

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
				
			
		

		
            

		
		
		
			
				
			
		
			
		
			
				
			
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Eclipse of the Public Corporation

	
    
        
            
            







    
    










    
    
    
    











			
                    HARVARD BUSINESS REVIEW (Sept.-Oct. 1989), revised 1997.
 
        

    
	

	
	
		
		
			31 Pages
		
		

		Posted: 3 May 1999
		
		
		
	

	
		
			
			




	See all articles by Michael C. JensenMichael C. Jensen
Harvard Business School; SSRN; National Bureau of Economic Research (NBER); European Corporate Governance Institute (ECGI); Harvard University - Accounting & Control Unit


		

	
	
	
	
	



	
	
	
	
	
		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		The publicly held corporation has outlived its usefulness in many sectors of the economy. New organizations are emerging. Takeovers, leveraged buyouts, and other going-private transactions are manifestations of this change. A central source of waste in the public corporation is the conflict between owners and managers over free cash flow. This conflict helps explain the prominent role of debt in the new organizations. The new organizations' resolution of the conflict explains how they can motivate people and manage resources more effectively than public corporations. (HBR McKinsey Award Winner) 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Governance, Agency, Control, Organizational Innovation, Going Private, Control Function of Debt, LBO Associations

	
	

	
    

    
	

	
	
		JEL Classification: G32, G34

	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	

























    
    










    
    
    
    
















	



    




	
		Suggested Citation:
		Suggested Citation
	

	
		
			Jensen,  Michael C., Eclipse of the Public Corporation. HARVARD BUSINESS REVIEW (Sept.-Oct. 1989), revised 1997.,  Available at SSRN: https://ssrn.com/abstract=146149 or http://dx.doi.org/10.2139/ssrn.146149 
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Michael C. Jensen (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: Harvard Business School]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Harvard Business School  ( email )

			

			
			
				
				
				
					Soldiers Field
Negotiations, Organizations & Markets
Boston, MA  02163
United States

				

				
			

			
				
				
					HOME PAGE: http://drfd.hbs.edu/fit/public/facultyInfo.do?facInfo=ovr&facId=6484
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
					
					[image: SSRN]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				SSRN  ( email )

			

			
			
				
				
				
					United States

				

				
			

			
				
				
					HOME PAGE: http://ssrn.com/author=9
				

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				National Bureau of Economic Research (NBER)  ( email )

			

			
			
				
				
				
					1050 Massachusetts Avenue
Cambridge, MA  02138
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
					
					
					
					
					
					
					
					
					
						
						
						


						
					
					[image: European Corporate Governance Institute (ECGI)]
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				European Corporate Governance Institute (ECGI)  ( email )

			

			
			
				
				
				
					c/o the Royal Academies of Belgium
Rue Ducale 1 Hertogsstraat
1000 Brussels
Belgium

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				Harvard University - Accounting & Control Unit  ( email )

			

			
			
				
				
				
					Soldiers Field
Boston, MA  02163
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				   19,933

			

		
		
		
			Abstract Views

			   67,175

		

		
		 
		
			Rank

			      299

		

		
	


	
		
            
            	       89 Citations
		

	

	
		
			
				       15 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Harvard Business School: Negotiation, Organizations & Markets Unit Working Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Harvard Business School: Negotiation, Organizations & Markets Unit Working Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            6,367

                                    

                                    
                                        PAPERS

                                              394

                                    

                                

                                
                            

                        

                    

                
	
                    Corporate Finance: Governance, Corporate Control & Organization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Corporate Finance: Governance, Corporate Control & Organization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            3,252

                                    

                                    
                                        PAPERS

                                           34,098

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                


            

            
                
                

                	
                    S&P Global Market Intelligence Research Paper Series

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                S&P Global Market Intelligence Research Paper Series

                                
                                    Subscribe to this free journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            2,570

                                    

                                    
                                        PAPERS

                                           40,899

                                    

                                

                                
                            

                        

                    

                



                
            

            
        
        
        
                 
        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        Separation of Ownership and Control

                        
                            By
                                
                                
                                    
                                    Eugene F. Fama
                                     and 
                                
                                    
                                    Michael C. Jensen
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Performance Pay and Top Management Incentives

                        
                            By
                                
                                
                                    
                                    Kevin J. Murphy
                                     and 
                                
                                    
                                    Michael C. Jensen
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Agency Problems and Residual Claims

                        
                            By
                                
                                
                                    
                                    Eugene F. Fama
                                     and 
                                
                                    
                                    Michael C. Jensen
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Rights and Production Functions: An Application to Labor Managed Firms and Codetermination

                            
                                By
                                    
                                    
                                        
                                        Michael C. Jensen
                                         and 
                                    
                                        
                                        William H. Meckling
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Relative Performance Evaluation for Chief Executive Officers

                            
                                By
                                    
                                    
                                        
                                        Robert S. Gibbons
                                         and 
                                    
                                        
                                        Kevin J. Murphy
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Organization Theory and Methodology

                            
                                By
                                    
                                    
                                        
                                        Michael C. Jensen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            CEO Incentives: It's Not How Much You Pay, But How

                            
                                By
                                    
                                    
                                        
                                        Michael C. Jensen
                                         and 
                                    
                                        
                                        Kevin J. Murphy
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Organizational Forms and Investment Decisions

                            
                                By
                                    
                                    
                                        
                                        Eugene F. Fama
                                         and 
                                    
                                        
                                        Michael C. Jensen
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Effects of Lbos on Tax Revenues of the U.S. Treasury

                            
                                By
                                    
                                    
                                        
                                        Michael C. Jensen, 
                                        
                                    
                                        
                                        Steven N. Kaplan, ...
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Audit Pricing in Private Firms

                            
                                By
                                    
                                    
                                        
                                        Paul K. Chaney, 
                                        
                                    
                                        
                                        Debra C. Jeter, ...
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.110 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	
