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ABSTRACT

For the past 30 years, the organization and functioning of firms have considerably
changed, especially with the growing importance of human capital. In parallel,
the primacy of the shareholder governance model has maintained. The aim of this
chapter is to review the main theoretical and empirical elements of this paradox and
to propose a renewed model of firm governance that takes into account the intrinsic
nature of critical human capital incorporated by key employees. The chapter shows
that the inalienable residual rights of control inherent to specific human capital are
inconsistent with traditional disciplinary models of corporate governance. They
rather call for a model of regulation of economic power exercising based on work
motivation. This original model that the author calls the “multi-resource model”
aims to encourage, retain, and collectively enrich critical resources by using an
original operational device based on complementary instruments of incentive and
coordination.
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The Governance of Human Capital-Intensive Firms
INTRODUCTION

Competition based on innovation races has heightened since the early 1990s. Yet,
in globalized economies, innovation gives rise to two contradictory phenomena. On
the one hand, companies’ propensity to innovate depends on increasing needs for
financing. This situation has led to financial deregulation and to the development of
new instruments to control and share risk in a context of accelerated financialization
(Aglietta and Rebérioux, 2012; Lazonick, 2010; Lippert et al., 2014). It has also
attracted external investors and given more control to shareholders while stock market
use has extended. In this context, the shareholder model of corporate governance,
emblematic of joint-stock companies, became established: during the three last
decades, corporate strategies in favor of shareholder value creation have been
intensified. Corporations have adopted a “downsize and distribute” principle based
on cutting the size of their labor force (downsize), in an attempt to increase the return
on equity to increase dividends (distribute) (Lazonick and O’Sullivan, 2000, p. 18;
Cordonnier and Van de Velde, 2014)!. On the other hand, companies’ propensity to
innovate depends on increasing needs for specific intangible resources. In particular,
the demand for innovative process and quality improvement can only be satisfied
by specialized and mobile employees and external experts. Innovation comes from
specific human capital at every stage of the production process. Therefore, human
capital tends to be more important than physical assets and employees tend to get
involved in participative forms of work organization (Arundel et al., 2007; Boxall
and Macky, 2009). Specialized employees with a unique skill or a particular know-
how represent valuable resources which are immaterial, inalienable and non-imitable
instantaneously (Kochan and Rubinstein, 2000; Wang et al., 2009). Specialized
employees control assets able to minimize many transactional and productive costs
so that the firm can improve its competitive position. As the importance of human
capital has grown, power has moved away from the top management; power is much
more widely dispersed through the firm, in particular in the hands of key employees
because they represent and control decisive functional resources for the firm. Finally,
the separation between ownership and control, recognized as the source of corporate
governance issues (Berle and Means, 1932), becomes blurred in the present firm
but does not challenge the shareholder primacy view of corporate governance. This
paradoxical situation has largely been responsible for the harmful drift of financial
capitalism of the beginning of the 21" century (Dore, 2008; Lazonick, 2011).

The author suggests that maximizing shareholder value is inconsistent with a
value creation process achieved by a group of employees. While this idea is not new
(Marx, 1867), the negative effects of these growing contradictory trends have not
been taken into account. The author advances that equating all assets to a financial
asset, at least at a conceptual level, amounts to considering that human assets are
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