “move fast and break things” ethos of Silicon Valley, which values rapid technological growth over responsible behavior. And while corporate leaders occasionally pay lip service to their role as guardians of the public interest, with a few notable exceptions they appear less and less convinced of it.

We are now witnessing a moment when corporations and the titans who run them wield an unimaginable amount of wealth and power—more than would have been conceivable at the time of the East India Company. But we have abandoned the founding purpose of the corporation as a tool for crafting a flourishing society. This is a dangerous moment. Over time, as corporations have evolved, so too have the ways in which unscrupulous managers have figured out how to “game the system” to extract wealth from others. What happens in the next chapter of the global economy depends on whether we can return to the original intent of the corporation or we have sunk irrevocably into the swamp of profit maximization at all costs.

IN THIS BOOK, I SEEK TO DEPICT THE WORLD OF CORPORATIONS. IT is a world I have spent my career studying.

After graduating from Harvard Law School, I worked as an associate in the mergers and acquisitions (M&A) group of Sullivan & Cromwell (S&C). Sullivan & Cromwell is one of Wall Street’s most storied law firms. Its lawyers advised on the construction of the Panama Canal and the creation of U.S. Steel. It counts among its alumni Supreme Court justices, heads of the Central Intelligence Agency, and secretaries of state. Today, it advises some of the world’s largest corporations on their most significant transactions. In my time there, I worked on some of these deals. While I eventually left law firm life for a career in academia, I will always be grateful for the chance it gave me to see from the inside how corporations work, what makes them tick, and what they want.

In fact, the idea for this book first came to me while I was at the firm. It was around 1 a.m. on a weekday. I was seated in my office on the thirty-sixth floor, the home of S&C’s famed M&A group. The remains of my firm-reimbursed Thai dinner lay strewn across my desk. A Rothko painting hung on the wall over my head. My officemate had left for the day, and the office was eerily silent. I was stressed and tired, and upon reviewing my hastily scrawled to-do list, I realized that I still had several hours of work to finish before I, too, could head out. In a pique of something like existential crisis, I pushed back my chair and walked to the window. I could see the Statue of Liberty shining in the distance. Below, a long line of black cars stood idling at the curb, ­waiting to take associates home. There was a certain sense of magnificence about it all, but also a sense of oppression.

I wondered to myself, what created all this? How did we get here—to an entire generation of smart, conscientious young people, all devoting every waking hour of their day to pursuing the interests of corporations? What did it all mean? This moment of clarity made me understand the need for this book. We need the story of corporations to be told—to put them in their historical context and show how they evolved into what they are, for better and for worse. Their story helps us understand our own stories.

Eventually I left Sullivan & Cromwell and became a law professor. Now I teach classes on topics like corporate law, mergers and acquisitions, and international business. I tell anecdotes about my experience on Wall Street. I advise my students as well as I can about how to navigate these worlds dominated by corporations. But I have never forgotten those bigger ideas lingering under the surface. Every year, in my course on corporate law, I open the first lecture by asking my students a simple question: What is the purpose of a corporation? The overwhelming majority reply that it is to “turn a profit.” When pressed, they may clarify that it is to “turn a profit for shareholders.” This, as we learn through the semester, is more or less the right answer under modern law: courts have repeatedly held that CEOs have an obligation to protect the interests of shareholders above all others and that shareholders are interested in profits above all else. But, as we will see in this book, it is decidedly wrong from a historical perspective. It would have come as a surprise to Queen Elizabeth I that she was chartering the East India Company to line the pockets of a group of London merchants or to Abraham Lincoln that he was forming the Union Pacific Railroad to enrich a few Boston capitalists. They were after something much grander and more important—the common good of their nations.

This work, I hope, will provide a guidebook of sorts. It will show the ways that corporations evolved over time into the creatures they are today. It will show where they have flourished and where they have faltered. It will show where they have ennobled and where they have corrupted. But most importantly, to return to the wisdom of Dickens, it will explore the complicated, conflicting, and ever-changing role that corporations play in creating and sustaining “the wealth, the happiness, the comfort, the liberty, the very existence of a free and great people.”
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