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1 Introduction 

Milton Friedman was a talented student born of 

Jewish immigrant parents who worked as dry goods 

merchants in Brooklyn, New York. He specialized in 

mathematics and economics at Rutgers University 

and completed graduate work in economics at the 

University of Chicago. In an interview with the 

Abstract: 
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American economist, it was not a difficult decision 

to pursue economics, given the state of the economy 

in the 1930s. He explained that the circumstances 

of the time, such as unemployment, unused facto-

ries, and economic difficulties baffled him (Fried-

man, 2009). As an economist, he is known to sup-

port free-market capitalism and developed various 

free- market and economic theories known today (Ip 

and Whitehouse, 2006). In the 1970s, he intro-

duced the Friedman Doctrine, which supports his 

belief that the social responsibility of business is 

mainly to generate and increase profit (Friedman, 

1970). This doctrine has greatly influenced how peo-

ple ran their business, as it encouraged business 

leaders to focus more on the maximization of profit 

and increasing shareholder returns while minimiz-

ing the use of resources for social purposes. Milton 

Friedman went against contemporary beliefs, which 

were centered around Keynesian economics and 

government spending. His main stance was that the 

only social responsibility of business is to participate 

in activities in order to gain profit. The introduction 

of the Friedman Doctrine encouraged companies to 

focused more on maximizing shareholder value ra-

ther than upholding the company’s corporate social 

responsibilities. The impact of the Friedman Doc-

trine became enormous, such that Dees (1998) 

noted how even some nonprofit organizations have 

increasingly adopted business method strategies to 

generate revenue. Thisvalidates the near-universal 

acceptance of the Friedman Doctrine, which is the 

goal of maximizing profits and increasing share-

holder value above all other organizational objec-

tives (Tepper, 2020). Many business leaders became 

motivated to work for what they believed as the 

highest good, which is to ensure higher returns for 

shareholders 

 

II. The McKinsey Global Institute  

The McKinsey Global Institute created a series of 

lectures that discussed the ideas that Friedman 

brought up in his doctrine. Since the founding of 

the McKinsey Global Institute in 1990, it continu-

ously shares relevant and fact-based information 

that helps business leaders in making decisions and 

managing businesses. The McKinsey Global Insti-

tute discusses in particular how there were a lot of 

changes and expansions in the way economists 

thought about the global economy. Because the 

Friedman Doctrine was so influential, it was very im-

portant to economists especially at that time, and 

there was an expanded economic view of the whole 

world, instead of just looking at each country indi-

vidually. The people of the McKinsey Global Insti-

tute and other experts have been very critical but 

still intrigued by the ideas shown in the Friedman 

Doctrine. They recognized that the Friedman Doc-

trine has greatly influenced business leaders, in 

terms of management thinking, adoption of strate-

gies, and corporate governance (McKinsey Global 

Institute, 2020). The knowledge about how this doc-

trine has influenced businesses is beneficial in many 

ways, including the fact that countries always inter-

act with each other, especially in modern times. As 

countries began to rely on each other for goods eco-

nomic growth, it would be much more effective to 

look at the global economy as a whole rather than 

each country on its own. In the midst of all the new 
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and expanding ideas, a main focal point was to look 

into the future. Note that in the past few years, there 

appeared a shifting of global balance characterized 

by the rise of social challenges a populist politics af-

fecting the system of governance in different coun-

tries across the globe. In an article published in the 

Harvard Business Review, Barton (2011) pointed 

out that with the impact of economic crisis, people 

and businesses are more likely to experience geopo-

litical rivalries, global security challenges, increased 

tension in trade, migration, and resource competi-

tion. Business leaders today are pressured to articu-

late where their organization stands on critical issues 

such as striking a balance between increasing profit 

and social responsibility. 

 

III. The 1970s - Release of the Friedman’s Doc-

trine  

The 1970s was a confusing era for business leaders, 

as public confidence in business was reduced as a 

result of criticisms against profit-oriented corporate 

behaviors. The rise of advocacy groups such as con-

sumer advocates, environmentalists, and civil rights 

leaders strengthened the idea that the pursuit of 

profits is immoral and must be controlled. Note that 

during the1960s the dominant company leadership 

image was for corporate managers to act in a socially 

responsible manner (Cheffins. 2020). For example, 

the founder of Merck and Co, a manufacturer of 

pharmaceutical drugs once said that medicine is for 

the people and not for the profits (Merck, 1950). A 

1976 survey on CSR showed that corporate execu-

tives during the 1970s defined CSR partly as the 

ability to utilize the company to address a specific 

social need (Holmes, 1976). Friedman came to the 

executives’ and business owners’ rescue when he 

published his essay which chastised the notion that 

business executives should concern themselves, not 

only with generating profit but also in achieving so-

cial ends 

The primary message of the Friedman Doctrine is 

for companies to focus more on increasing profit. It 

caused the re-orientation of managerial focus to-

wards the maximization of shareholder value. Ac-

cording to Friedman, the CEO’s greatest responsi-

bility is to promote the shareholders’ best interest, 

and therefore, must always endeavor to use the com-

pany’s resources and engage only in activities de-

signed to gain profit (Friedman, 1962). While busi-

nesses can have several goals, the Friedman Doc-

trine, otherwise known as the shareholder’s theory 

suggests that businesses should focus more on profit 

maximization. He further elaborated that business 

people should not concern themselves with the com-

munity and social issues as this may lead to totalitar-

ianism (Friedman, 1962). In line with this, business 

leaders and managers are bound to advance the best 

interest of their employer, which is to earn more 

profit. This theory holds that businesses are arrange-

ments where “the stockholders, advance capital to 

another group, the managers, to be used to realize 

specified ends and for which the stockholders re-

ceive an ownership interest in the venture” (Hasnas, 

1998). The managers are agents of the business own-

ers, which means that their main responsibility is to 

promote the best interest of the latter 

This doctrine supports the belief that businesses 

thrive mainly with the help of shareholders who are 
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considered as the backbone of the entity. For Fried-

man, advancing the best interest of business owners 

and free-market capitalism are processes that also in-

crease social welfare (Dunn and Burton, 2006). For 

one, Friedman questioned the ability of business ex-

ecutives in terms of their skills to discern and ad-

vance the general good, thus they should not take it 

as their responsibility to promote CSR (Carson, 

1993). Rather than focus on corporate social respon-

sibility, the company can best serve the owners and 

the public by doing business in the most efficient 

way possible. Friedman’s expert perspectives on the 

sole social responsibility of businesses to maximize 

profit have greatly influenced businesses in the suc-

ceeding decades (Jemielity, 2020). For instance, the 

early stages since the publication of Frieman’s con-

troversial article reveal that his provocative theory 

reinforced a new phase in the American economy. 

The Friedman Doctrine received substantial sup-

port from many business leaders and executives who 

found the doctrine extremely appealing (Poldre, 

2020). It provided managers with a clearer view of 

how they will go about their business, which is to 

focus solely on making profits. Executives often find 

it challenging to strike a balance between different 

priorities, such that while balancing claims sounded 

good in theory, it tends to cause inconsistencies and 

ill- defined priorities (Dennings, 2017). The doc-

trine has helped executives by freeing them from 

having to create a balance between making a profit 

and catering to their social responsibilities. In 1976, 

the doctrine received support from a publication, 

which offered a quantitative economic rationale for 

shareholder value maximization. According to 

Jensen and Meckling (1976), “the firm is a black box 

operated so as to meet the relevant marginal condi-

tions with respect to inputs and outputs, thereby 

maximizing profits”. This relates to one of the sig-

nificant impacts of the Friedman Doctrine during 

the 1970s which was for business executives to focus 

on a single goal, given that they can only choose one 

variable, which is to prioritize shareholder value 

(Denning, 2020). This resulted in the rise of share-

holder capitalism and the substantial transfer of 

business assets and resources to existing sharehold-

ers. The goal to maximize shareholder value gained 

momentum in the 1970s, with many executives who 

considered it as the gospel of business 

The Friedman Doctrine greatly influenced the 

share-holder first mentality, which became prevalent 

in Corporate America. His writings on the share-

holder theory were influential during the 1970s to 

the extent that it helped shaped corporate govern-

ance in the country. There was an increased percep-

tion that shareholders were the most important 

stakeholders among others. For instance, it paved 

way for the explosion of employee stock-based com-

pensation, which was expected, given the top execu-

tives’ pursuit of shareholders (Rappaport, 2006). 

Thus, the rise of hostile management takeovers, 

which was perceived to threaten the well-being of 

non-investors. In his argument, Friedman pointed 

out that businesses lack the characteristics of a 

moral person, and therefore are not capable of car-

rying out moral and social responsibilities (Dunn 

and Burton, 2006). Inherent in this notion is the 

belief that managers should work to achieve the de-

sire of the shareholders. That is, if the shareholders’ 
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desire profit, then it is the job of the manager to di-

rect and use the company resources for this purpose 

 

IV. 1980s - The Expanded Global View  

The impact of the Friedman Doctrine during the 

1970s extended to the following decade with the rise 

of the corporate elite and the exclusive focus of cor-

porations on shareholder value (Mizruchi and 

Kimeldorf, 2005; Lazonick and O’Sullivan, 2002). 

The expanded view of the Friedman Doctrine paved 

way for the emergence of groups, who represent the 

new business knowledge elites. The business leaders 

in the 1980s capitalized on the shareholder theory, 

which states that as owners of the corporation, 

shareholders expect their employees to run the busi-

ness in their interest (Taylor, 2015). Thus, according 

to Dobbin and Zorn (2005), in their managerial ca-

pacity, some members of this group manipulated 

large companies, engaged in hostile take- overs, and 

enriched themselves in the process by skimming 

from employees’ pension reserves and investments 

of unknowing investors. 

The Friedman Doctrine became more applicable in 

the 1980s with the emergence of a few giant corpo-

rations that dominated the US economy. With their 

enormous resources and capabilities, these corpora-

tions became influential and known for their ‘retain 

and reinvest’ corporate governance principle (La-

zonick and O’Sullivan, 2002). This was based on the 

reasonable assumption in a capitalist economy “that 

shareholders have an implicit contract that the man-

agement will maximize their interests” (Vermaelen, 

2012). An additional support for this concept was 

presented by Heilbron, Verheul and Quak (2014) 

who pointed out that the acceptance of the share-

holder value theory became a double strategy for 

managers. For instance, managers can decide to 

shed off labor and sell off assets in cases where they 

deemed it necessary to meet the corporation’s obli-

gations and increase its stock’s market value. The 

spread of the Friedman Doctrine in the 1980s 

placed managers in substantial control as they man-

age corporations under the premise that enhanced 

market capitalization is the primary measure of per-

formance. 

The impacts of the Friedman Doctrine became 

prominent worldwide as the maximization of share-

holder wealth is rarely disputed (Jackson, 2011). 

Giving importance to shareholder value increased 

with the emergence of institutions such as the 

Council of Institutional Investors (2021), which was 

established in 1985 with the goal to increase the 

power of shareholders. Nonetheless, the diverse cul-

ture and global views also paved way for the emer-

gence of arguments with regards to the managers’ 

ethical responsibilities. While it is the company’s 

primary objective to maximize shareholder value, it 

is also important for managers to adhere to laws and 

observe the highest ethical standards (Pontefract, 

2016). In addition, the majority of corporate execu-

tives today supports that the creation of value in-

cludes understanding the different factors that 

drives the company’s business (Dobbs, Huyett and 

Koller, 2011). A recent report published in The 

New York Times reveals that top chief executives 

share the common opinion that shareholder is no 

longer everything (Gelles and Yaffe-Bellany, 2019). 

Amazon, for example, started off with the business 
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model of obsessive attention to customer experience 

(Bezos, 1999). In contrast to the age-old notion of 

profit maximization, top corporate CEOs recog-

nized that serving the corporate purpose includes 

delivering value to all stakeholders (Fitzgerald, 

2019). For instance, Schultz(2019) expressed that 

not all business decisions are economic, and that 

companies have responsibilities to multiple constit-

uencies. This highly relates to the theory of business, 

which states that there are “assumptions that shape 

any organization’s behavior” (Drucker, 1994). The 

Father of Management further expressed that the es-

sence of a business organization is social and it must 

be analyzed in terms of the society it serves (Drucker, 

1993). According to Drucker (2007) the specific pur-

pose of a business enterprise is economic perfor-

mance, but a modern business is also expected to 

produce results for society and its people. According 

to Nilsson and Robinson (2018), businesses have 

gone against what Friedman advocated and most 

have turned into socially responsible businesses. A 

recent TED Talk speech shows that in order to earn 

profit, businesses are forced to care about society 

(Edmans, 2015). Tim Cook emphasized this in his 

MIT Commencement address where he explained 

that Apple Inc company does not rely on ROI in the 

delivery of social services and said that “we do these 

things because they are the right thing to do” (Cook, 

2018). That is, rather than solely pursuing profit, 

businesses are working towards promoting social 

good even as they seek financial gains. 

 

V. Conclusion  

The Friedman Doctrine is a theory that supports 

profit maximization, while finding ways to reduce 

costs. It motivates business leaders to develop ways 

to generate revenue, mainly with the goal to increase 

shareholder value. According to this doctrine, the 

managers are employees of the business and their 

greatest responsibility is to improve shareholder sat-

isfaction. Therefore, they are required to perform 

and deliver according to the employers’ expectations. 

In addition, this doctrine suggests that unless de-

cided upon by the shareholders, business entities are 

not obligated to carry on any social responsibility. 

The shareholder theory has a significant impact in 

the business sector, with many business leaders who 

believe in the supremacy of shareholder value maxi-

mization rather than the company’s corporate social 

responsibility. Nonetheless, recent developments in 

the business sector showed that business leaders 

should balance their priorities. Rather than single-

mindedly focus on generating profit, businesses en-

deavor to create a balance to promote the best inter-

est of different stakeholders. A balanced perspective 

with regards to the stakeholders will give businesses 

the opportunity to reach its potential in both the so-

cial and economic sphere. 
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