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Abstract 
 
This article reviews practical and theoretical aspects of ownership research and 
corporate governance in a historical view.  

Whom and what is a business for? The answer once seemed clear, but no 
longer. Jyrki Veranen (1996) argues that the governing of the company should be based 
on a model that allows the owners to control and support the management. Martin Hilb 
(2006) argues that ownership has been replaced by investment, and a company’s assets 
are increasingly found in its people. Ownership history and knowledge of relevant 
contextual factors help to frame the “right” questions to ask in our research efforts. An 
historical summary of ownership research is given. The term “corporate governance” 
has come to mean many things; it involves various problems of asymmetric information 
and incomplete contracts that generate a need for public policy responses to mitigate 
market failures and ensuring that companies move towards “good” corporate 
governance.  

It seems that all research on corporate governance is actually research on 
ownership. Ownership research needs delicate and sensitive information. This author is 
further developing a typology of capital company owners in Estonia, using cluster 
analysis.  

 
Journal of Economic Literature Classification numbers: G32, G34 

 
Keywords: corporate governance, ownership structure, history, classification, Estonia 

 
Acknowledgements 

 
The author of this paper would like to thank Associate Professor Kostel Gerndorf, 
Professor Jaak Leimann and Professor Milvi Tepp from Tallinn University of 
Technology and Dr. Erik Terk from the Estonian Business School for their support. 
Also for valuable discussions with Professor Asko Miettinen from Tampere University 
of Technology, Professor Dr. Martin Hilb from University of St. Gallen and Dr. Amon 
Chisema and Professor Trevor Buck from Loughborough University. 

 
 



 150

1. Introduction 
 

The goal of the authors’ ownership research is to produce new knowledge. Whom and 
what is a business for? The answer once seemed clear, but no longer. Ownership is seen 
as the exclusive possession or control of something that may be an object or some kind 
of property. Some consider the term to be closely associated with the idea of private or 
public wealth. Modern science, in particular evolutionary theory and the theory of 
complex adaptive systems (Beinhocker 2007) provide us with a radically new 
perspective on long-range economic questions – What is wealth (Wohlstand)? How is it 
created? How can it be increased?  

Jyrki Veranen (1996) argues that the governing of the company should be 
based on a model that allows the owners to control and support the management. The 
management handles daily operations and implements the board’s views. Last but not 
least, reward and control systems should be designed so that they help the management 
strive for the right goal: value creation for owners. Most of the European companies 
have focused on growth, market share, accounting profit or other issues that are 
secondary to owners, whose primary concern is increasing value and return on their 
investment. Risk taking is the basic function of owners. In a regulated economy there 
were very few risks. But all that has changed. Today you cannot count on government 
support through regulation. Foreign ownership is also a fact, so the company must 
create value. All this means that the vertical value chain must be competitive in order 
for the company to be competitive. As the vertical value chain gains in importance, the 
management must perform in a more owner-oriented manner. An owner-oriented 
approach means that the company is seen as an investment. Owner-oriented leadership 
is becoming more common; owners are now a valued asset; and companies must 
compete for the best ones. Investor relations are consuming more and more of 
management’s time. Martin Hilb (2006) argues that ownership has been replaced by 
investment, and a company’s assets are increasingly found in its people. There is, first, a 
clear and important need to meet the expectations of a company’s theoretical owners: 
the shareholders. It would, however, be more accurate to call most of them investors. 

Corporate governance refers to the array of external and internal control 
mechanisms that motivate senior corporate executives to make decisions that are 
expected to enhance the value of the firm and/or the wealth of its major stakeholders. 
The international differences in corporate governance are matched by a wide variety of 
corporate governance practices operating within any individual economy. Within 
national economies, corporate variety in terms of differences in firm size, legal and 
regulatory status, exposure to product market competition, financial requirements and 
perceived risks, clearly influence the relative effectiveness and usage by individual 
firms of particular governance mechanisms. The efficiency of corporate governance 
mechanisms is important to shareholders because their wealth depends on the actions of 
corporate executives over whom they necessarily have limited control. In the case of 
firms characterised by a significant degree of separation of ownership from control, 
there is an ever-present danger that executives may develop priorities and preferences 
that differ from those of shareholders. A typical diversified individual investor will 
generally own only a small proportion of the firms’ equity and therefore, is unlikely to 
have sufficient incentive or skills to adequately monitor and control executive 
discretion. Thus, incomplete contracts, monitoring and information costs in relation to 
evaluating performance and effectively disciplining poorly performing executives and 
conflicts of interest expose executives to moral hazards and shareholders to agency 
costs (Watson 2005). When properly designed, governance processes guide companies 



toward useful objectives and help them monitor and measure their progress in achieving 
those objectives; when poorly designed, these processes permit companies to drift 
toward painful losses for shareholders and everyone else with a stake in the company. 
The “good” corporate governance gives confidence to investors, business, and other 
stakeholders to underpin the relationship between an organisation and those who hold 
future financial claims against that organisation (Filatachev et al. 2007). By “good” 
corporate governance” we mean also a set of institutions that is conducive to wealth 
creation, growth and the efficient utilisation of resources (Brecht 1997). The result of 
this challenge will determine whether companies will be among the winners or losers in 
the face of global change and competition. 
 
2. Material and Methods 
 
The goal of the author’s research process is to produce new knowledge, adopting 
different theoretical lenses, using different research methods, analyzing capital 
companies in Estonia. Units of analysis are the individual, the firm, the larger society 
and economy.  
 
Figure 1. Methodology of Procedures 

 
 Sources: Bunge 1967; Ghauri et al. 2004; Wahl 2007; own depiction 
 
The first step of the methodology of procedures (see Figure 1) “Existing knowledge” 
starts with the review of previous research. The result is a clear vision about the 
problem and research questions. Through steps “Empirical research”, “Preconditions”, 
“Findings” we reach the goal “New knowledge”.  

The basic information search strategy is to search in all relevant information 
sources by relevant keywords. The analysis of the selected journals by topic gave a clear 
picture of the interdisciplinary nature of the topic; a wide selection of journals in 
economics, sociology, management and biology were found there. Ownership research 
needs delicate and sensitive information. It seems that all research on corporate 
governance is actually research on ownership. 
 
3. Theoretical Framework of Governance and Ownership Research 
 
This section presents a detailed review of the social science literature on governance 
and ownership, relevant to the research topic “The Ownership Structure of Corporations 
in Estonia: Ownership Movements in the Course of Time”. A theoretical framework of 

 151



 152

íng 
Zhèng, W

bour theory 
of value

urces embedded in social relations 
(Granov
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governance and ownership research is given in Figure 2 (see Appendix). The history of 
economic thought – schools of political economy, alternative schools and neoclassical 
schools – provides information from the ancient times until the modern day. Ancient 
economic thought dates from earlier Mesopotamian, Greek, Roman, Indian, Chinese, 
Persian and Arab civilizations. Notable writers include Aristotle, Chanakya, Y

ang Anshi, Thomas Aquinas and Ibn Khaldun through to the 14th century. 
Schools of political economy are widely regarded as the first modern school of 

economic thought. Its major developers include Francois Quesnay, Adam Smith, David 
Ricardo, Thomas Malthus, John Stuart Mill and Karl Marx. Publication of Adam 
Smith’s “The Wealth of Nations” in 1776, has been described as “the effective birth of 
economics as a separate discipline”. The book identified land, labour, and capital as the 
three factors of production and the major contributors to a nation’s wealth. The first 
volume of Karl Marx’s (1867) major work “Das Kapital” focused on the la

 and what he considered to be the exploitation of labour by capital.  
Alternative schools include Keynesian economics that derives from John 

Maynard Keynes, in particular his book “The General Theory of Employment, Interest 
and Money” (1936), which ushered in contemporary macroeconomics as a distinct field. 
Social network theory views social relationships in terms of nodes and ties. Nodes are 
the individual actors within the networks, and ties are the relationships between the 
actors. The power of social network theory stems from its difference from traditional 
sociological studies. Social network theory produces an alternate view, where the 
attributes of individuals are less important than their relationships and ties with other 
actors within the network. This approach has turned out to be useful for explaining 
many real-world phenomena, but leaves less room for individual agency, the ability for 
individuals to influence their success; so much of it rests within the structure of their 
network. Social networks have also been used to examine how companies interact with 
each other, characterising the many informal connections that link executives together, 
as well as associations and connections between individual employees at different 
companies (Barnes 1954; Uzzi 1996). Evolutionary theory is derived from the basic 
discipline of biology and uses the Darwinian Theory of Evolution. The basic principles 
of variation, selection and retention are used to explain firm survival, industry evolution 
or intra-firm events such as the evolution of strategic initiatives (Aldrich 1999; Nelson 
and Winter 1982). One contribution of evolutionary approaches to governance and 
management of companies is that evolution is not a static process and that company 
development is path dependent, i.e. history matters. A review of the literature shows 
that evolutionary approaches are not explicitly used as a theoretical framework in 
corporate governance, although the evolutionary perspective is consistent with it 
(Mustakallio 2002). Social capital theory (Bourdieu 1983) is rooted in sociology and 
has emerged as a new approach to explain interorganizational relations. The social 
capital theory posits that there are valuable reso

etter 1985 as quoted in Mustakallio 2002). 
Neoclassical economics refers to a general approach in economics focusing on 

the determination of prices, outputs, and income distributions in markets through supply 
and demand. These are mediated through a hypothesized maximization of income-
constrained utility by individuals and of cost-constrained profits of firms employing 
available information and factors of production. Milton Friedman’s book “Essays in 
Positive Economics” (1953) is to respect John Neville Keynes’s distinction between 
positive and normative economics. The essay sets out an epistemological marker for 
Friedman’s own research, subsequent and earlier. Although Friedman never visited 
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reforms are often credited with responsibility for transforming Estonia from an 
impoverished Soviet Republic to the “Baltic Tiger”.  

Colquitt and Zapata-Phelan (2007) examined the Academy of Management 
Journal’s relative presence in the literatures of seven major macro theories: agency 
theory, resource dependence theory, transaction cost economics, resource-based view, 
population ecology, institutional theory, contingency theory and upper echelons theory. 
The trends revealed over the past five decades show that theory testing and theory 
building are not zero-sum ideals. Both represent key components of theoretical 
contribution that can co-exist within a given empirical article and within a given stream 
of research. Moreover, both have their own unique impacts on the citations of scholarly 
works, and thus on the accumulation and sharing of knowledge. 

Seven key areas of issues were identified for this review: early works in 
ownership research, ownership classification system and structure research, board of 
directors, shareholder activism, disclosure audit and internal controls, executive pay and 
the market for corporate control, and stakeholder involvement. Furthermore, the review 
focuses on corporate governance at the level of the company and its direct relationship 
with key stakeholders. As such, it does not attempt to review the impact of different 
regulatory regimes and policies. Ownership history and knowledge of relevant 
contextual factors help to frame the “right” questions to ask in our research efforts. A 
final use of ownership history is that it can be used to inform and guide our research. 

 
3.1. Early Works in Ownership Research 

 
The potential problems associated with the separation of ownership and control in the 
corporate form of organization have intrigued researchers for well over 70 years. The 
corporation as an entity predates early research on ownership and control by several 
hundred years. The corporate form of organization has been traced to the reign of Queen 
Elizabeth I. It wasn't until the 1800s, however, that public corporations structured as we 
know them today began emerging. The corporate form of organization proved popular 
as a function of the protection that limited liability provided investors (Daily et al. 
2003).  

Organizational observers have witnessed an evolution from concentrated 
ownership to increasingly diffuse ownership, a change that has resulted in the potential 
for managerial self-interest to dominate over shareholders’ interests. Whereas 
organizations at the beginning of the 20th century were largely dominated by owners-
managers, contemporary organizations are characterised by professional managers with 
modest, if any, ownership stakes in the firms they manage and block holders: outsider 
ownership that has been concentrated in the hands of large individual owners such as 
individual entrepreneurs or domestic firms. 

One of the earliest treatments of ownership and control issues is the seminal 
work by Berle and Means (1932), “The Modern Corporation and Private Property”. 
Means captured the general premise behind this series of work when he observed: 
“Ownership of wealth without appreciable control, and control of wealth without 
appreciable ownership, appear to be the logical outcome of present corporate 
development”. The combination of concentrated economic power, ownership dispersion 
and “control” that is exercised by managers has become synonymous with “THE 
separation of ownership and control”. This is a misleading use of the words that is not 
appropriate in the European context (Brecht 1997). 

Early works in this area were largely descriptive (e.g., Berle et al. 1932). As 
research became systematic in approach, researchers started to rely primarily on agency 
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theory (Berle and Means 1932; Jensen and Meckling 1976; Eisenhardt 1989) in their 
studies. The central premise of the agency theory is that managers, as agents of 
shareholders (principals), can engage in decision-making and behaviours that may be 
inconsistent with maximizing shareholder wealth (Fama 1980; Jensen et al. 1976).  

Corporate governance, the unwieldy name given to the systems that guide the 
control and management of corporations, is a relatively recent term that came into being 
in 1976. The first review of the corporate governance literature was published by 
Cochran and Wartick (1988), then Cadbury (1992).  

Although corporate governance has been practised for as long as there have 
been corporate entities, rigorous study of the subject has only occurred in the past 
twenty years or so. Yet corporate governance is fundamental to the success of 
enterprises. The nineteenth century saw the foundations laid for modem corporations: 
this was the century of the entrepreneur. The twentieth century became the century of 
management: the phenomenal growth of management theories, management 
consultants, management gurus and management teaching all reflect a preoccupation 
with management. Now the twenty-first century promises to be the century of 
governance – as the focus swings to the legitimacy and the effectiveness of exercising 
power over corporate entities. Although the theoretical exploration of the subject is 
relatively new, the practice of corporate governance is ancient. Governance issues arise 
whenever a corporate entity acquires a life of its own, whenever ownership of an 
enterprise is separated from its management. The Merchant of Venice (1598), in 
Shakespeare’s play (Act 1 Scene 1), feared for the safety of his argosies sailing out of 
his sight on the high seas. How are owners’ interests to be protected when the venture is 
run by others? How is oversight to be exercised over those setting the direction and 
managing the enterprise? How is accountability to be ensured? (Tricker 2005). 

A legal framework of corporate governance has been developed in Estonia 
during the years since the restoration of independence. Due to the liberal economic 
policy and openness, the current legislation with its low level of regulation frequently 
provides advantages to majority shareholders (Gerndorf et al. 1999). Estonia’s legal 
system is based on the continental European model. The new Commercial Code has 
been effective since 1 September 1995. The law expresses the basic principles of 
Estonian entrepreneurship according to the best European traditions and standards and 
outlines the role of the Commercial Register. Corporate Governance Recommendations 
(Hea Ühingujuhtimise Tava 2005) are to be carried out primarily by companies whose 
shares have been admitted to trading on a regulated market operating in Estonia, except 
for investment funds registered as public limited companies, the majority of Estonian 
companies are not listed. One special historical feature of Estonia and several other East 
and South European countries is the different regulation of society and economy 
between 1940s and 1990s, compared to West European countries and USA. Instead of 
liberal market economy the controlled command economy has been applied here within 
half of the century, after that more than decade has gone to restructure the economy. 
The authors of the first post-privatisation ownership study in Estonia are Pihlak and 
Terk (1996). The second study was conducted by Purju and Teder (1998) and the third 
study by Kalmi, Mygind and Terk (1999) covers a longer time period compared to the 
previous ones and the division of the privatised enterprises and the buyers was also 
studied in a more sophisticated way. An empirical study on corporate governance in 
Estonia (2004) was conducted in co-operation between the Estonian Institute of Futures 
Studies, Tallinn University of Technology and Estonian Business School. The goal of 
that study was to get an overview and understanding about issues and aspects that 
influence corporate governance in Estonia, also to find what problems or issues 
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dominate, what is “partly there”, what is periphery and what is absent compared to 
theoretical understanding and studies conducted before and abroad. 

 
3.2. Ownership Classification System and Structure Research 

 
Each author’s ownership classification (see Jensen and Meckling 1976; Charkham 
1995; Djakov 2000; La Porta, Lopez-de-Silanes and Shleifer 1999, 2000; Mathiesen 
2002, Kalmi 2003; Vitols 2003; Heubischl 2006; Filatachev et al. 2007) is a theoretical 
framework, and the first step to develop an ownership typology that could be used in 
various ownership studies. The author (Wahl 2006) has created a classification system 
that covers all the features of corporate owners: legal status (legal or natural persons), 
economic goal (current benefit or increasing capital), role in governance and 
management (actives or passives), contribution to the realisation of a business idea 
(strategic or financial), investment horizon (long- or short-range), participatory rate 
(majority or minority), attitude to risk (risk spreaders or dispersers), country of 
residence (residents or not) , and involvement (insiders or outsiders).  

The ownership structure is defined by the distribution of equity with regard to 
votes and capital, but also by the identity of the equity owners. The issues underlying 
ownership structure studies are complex. The differing objective functions attendant in 
various owner categories must be accounted for in any examination of the nature of the 
relationship between the ownership structure and firm processes and outcomes (Daily et 
al. 2003). Ownership structures are also of major importance in corporate governance 
because they affect the incentives of managers, and thereby the efficiency of firms. 

As evidence of its applicability to ownership studies, agency theory has been 
characterised as “a theory of the ownership (or capital) structure of the firm” (Jensen et 
al. 1976). A more recent research has also noted the dominance of agency theory as a 
guiding framework for corporate governance studies generally and for ownership 
structure studies more specifically (Daily et al. 2003). Although agency theory is 
applicable where effective alignment of interests and control of managers dominate, 
alternative theoretical perspectives provide necessary alternative lenses through which 
to view ownership structure. Resource dependence theory and stewardship theory, for 
example, have gained currency as researchers have sought more comprehensive 
explanations for corporate governance relationships in general (Daily et al. 2003). 
Resource dependency theory suggests that board members can play valuable roles in 
making resources available to, and in coaching the CEO (Daily et al. 2003). 
Organizational success in resource dependency theory is defined as organizations 
maximizing their power (Pfeffer 1982). Research on the basis of power within 
organizations began as early as Max Weber (1922) and included much of the early work 
conducted by social exchange theorists and political scientists. Resource dependence 
theory focuses on the process through which organizations reduce their environmental 
dependencies using various strategies, which enhance their power within the inter-
organizational system (Parvinen 2003). 

The current European ownership structures are a function of the complex 
interaction of history, national regulation, strength of institutional investors and 
individual/family wealth preferences, constraints and psychology. The balancing of 
these interests through the political process at country level has been a prime 
determinant of current corporate structures. However, as Thomas Kirchmaier and 
Jeremy Grant (2005) have demonstrated, these structures are far from efficient for 
society in aggregate, and Europe may create significant value from changing its 
ownership structures.  
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Owners are able to give a company more than just capital. The ownership 
structure should be such that the interests of the owner have a voice. Ownership should 
not be fragmented, nor should there be too much rivalry between owners or too much 
cross-ownership (Veranen et al. 2000). A company with thousands of small owners and 
no big ones is prone to management dominance. Active and competent big owners add 
something to the vertical value chain with a fragmented ownership structure; no one has 
a dominant financial interest to pursue, all that is our case. 

Jones, Kalmi and Mygind (2003) used rich panel data for a representative 
sample of Estonian enterprises to analyse diverse issues related to the determinants of 
ownership structures and ownership changes after privatisation. The findings also 
establish that there are important influences besides economic efficiency that affect 
enterprise ownership and ownership changes. 

Robert Watson (2005) investigated in his book “Governance and Ownership” 
different corporate governance issues including the effectiveness of different owners in 
monitoring and materially influencing the incentives of executives to enhance corporate 
value, the role of owners in appointing and removing poorly performing executives and 
the motivations of different classes of owners and their ability and willingness to 
influence major corporate investment and financing decisions. 
 
3.3. The Board of Directors 
 
Corporate governance research that examines the impact of board composition on 
critical decisions has predominantly adopted an agency theory rationale. Three 
fundamental behavioural assumptions about agents and principals underlie the agency 
theory: Both agents and principals are assumed to be (a) rational and (b) self-interested, 
whereas the agent is assumed to be (c) more risk-averse than the principal (Jensen and 
Meckling 1976). It is therefore argued that in situations in which there is a conflict of 
interest between the agents and principals, the former are likely to select self-serving 
actions at the expense of the latter’s welfare (Fama 1980). This stream of research 
identifies situations in which shareholders’ and managers’ goals are likely to diverge 
and examines mechanisms that can mitigate managers’ self-serving behaviour 
(Filatachev et al. 2007). 

Traditional agency theory builds primarily or exclusively on extrinsic 
motivation (Frey 2003 as quoted in Hilb 2006). Only the needs of top executives and 
shareholders were taken into account, but not the justifiable needs of employees, 
customers, or the environment. Agency theory could not account for key differences 
across countries (Aguliera and Jackson 2003 as quoted in Hilb 2006). 

Stewardship theory suggests instead that executives’ interests are aligned with 
company interests and that executives are thus more intrinsically motivated than agency 
theory implies. Top managers can act in the best interests of the company even when 
financial incentives and monitoring systems are not in place to ensure that this is the 
case. Under such circumstances, the role of the board shifts from monitoring to support 
in strategy formulation and implementation at a high level (Davis et al. 1997 as quoted 
in Hilb 2006). The biggest difference between the stewardship theory and agency theory 
lies in their divergent views of executive identification and motivation. 
 
3.4 Share Ownership and Shareholder Activism 

 
There is a growing body of research in the economics and management literature that 
links the pattern and amount of stock ownership with managerial behaviour, and, 
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eventually, corporate performance.  The concentration of ownership may be an effective 
approach to controlling the agency problems caused by the separation of risk-bearing 
and decision functions in firms. However, because most of the previous research in the 
corporate governance area is focused on corporations with diffused ownership within 
the framework of the conventional US / UK model of corporate control, little is known 
about the behaviour of joint-stock firms with concentrated ownership (Holderness and 
Sheehan 1988). In terms of issues related to ownership structure and identities of the 
major groups of shareholders, previous research has recognised several possible 
governance roles for large-block shareholders, some of which are likely to be value-
enhancing while others are likely to have negative effects (Filatachev et al. 2007). 

Another important focus of ownership studies are institutional investors and 
large block holders. Institutional investors and large block holders control an increasing 
amount of corporate equity. One of the more promising areas of investigation with 
regard to institutional investors is examination of the differing incentives across 
institutional investor categories (Daily et al. 2003). Institutional theory attempts to 
understand corporate governance in the context of social and cultural constraints 
imposed on organizations. It considers the processes by which structures, including 
schemas, rules, norms, and routines, become established as authoritative guidelines for 
social behaviour. 

 
3.5. Disclosure, Audit and Internal Controls 

 
The academic literature suggests that information flows are a fundamental prerequisite, 
cornerstone, or driver of corporate governance and that in turn the informational 
environment of the firm affects strategy and performance. The starting point for most of 
the analyses is that “information asymmetry” or “information impactedness” is 
pervasive in firms and has negative effects in terms of uncertainty, adverse selection, 
moral hazard, and opportunism. In turn, this leads to higher transaction costs, the false 
pricing of assets, the misallocation of resources, and lower liquidity. Because of market 
failures and fears of competitive disadvantage, the state has intervened with laws to 
make firms disclose. However, in addition, firms have an interest in disclosing above 
what it legally mandated, in anticipation of benefits, such as the reduction of uncertainty 
and of the price of capital. Much of the literature then suggests that an optimal 
disclosure strategy is one where firms supply maximum information, subject to legal, 
cost, and proprietary constraints (Filatachev et al. 2007). 

Auditing and internal controlling are self-regulatory elements of corporate 
governance. A well functioning system of auditing and controls is often seen as central 
to creating appropriate linkages of information, incentives, and governance between 
managers and investors. This process involves a wide set of intermediaries, including: 
various groups of investors; reputational intermediaries that certify the objectivity of 
information provided to investors, such as financial analysts, rating agencies, internal 
and external auditors; and internal governance agents such as corporate boards 
(Filatachev et al. 2007). 

 
3.6. Executive Pay and the Market for Corporate Control 

 
CEO compensation research illustrates the issues of contemporary research in 
ownership studies more generally. Much of this research incorporates examination of 
equity-based elements of CEO compensation, with the vast majority of these studies 
being grounded on agency theory.  
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Demsetz and Lehn captured in their examination of the antecedents and 
outcomes of ownership structure that “If diffuseness in control allows managers to serve 
their needs rather than tend to the profits of owners, then more concentrated ownership 
by establishing a stronger link between managerial behaviour and owner interests, ought 
to yield higher profit rates” (Daily et al. 2003). 

Beyond the dominance of agency theory as the guiding framework for this 
body of research, compensation studies serve as an excellent exemplar of ownership 
research due to the variety in their reported findings. There is little apparent consistency 
in the relationships between ownership and firm processes or outcomes (Daily et al. 
2003). Studies showed that whilst there had been a rapid growth in the levels of 
remuneration, there was a suggestion that these increased levels of pay did not promote 
or reflect increased company performance (Filatachev et al. 2007). Much of the agency 
theory unrealistically assumes that earnings and stock prices cannot be manipulated, 
implying that some of the incentive system in common use does not generate the 
alignment between principals and agents for which they were supposedly designed 
(Brecht et al. 2002 as quoted in Hilb 2006). 

The market for corporate control is one of the most controversial aspects of 
corporate governance. Many takeovers are motivated by industry-specific factors such 
as synergy effects, gaining market access or power, diversification or restructuring in 
response to changes in the technological, economic or institutional environment. Firms 
may use acquisitions to access new products, research and knowledge (Hitt et al. 2002). 
Acquisitions may also provide important exit strategies for investors and entrepreneurs. 
A large social science literature has emerged in this regard as to the role of M&A in 
corporate strategy (Filatachev et al. 2007). 

 
3.7. Stakeholders 
 
It has been argued that participation by various stakeholders may complement other 
internal and external monitoring mechanisms and thereby promote greater managerial 
accountability. In turn, some have argued that this will make for better decisions, the 
more effective implementation of decisions, and better performance outcomes. An 
extensive literature exists on stakeholding in a modern business enterprise. An 
increasing amount of this literature is set within the framework of corporate governance 
and draws parallels or contrasts between shareholding and stakeholding. Some of the 
literature draws on economics and accounting, but much uses political science, legal 
analysis, and sociological and management literature. In part because of paucity of 
empirical data, fewer studies of the kind are found in the financial literature on boards 
or blockholders, which use statistical techniques to test the basic hypotheses found 
within the stakeholder literature (Filatachev et al. 2007). 

Stakeholder theory begins with the assumption that values are necessarily and 
explicitly a part of doing business. It asks managers to articulate the shared sense of the 
value they create, and what brings its core stakeholders together. It also pushes 
managers to be clear about how they want to do business, specifically what kind of 
relationships they want and need to create with their stakeholders to deliver for their 
purpose. Truth and freedom are best served by seeing business and ethics as connected 
(Freeman et al. 2004). Martin Hilb (2006) presents a new, holistic approach. This new 
approach to directing and controlling companies integrates components of corporate 
governance that have historically been treated in isolation of each other in research, 
teaching and practice.  
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As Alexis de Tocqueville (Smith 2007) has purportedly warned, “When the 
past no longer illuminates the future, the spirit walks in darkness.” It is this darkness we 
must strive to avoid so that we don’t repeat the wrongs of the past and proceed into the 
future without direction. 
 
4. Conclusions 
 
The future research in this area should concentrate on integrating more realistic 
institutional and behavioural assumptions into their hypotheses and empirical analyses 
regarding the motivations of different groups of owners to monitor and control 
executive discretion (Watson 2005).  

The goal of the author’s research process is to produce new knowledge, 
adopting different theoretical lenses, using different research methods, analyzing capital 
companies in Estonia. Units of analysis are the individual, the firm, the larger society 
and economy. Research questions – What kind of owners dominate in Estonia? How 
does it change over time? What are its consequences?  

The trend is toward multi-theoretical ownership structure research. Among the 
theoretical frameworks represented are to the topic most relevant institutional theory, 
agency theory, stakeholder theory, stewardship theory, and evolutionary economics. 
The author is further developing a typology of capital company owners in Estonia, 
using cluster analysis. Typologies meet at least three important criteria of being a 
theory. If typologies are theories, they must meet some minimal definition of a theory 
(Doty et al. 1994), there are no concise, unanimously accepted definitions of a theory, 
theory-building experts seem to agree that there are at least three primary criteria that 
theories must meet: constructs must be identified, relationships among these constructs 
must be specified, and these relationships must be falsifiable. 
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Alternative schools Social capital theory (Bourdieu, 1983)

Evolutionary economics (Nelson & Winter, 1982;
 Beinhocker, 2007) 

Social Network theory (Barnes, 1954)
The General Theory of Employment, Interest and Money (Keynes, 1936)

Hea Ühingujuhtimise Tava (2005)
Resource-based view (Barney, 1991)
Stewardship theory (Donaldson, 1990)

Corporate Governance (Cochran and Wartick, 1988;
Cadbury, 1992)
Stakeholder theory (Freeman, 1984)

Agency theory (Jensen and Meckling, 1976)
Resource dependency theory (Pfeffer, 1972)
Managerial Hegemony (Mace, 1971)

Institutional Theory (Selznick, 1957)
Essays in Positive Economics (Milton Friedman, 1953)

tion cost economics (Coase, 1937; Williamson, 1975; 1985)
s (Coase, 1937)

 and Private Property (Berle and Means, 1932)

Nations (Adam Smith, 1776)

INSTITUTIONAL CAPITALISM
Starts about 1980 in western Europe, USA and Japan

Cold War (1945-1989) Post-communist period
Elizabethan period (1558 - 1603) Late industrialization World War II (1937 - 1945) (after December 1991- September 2001) 

World War I (1914 - 1918)
Industrial Revolution (18th and 19th centuries) The information age

Age of Discovery (or Exploration) (15th century-17th century) 1957 Space Age
1650 1660 1670 1680 1690 1700 1710 1860 1870 1880 1890 1900 1910 1920 1930 1940 1950 1960 1970 1980 1990 2000 2010

owned by the managers
 managers but mainly 

owned by various non-managers
The era of corporations controlled by managers but 
mainly owned by financial institutions

Schools of political economy Neoclassical schools 
(ancient-1871) (1871-today)

Transac
New institutional economic
The Modern Corporation

Das Kapital (Karl Marx, 1867)
     An Inquiry into the Nature and Causes of The Wealth Of 
     Tableau économique (Francois Quesnay, 1758)

ENTREPRENEURIAL CAPITALISM MANAGERIAL CAPITALISM
Starts about 1650 in western Europe Starts about 1860 in western Europe and USA
The era of corporations controlled and The era of listed corporations controlled by

 

 
Source: own depiction based on literature review 

 


