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The end of “the organization man”

+ The globalization of employment

+ The ideology of maximizing shareholder value

= Employment insecurity

Employment insecurity in the 2000s

William Lazonick, Sustainable Prosperity in the New Economy?: 
Business organization and High-Tech Employment in the United 
States, Upjohn Institute of Employment Research, July 2009.



What is the “New Economy business model”?

Characteristic features of the Old Economy and New 
Economy business models compared

In the 1990s a transition occurred from OEBM to NEBM 
that is now complete in US high-tech industry.



Exemplars of OEBM and NEBM in ICT

OEBM
The Bell System

IBM 
Hewlett-Packard

Motorola
Texas Instruments

Xerox
NCR
Cox

Pitney Bowes

NEBM
Intel

Microsoft
Oracle

Sun Microsystems
Cisco Systems

Dell
Apple

Yahoo!
Amazon.com

Google



Transition from OEBM to NEBM:
the critical case of IBM

• Dominated the computer market in the Old Economy

• Employed over 405,000 people, in 1985 when it still 
offered the expectation of “lifelong employment”

• But did away with lifelong employment in the early 
1990s – cut employment from 374,000 in 1990 to 220,000 
in 1994  

• wanted younger workers: open systems, services, and 
software instead of hardware

• transformed its pension plans to attract younger workers

• led the transition from OEBM to NEBM



The end of “The HP Way”
• Hewlett-Packard a major electronics engineering 

company  in the Old Economy; the pioneering company 
in what would become Silicon Valley

• “The HP Way” ensured that employees whose jobs had 
been restructured had an opportunity to remain with the 
company

• But moved into printers, based on open standards  -- did 
not require career employees

• 1999: Spun off Agilent, and began to do away with the 
HP Way – process complete with Compaq acquisition in 
2002 – HP now known for employee “churn”



Semiconductor wages, 1994-2006
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Software publishing wages, 1994-2006

0

50,000

100,000

150,000

200,000

250,000

300,000

350,000

400,000

1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

20
00

$

United States Silicon Valley Route 128 Dallas Washington State

Gains from 
exercising
stock options:
the Microsoft
effect



Stock options and CEO pay
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Stock option gains from broad-based plans

Employees: CSCO 1995: 4086; 2000: 34,000; MSFT 1995: 17,800; 2000: 39,100
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Globalization of the high-tech labor force

You only get stock options if you have a regular job

New competition for high-tech labor in 2000s: emergence 
of a highly qualified labor force in China and India

Global labor is not new: But the size – and quality -- of the 
Chinese and Indian labor supply is new

Offshoring: important for Asian development  

But creates employment insecurity for US workers 

In the context of NEBM, hardest hit are older (40+) high-
tech workers



Economic insecurity of the 
US high-tech labor force

Vulnerability of educated and experienced high-tech labor

• transformation of employment relations from a career in 
one company to interfirm labor mobility

• competition from qualified high-tech labor in Chin and 
India

• what US companies do with their profits?: repurchases 
stock – quest for shareholder value

• Why do companies do repurchases? 
“maximizing shareholder value”=outsized (and obscene) 
executive pay

Lazonick



Globalization at IBM
IBM:
• increased employment from 219,839 in 1994 to over 
398,455 in 2008
• but the share of US employees in IBM’s worldwide 
employment declined from 52.2 percent in 1996 to 30.2
percent in 2008
• in 2006 the net increase in IBM employees outside of the 
United States was 26,387, in 2007 37,961, and in 2008, 
more than 20,000
• One-quarter of IBM’s 2007 employees worldwide were in 
the BRIC countries, with 74,000, or 19 percent of all IBM 
employees, in India alone
From 2000-2008, IBM repurchased $67.4 billion of its own 
stock: $18.8 billion in 2007 and $10.6 billion in 2008)



Project Match
• IBM highly profitable in 2008

• Yet laid off more than 4,000 workers in Feb. 2009, and 
announced 5,000 more in March

• End of February announced Project Match: “to help you 
locate potential job opportunities in high-growth markets 
where your skills are in demand.”

• Project match eligibility limited to “satisfactory 
performers who have been notified of separation from 
IBM US or Canada and are willing to work on local 
terms and conditions.” The localities are places like 
India, China, and Brazil



Globalization at HP
HP
• increased employment from 141,000 in 2002 to 172,000 in 
2007
• decreased US employment from 67,350 in 2002 to 53,519 
in 2007
• share of US employees in HP’s worldwide employment 
fell from 48 percent in 2002 to 31 percent in 2007
• recently acquired EDS, bringing employment to 320,000, 
but will cut 24,600 as integration  layoffs
• 2000-2008, HP repurchased $43.3 billion of its own stock:
$10.9 billion in 2007 and $9.6 billion in 2008



Cheerleaders for shareholder value:
Disgorge the free cash flow

“Free cash flow is cash flow in excess of 
that required to fund all projects that 
have positive net present values when 
discounted at the relevant cost of capital. 
Conflicts of interest between share-
holders and managers over payout 
policies are especially severe when the 
organization generates substantial free 
cash flow.  The problem is how to moti-
vate managers to disgorge the cash rather 
than investing it at below cost or wasting 
it on organization inefficiencies.”
Michael C. Jensen (CAC-MSV*), AER, 1986, p. 
323. 
* Chief Academic Cheerleader
for Maximizing Shareholder Value

Disgorge 
the free 

cash flow!!



Disgorging the cash flow: net equity issues
nnnnnNet corporate equity issues (billions of 2008 dollars) in the United States by 

non-financial corporate business and by selected financial sectors, 1980-2008
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Disgorging the cash flow: Stock buybacks
nnnnnRatios of cash dividends and stock repurchases to net income, and mean dividend payments 

of S&P 500 companies, 1997-2008
(438 corporations in S&P 500 Index in January 2008 with publicly listed in 1997)
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Top repurchasers 2000-2007, #1-25



Top repurchasers 2000-2007, #26-50



What’s Wrong With Buybacks
•Wall Street banks did buybacks even as they were betting the 
company on derivative speculation, and ended up having to go to 
foreigners and the US government to bail them out.

•Leading ICT companies do huge buybacks with the profits from 
offshoring even as they lay off US workers, and even as they 
demand that the government invest more in the high-tech 
knowledge base to make “America” competitive.

• Oil companies do massive buybacks, while we pay high gas prices
Sen. Charles Schumer: “They tell us they want to do more domestic 
production. They tell us they need to drill offshore. They tell us that 
they can find oil on the mainland. And what do they do with their 
profits? They buy back stock, simply to increase their share price.”
(July 31, 2008)

THE DISGORGED CASH FLOW IS NOT FREE



The disgorged cash flow is not free
• Leading pharmaceutical companies do buybacks that sometimes 

exceed R&D expenditures even as they argue in Congress against 
the regulation of US drug prices because they ostensibly need as
much profits as possible to pump back into drug research.  

• Health care companies do huge buybacks even as the nation’s 
health care system is in crisis.  

• Wal-Mart does huge buybacks even as it pays its close to 2 million 
“associates” wages that can hardly be called a standard of living

• If General Motors had banked the $20.4 billion distributed to 
shareholders as buybacks from 1986 through 2002 (with a 2.5 
percent after-tax annual return) it would have $33.8 billion of its 
own cash to help keep it afloat and respond to global competition 



A dumb idea

Lazonick; CIC

March 2009, John F. Welch, Jr., ex-CEO of GE, and a 
man who according to his 2003 autobiography speaks 
“straight from the gut”, told a Financial Times reporter:

“On the face of it, shareholder value is the dumbest idea in 
the world. Shareholder value is a result, not a 
strategy…your main constituencies are your employees, 
your customers and your products.”
He went on to reiterate: “It is a dumb idea. The idea that 
shareholder value is a strategy is insane. It is the product 
of your combined efforts – from the management to the 
employees.”

Francesco Guerrera, “Welch rues short-term profit ‘obsession’,”
Financial Times, March 12, 2009.


