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		Abstract

		Entrepreneurship sometimes involves violations of legal norms, such as parking prohibitions, competition law, and others. According to the prevailing view in the legal literature, the agent or manager (and not the company) is required to bear the costs, even if the activity was beneficial ex ante for the company. This approach is problematic from a social welfare perspective. Since the company and its owners keep the benefits, they have an incentive to choose the optimal activity level only if they also bear the costs.  

We analyze the consequences for different types of legal prohibitions and argue that for violations of laws that seek to internalize negative externalities, the fine should be borne by the firm. If the manager is required to pay the fine, the activity level will drop below the optimal amount. This argument has been well understood for breaches of contract, where courts and legal commentators generally accept that the company (and not the manager) has to pay damage awards to the counterparty.  

There are two caveats. First, it is conceivable that having the manager bear the fine might help to mitigate an agency problem between shareholders and managers. Managers might in some cases have personal reasons to violate the law in their capacity as officers of the company, without any corresponding benefits to the firm. However, we suspect that there are very few, if any, cases of this type.   

Second, a statute might be intended not just to internalize an externality, but to reduce the level of a specific activity to zero. This might be the case when there is no doubt that the activity is socially harmful under all circumstances, or when the court or administrative authority imposing the fine can identify those cases where the activity is socially desirable and refrain from penalizing the perpetrator. We suspect that criminal law often follows this approach. 
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