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While many studies explain how social science theories shape social reality, few reflect
critically on how such theories should shape social reality. Drawing on a new concep-
tion of social welfare and focusing on financial regulation, we assess the performative
effects of theories on public policy. We delineate how research that focuses narrowly on
questions of efficiency and stability reinforces today’s technocratic financial regulation
that undermines social welfare. As a remedy. we outline how future management re-
search can tackle questions of social justice and thereby promote an inclusive approach
to financial regulation that better serves social welfare.

Social science theories contribute to the social
construction of reality. In recent years manage-
ment researchers (Ferraro, Pieffer, & Sutton, 2005)
and sociologists (Callon, 2007) have analyzed
how theories—economic theories in particular—
become “performative” (MacKenzie, 2006: 16). For
example, Ferraro et al. (2005) described three
mechanisms through which theories shape social
reality: (1) theories influence institutional de-
signs, (2) theories transform social norms of indi-
vidual behavior, and (3) theories offer a language
that influences how individuals see the world.
Researchers have also pointed out negative con-
sequences that performative theories can have on
social welfare (Ghoshal, 2005; Ghoshal & Moran,
1996). For instance, critics (Colander et al., 2009;
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Krugman, 2009a) have argued that theories of fi-
nancial economics, such as the efficient market
hypothesis (Fama, 1970), fueled poor financial
regulation, which, in turn, contributed to the 2008
financial crisis (Dymski, 2011; Scherer & Marti,
2012; Willmott, 2011).

However, it management researchers want to
“"enable a better world” (per the Academy of
Management's Strategic Plan; see http://aom.
org/strategicplan/) and to "meet society’s so-
cial and economic objectives” (Walsh, Weber,
& Margolis, 2003: 859), they must do more than
explain how theories shape social reality and
seek to develop theories that enhance rather
than diminish social welfare. To achieve this
goal, it is essential to reflect on how theories
should shape social reality. So far, research
has not addressed this issue sufficiently. In
this article we therefore develop a normative
framework for assessing the impact of theories
on social welfare. Normative theorizing about
research starts from the insight that all re-
search incorporates values (Connell & Nord,
1996; Ezzamel & Willmott, 2014), makes these
values explicit for critically reflection (Steffy &
Grimes, 1986; Trevino & Weaver, 1994), and then
outlines how future research should influence
social reality—and why (Spicer, Alvesson, &
Kérreman, 2009; Swanson, 1999).

Financial regulation, which defines the rules,
controls, and sanctions that restrict and enable
the behavior of participants in financial markets
(Marauhn, 2006), is an ideal context in which to
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develop such a framework. Financial inno-
vations, which consist of new products, such as
novel types of derivatives, and new processes,
such as new ways of processing transactions
(Tufano, 2003), constitute one of the main chal-
lenges for financial regulation today (Davis,
2009a; Munir, 2011). Financial innovations are
a regulatory challenge for public policy because
some, such as the advent of reasonably liquid
stock markets (Ferguson, 2008), have benefited
social welfare, whereas others, such as the more
recent credit default swaps (Tett, 2009), have
diminished social welfare. Regulation should
therefore foster certain financial innovations but
curtail others. The complexity of financial mar-
kets and the confilicting preferences of ditferent
social groups make this task difficult. In this ar-
ticle we explore the role of research in this process
by analyzing how theories should shape financial
regulation so as to enhance social welfare. Al-
though we focus on financial regulation, our
normative framework is also relevant for other
contested policy issues (e.g., internet privacy,
corporate tax, and climate change).

What complicates our analysis is that "social
welfare” is a highly contested concept: ditfer-
ent people and social groups have different
views of how social welfare should be defined
and measured. To tackle this pluralism, we
build on philosopher Jiirgen Habermas's theory
of knowledge-constitutive interests. Habermas
(1971) argued that, in principle, all people share
three distinct cognitive interests—technical,
practical, and emancipatory—because they face
similar challenges in the world, regardless of their
preferences with respect to specific issues of pub-
lic policy (Willmott, 2003). From this theory we de-
rive three questions that should be the main
concern for public policy when exploring the social
welfare implications of financial innovations: (1)
Does a certain financial innovation make the
economy more efficient? (2) Does a certain finan-
cial innovation make the economy more stable? (3)
Does a certain financial innovation make the
economy more just?

Current research does not provide adequate
answers to all three questions. Financial econo-
mists tackle the first question and sociologists of
finance the second. Social science researchers,
however, largely ignore the third question. As
a result, the body of existing research reinforces
technocratic financial regulation, which focuses
on finding optimal means to realize ends that

are largely taken for granted (currently, efficiency
and stability). However, for contested issues of
public policy, such as financial regulation, tech-
nocratic financial regulation tends to undermine
social welfare by neither (a) clarifying what
social welfare means (e.g., by neglecting the
problems of income inequality) nor (b) creating
legitimacy for policy decisions (e.g., by neglecting
the problems of power and influence of special
interest groups).

To enhance social welfare, researchers from
different social sciences—for example, econom-
ics, political science, sociology—should consider
the question of whether financial innovations
make the economy more just. Management re-
searchers can make a unique contribution to
this endeavor by exploring whether financial
innovations, mediated by financial and non-
financial firms, increase top incomes and income
inequality. Through the performative effects of
theories on public policy, research along these
lines would promote inclusive financial regula-
tion that not only focuses on the means but also
enables discussion about the ends of financial
regulation in a process of democratic will forma-
tion. Such regulation needs to involve diverse
social groups in deliberation (Fishkin, 2009;
Habermas, 1996) about “what finance could and
should do in economy and society” (Froud,
Moran, Nilsson, & Williams, 2010: 25). Figure 1
illustrates our argument.

To illustrate how theories should shape finan-
cial regulation, we focus on a recent financial in-
novation: high-frequency trading. High-frequency
traders use computer algorithms to trade on fi-
nancial markets, sometimes sending hundreds of
orders per second to trading venues (Madrigal,
2010; Perez, 2011). High-frequency trading is a ma-
jor financial innovation that now accounts for 50
to 70 percent of transactions on stock markets
(The Economist, 2012). The involvement of high-
frequency traders in the Flash Crash of May 6, 2010,
when U.S. stock markets fell around 7 percent
within 13 minutes (Kirilenko, Kyle, Samadi, &
Tuzun, 2011), triggered discussions on whether
high-frequency trading should be regulated and, if
so, how.

Our article makes three contributions. First, it
expands research on performativity in manage-
ment studies (Cabantous & Gond, 2011; Ferraro
et al., 2005) by developing a normative framework
that will enable researchers to think about the
"ethical consequences of theory” (Ferraro, Pieffer,
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& Sutton, 2009: 673). We theorize on three mecha-
nisms through which researchers foster either
a technocratic or an inclusive approach to regu-
lation. Second, the article contributes to the de-
bate on how to reform financial regulation (Froud
et al., 2010; Schneiberg & Bartley, 2010) by
problematizing how current research reinforces
today's technocratic financial regulation. To
support inclusive financial regulation, future re-
search should tackle questions of justice; man-
agement researchers can contribute to this
endeavor by analyzing how financial innovations
influence top incomes and income inequality.
Third, the article demonstrates that monistic
conceptions of social welfare, which rely on
a single welfare criterion such as gross domestic
product (GDP; see Fleurbaey, 2009) or overall
happiness (Jones & Felps, 2013), are limited when it
comes to contested issues of public policy. We in-
stead advocate a pluralistic conception of social
welfare that builds on three welfare dimensions—
efficiency, stability, and justice—and outline a
process for dealing with conflicts between these
dimensions.

We structure the article as follows. In the next
section we show that because existing research
on financial innovations ignores questions of
justice, it reinforces a technocratic approach to
financial regulation that is likely to undermine
social welfare. Following that, we outline how
future research on topics such as top incomes and
income inequality could promote a more inclusive
approach to financial regulation that better
serves social welfare. In the concluding section
we present the implications of our study for man-
agement theory in general.

HOW CURRENT THEORIES SHAPE
FINANCIAL REGULATION

Three Key Questions for Regulating
Financial Innovations

To explore how theories should shape financial
regulation so as to enhance social welfare, we
first have to discuss the term “social welfare”
(Walsh et al., 2003: 860). Social welfare is a nor-
mative concept that different people or social
groups use to reflect on the ends—the “greater
good” (Jones & Felps, 2013: 373)—that public policy
should pursue to improve the status quo of soci-
ety. Importantly, for many issues of public policy,
people mean different things when they refer to
social welfare, depending on their self- and other-

regarding preferences (Ghoshal, 2005), as well as
sociodemographic characteristics such as edu-
cation, income, wealth, and influence (Doob, 2013;
Mills, 1956). To simplify our argument, we de-
scribe people with similar preferences and socio-
demographic characteristics as a "social group”
(Honneth, 1996; Piketty, 2014; Saunders, 1990). We
posit that members of different social groups,
such as investors, employees, home owners, or
retirees, are likely to have different views on
social welfare—that is, on the ends that public
policy should pursue.

The fact that different social groups often view
social welfare differently challenges econo-
mists and utilitarians who define social welfare
on behalf of “society” and reduce everything
that matters in relation to social welfare to
a single criterion, such as GDP (Fleurbaey, 2009)
or overall happiness (Jones & Felps, 2013).
Drawing on the philosophical distinction be-
tween monism and pluralism (Berlin, 1969;
Buchholz & Rosenthal, 1996; Hurka, 1996), we
describe such conceptions of social welfare as
monistic. Monistic conceptions make it easier to
handle conflicts by offering “a common basis for
determining the respective weights” (Larmore,
1994: 65) of different concerns.! However, as we
discuss below, in the case of contested issues
such as financial regulation, enhancing social
wellare requires a process that involves all so-
cial groups, with their competing views on what
ends public policy should pursue.

In this article we therefore develop a plural-
istic conception of social welfare. Pluralistic
conceptions acknowledge the coexistence of
competing values and world views (Larmore,
1994) and require a process that balances dif-
ferent perspectives (Miller, 1999). Such concep-
tions redefine the role of researchers, whose
taskitbecomes to ask, "How should researchers
support a process in which social groups
themselves define social welfare?” rather than
"How should researchers define social wel-
fare?” To develop our pluralistic conception of
social welfare, we must first clarity what

! Monism does not preclude the possibility that many fac-
tors are relevant to social welfare. For example, as the editor
kindly reminded us, some economists stress that factors re-
lated to stability and justice are as important for happiness as
material wealth (Easterlin, 1974; Layard, 2011). Monism simply
means that all these factors are commensurable and can be
added up to a single measure (e.g., money or happiness).
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knowledge diverse social groups need to pos-
sess. Habermas (1971) offers an ideal starting
point for this purpose. While championing de-
liberative processes that take into account
conflicting views of what is good for society
(Habermas, 1996, 2003), Habermas (1966, 1971)
also argued that all people, regardless of the
social group they belong to, face three chal-
lenges with respect to the world and with one
another. Habermas (1971) maintained that these
challenges motivate three different “cognitive
interests” that make people raise questions
about how to make societal institutions more
efficient, stable, and just (for prior management
research on cognitive interests, see Stablein &
Nord, 1985; Steffy & Grimes, 1986; Willmott,
2003).?

The first challenge that Habermas (1971) out-
lined is that people need to exert some control
over the world in which they live. For example,
people must know which time of the year is the
best for planting particular seeds and how to
construct houses that do not collapse. This need
for efficient solutions motivates a “technical cog-
nitive interest” (Habermas, 1971: 172), which leads
people to strive for knowledge about causes and
effects. Such knowledge helps to “enhance pre-
diction and control” (Willmott, 2003: 95) and to
optimize means-ends relationships. Enhancing
prediction and control is also important in the
economy because people have scarce resources
and thus try to allocate resources as efficiently
as possible (Walsh et al., 2003). This knowledge
about causes and effects is crucial with regard to
financial innovations, since these innovations
change how financial markets allocate capital
and risk. The technical cognitive interest thus
leads to the first of the three key questions that we
identified: Does a certain financial innovation
make the economy more efficient?

The second challenge is that people need some
degree of mutual understanding in order to in-
teract with one another. For example, people need
common practices that are based on a shared
understanding of actions, roles, and routines to
jointly cultivate grain or to cooperatively build
a house. Without common practices, cooperation

2 Some points about the three cognitive interests remain
controversial, such as whether these cognitive interests have
grown historically or whether one can derive them (quasi-
transcendentally) from the conditions of human existence. Burrell
(1994) and Willmott (2003) discussed this and other points.

April

will almost certainly break down and become
close to impossible. This need motivates what
Habermas (1971: 173) called "practical cognitive
interest.” This interest prompts people to search
for knowledge that helps them “improve mutual
understanding” (Willmott, 2003: 95) and is also
crucial for financial markets: as social construc-
tions (MacKenzie, 2006), financial markets func-
tion properly only if interactions between market
participants become institutionalized through
roles and routines (Berger & Luckmann, 1966) and
stabilized by processes of joint “sensemaking”
(Weick, 1993). Stability at the systemic level re-
quires a certain degree of mutual understanding
at the individual level: “Complex patterns of in-
teraction that are stable require actors who
share cognitive assumptions and expectations”
(Fligstein, 2001: 27). Financial innovations such as
high-frequency trading transform how market
participants interact with each other, particularly,
as we elaborate later on, because high-frequency
algorithms have largely replaced human in-
termediaries (Beunza & Millo, 2014). As a result,
such innovations potentially affect the stability of
financial markets and the economy as a whole.
The practical cognitive interest thus leads to the
second key question: Does a certain financial in-
novation make the economy more stable?

The third challenge is that people encounter
relations and institutions that are unjust, such as
when some individuals or groups have a dispro-
portionate influence on how food, housing, and
other goods are produced and distributed. Such
injustices motivate what Habermas (1971: 194)
called “emancipatory cognitive interest.” Haber-
mas argued that this interest is not merely a sub-
jective attitude that some people happen to have
but, rather, something “profoundly ingrained in
the structure of human societies” (1986: 198). In-
deed, that people long for freedom and justice is
not only postulated by philosophers (Horkheimer
& Adorno, 1972; Kant, 1958/1788, 1959/1785) but also
documented in empirical research (see Stout,
2011a), which indicates that people often think in
terms of "fairness” (Kahneman, Knetsch, & Thaler,
1986), "reciprocity” (Fehr & Gdchter, 2000), or
"honesty” (Ariely, 2012). While this concern with
justice does not suggest that people always act
justly (Ariely, 2012), it does suggest that people
want to know whether and, if so, how societal in-
stitutions and relationships could be transformed
so that fewer people suffer and struggle. By
transforming how financial markets function,
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financial innovations influence the distribution of
economic output among different individuals and
social groups. With respect to the emancipatory
cognitive interest, the third key question that ari-
ses about financial innovations is: Does a certain
financial innovation make the economy more
just?

On the basis of the theory of cognitive interests,
we can now give a more detailed account of the
challenges that public policy faces. Although all
social groups are, in principle, interested in
questions of efficiency, stability, and justice, so-
cial groups differ in two ways with regard to
specific policy issues. First, different social
groups may favor different trade-offs between
efficiency, stability, and justice. When a specific
issue is at stake, some groups may focus on effi-
ciency, others may be willing to sacrifice effi-
ciency in order to increase stability, and yet others
may see justice as the most urgent end for public
policy. Second, different social groups may dis-
agree over what efficiency, stability, and justice
mean in the first place. This disagreement is also
reflected in academic discourse, in the form of
controversies about what to include in efficiency
measures such as GDP (Boyd, 2007; Landefeld &
McCulla, 2000), or about whose concern for sta-
bility matters more—for instance, shareholders’
concern for preventing stock market crashes ver-
sus employees’ concern for job security (Allen &
Wood, 2006; Piketty, 2014). As we discuss later,
there is particularly strong disagreement on what
"justice” means (Bowman & Rugg, 2013; Frohlich &
Oppenheimer, 1992).

Next we document that current research on fi-
nancial innovations tackles only the first two key
questions (on efficiency and stability), while ig-
noring the third key question (on justice)—with
problematic consequences for financial regula-
tion and, ultimately, social welfare.

Insights from Current Research on Efficiency
and Stability

We use the case of high-frequency trading to
illustrate how current research—by financial
economists and sociologists of finance—analyzes
financial innovations. Both financial economists
and sociologists of finance study liquidity. Liquid
markets allow investors to instantly buy and sell
assets at low transaction costs (Hasbrouck, 2007).
Liquidity affects the efficiency and stability of
financial markets and, ultimately, the economy.

High liquidity increases efficiency by lowering
transaction costs. If investors know that they can
sell assets on the secondary market at lower costs,
they will pay more for newly offered securities on
the primary market, thereby potentially reducing
the cost of capital for firms and, ultimately, in-
creasing GDP (Hendershott, Jones, & Menkveld,
2011). In contrast, low liquidity can undermine the
stability of financial markets, because, with few
buyers and sellers, even medium-sized orders can
induce big price movements and thus increase
volatility. The Flash Crash of May 6, 2010, was
such a “liquidity-induced crash” (Easley, Lopez de
Prado, & O'Hara, 2011: 122).

Financial economists focus on the question of
whether, by increasing liquidity, high-frequency
trading makes the economy more efficient. Moti-
vated by the technical cognitive interest, financial
economists want to “predict” how financial in-
novations such as high-frequency trading influ-
ence liquidity so that they can offer regulators
a certain degree of “control” (Willmott, 2003: 98)
over financial markets and the economy.
According to an extensive literature review by
Gomber, Arndt, Lutat, and Uhle (2011: 2), the
"majority of papers” by financial economists find
"positive effects on liquidity.” These papers con-
clude that high-frequency trading reduces trans-
action costs for investors and, ultimately, the
cost of capital for firms (Chaboud, Chiquoine,
Hjalmarsson, & Vega, 2014; e.g., Hasbrouck &
Saar, 2013; Hendershott et al., 2011; Hendershott
& Riordan, 2013; Menkveld, 2013; Riordan &
Storkenmaier, 2012). Financial economists thus
provide insights that help different social groups
decide whether high-frequency trading makes
the economy more efficient. Overall, financial
economists suggest that this is indeed the case.

Sociologists of finance, with their “social stud-
ies of finance” (Beunza, Hardie, & MacKenzie,
2006: 721), have also started to investigate high-
frequency trading. While financial economists
assume that liquidity emerges automatically
wherever there is supply and demand for an as-
set, sociologists of finance try to understand
how liquidity is “constructed and maintained”
(MacKenzie, Muniesa, & Siu, 2007: 8). These re-
searchers are interested in the “mutual un-
derstanding” (Willmott, 2003: 95) that is necessary
for different actors to interact smoothly. By con-
ceptualizing financial markets as social prac-
tices, sociologists of finance provide insights into
the question of whether financial innovations
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make the economy more stable. Today, high-
frequency algorithms have largely crowded out
human intermediaries who, until ten years ago,
interacted on trading floors to match buyers and
sellers (MacKenzie, 2015; MacKenzie & Pardo-
Guerra, 2014). Sociologists of finance warn that
high-frequency traders may not be able to assume
all the functions that human intermediaries tra-
ditionally performed (Beunza & Millo, 2014). In
particular, they raise doubts about whether high-
frequency traders can engage in “sensemaking”
(Weick, 1993).

Sensemaking means that intermediaries use
and produce “social cues” that help market
participants “give meaning to orders and prices”
(Beunza & Millo, 2014: 7). On trading floors, human
intermediaries receive and provide many social
cues. Such cues include speaking in a confident
manner (Zaloom, 2003) or disclosing certain in-
formation on market conditions (Beunza & Millo,
2014). In contrast, the secret algorithms of high-
frequency traders produce fewer social cues.
Algorithms may cause “tunnel vision” (Beunza,
MacKenzie, Millo, & Pardo-Guerra, 2011: 23) that
undermines the ability of market participants to
make sense of turbulent market conditions; such
a breakdown in sensemaking will increase vola-
tility (Beunza & Millo, 2014). Sociologists of finance
thus offer insights for diverse social groups to
decide whether high-frequency trading makes
the economy more stable. Overall, sociologists of
finance suggest that this is not the case.

Despite their valuable insights into efficiency
and stability, financial economists and sociolo-
gists of finance fail to provide the knowledge that
different social groups require to clarify what
trade-offs between efficiency, stability, and jus-
tice financial regulation should enact, as well as
what each dimension means in the first place. In
addition to hardly problematizing their measures
for efficiency (in terms of GDP) and stability (in
terms of volatility), current researchers com-
pletely ignore the third key question—whether
financial innovations make the economy more
just—and thus fail to produce insights that would
enable various social groups to assess the regu-
lation of financial innovations in terms of social
justice. In the next section we will delineate how
tuture management research on top incomes and
income inequality—together with research from
other disciplines—could tackle the third key
question. Before that, however, we will look at
how current research, through the performative
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effects of theories on public policy, reinforces
a technocratic approach to financial regulation
that, in fact, undermines social welfare.

Mechanisms That Reinforce Technocratic
Financial Regulation

By ignoring the third key question on justice,
current research strengthens the technocratic
approach to financial regulation that has become
dominant in most countries over the last forty
years (Froud et al., 2010). Technocratic financial
regulation grants a lot of influence to experts and
little to politicians and social groups (Underhill &
Zhang, 2008). The key experts in financial regu-
lation are usually found in (a) government de-
partments, regulatory agencies (e.g., the U.S.
Securities and Exchange Commission), and cen-
tral banks; (b) financial firms and trade associa-
tions; and (c) research institutions, such as
universities or business schools. These experts
engage in a hierarchical decision-making pro-
cess in which senior regulators make important
policy decisions and supervision by politicians is
mostly symbolic, as, for example, Froud et al.
(2010) documented for the United Kingdom (see
also Underhill & Zhang, 2008). The process then
focuses on finding optimal means for realizing
ends that rarely get questioned (Crouch, 2004;
Habermas, 1970; Marcuse, 1964).

Power plays an important role in technocratic
financial regulation, with financial firms gain-
ing a lot of influence by sponsoring reports
(Kocieniewski, 2013) and campaigns (Johnson &
Kwak, 2010), as well as through regulatory capture
(Perrow, 2010) and “private sector expertise”
(Baker, 2010: 653). In this article we address more
fundamental problems of technocratic financial
regulation that would remain relevant even if
power problems were largely resolved (e.g., by
limiting the influence of banks that are too big to
fail; see Johnson & Kwak, 2010). Our critique
shows that technocratic financial regulation—
even at its best—cannot be the type of regulation
that researchers should reinforce if they want to
enhance social welfare.

Until the 2008 financial crisis, most experts
assumed—for well-intentioned or self-interested
reasons—that financial regulation should focus
exclusively on efficiency (see Engelen et al., 2011).
Nobel laureate Robert Lucas (2003: 1) had fa-
mously declared that the “"problem of depression
prevention has been solved, for all practical
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purposes,” and argued that “macroeconomic
priorities” should be focused on questions of
efficiency—a view that, at the time, resonated
among researchers, regulators, and other experts
(Engelen et al., 2011). The 2008 financial crisis
"repoliticized” financial regulation for a while,
but the “complexities of managing the aftermath
of the crisis” soon drove financial regulation back
"into the arms of the financial elite” (Froud et al.,
2010: 27-29; see also Glynos, Klimecki, & Willmott,
2012, and Scholes, 2010). As a result, experts now
search for ways to enhance both efficiency and
stability (Engelen et al., 2011; Krugman, 2009b) by
also examining parameters such as “systemic
risk” (Brunnermeier & Sannikov, 2014; Rochet,
2010). By focusing on issues of efficiency and sta-
bility, the technocratic approach explores chal-
lenging and important issues of public policy but
still largely ignores questions of justice and fails
to consider the trade-offs between conflicting
ends of financial regulation.

Technocratic financial regulation builds on
three pillars: institutional design, social norms,
and language (Ferraro et al., 2005). Here we de-
scribe three mechanisms through which existing
research reinforces each of these pillars. These
mechanisms explain the performative effects of
theories on the formation of public policy. Again,
power relations (Dymski, 2014; Fourcade, 2009)
and conflicts of interest (Carrick-Hagenbarth &
Epstein, 2012; Kocieniewski, 2013) create prob-
lems of their own for how theories shape financial
regulation. However, the mechanisms that we are
about to explain operate on a more fundamental
level and would remain relevant even if re-
searchers emancipated themselves from the in-
fluence of financial firms and other powerful
actors.

First, the institutional design of financial regu-
lation determines which actors play a role in fi-
nancial regulation. The institutional design of
technocratic financial regulation grants a great
deal of influence to experts but little influence to
politicians and the social groups they repre-
sent (Froud et al., 2010; Underhill & Zhang, 2008;
Willke, 2014; Willke, Becker, & Rostdsy, 2013). Ex-
perts bring in their knowledge through expert
groups (Seabrooke & Tsingou, 2014) and “re-
volving doors” between the financial sector and
regulatory agencies (Johnson & Kwak, 2010). In-
deed, Froud et al. describe financial regulation
since the 1970s as a "mostly successtul attempt to
insulate markets from democratic politics” (2010:

25) through self-regulatory bodies (Gerding, 2009;
Willke et al., 2013) and more independent central
banks (Abolafia, 2012; Marcussen, 2009). Exclud-
ing most social groups allows technocratic fi-
nancial regulation to focus on finding the optimal
means to realize ends that experts largely take for
granted (currently, efficiency and stability).
Existing research supports this technocratic in-
stitutional design. Researchers help frame what
financial regulation is about, thereby influencing
who will get involved in tackling regulatory chal-
lenges. Today, both financial economists and so-
ciologists of finance emphasize that financial
regulation is about efficiency and stability. For
example, financial economists examine ways of
ensuring competition among high-frequency
traders (Hendershott et al., 2011), while sociolo-
gists of finance investigate how exchanges can
keep human trading alive as a fallback option
during flash crashes (Beunza & Millo, 2014). At
most, researchers highlight the fact that financial
regulation involves trade-offs between efficiency
and stability (Linton & O'Hara, 2011). In addition,
because most researchers measure efficiency in
terms of GDP and stability in terms of volatility
(Crockett, 2001; Fleurbaey, 2009), it is hardly pos-
sible to infer from existing studies on financial in-
novations that defining efficiency and stability is,
in fact, quite controversial. Researchers who "de-
clare that an issue is technical . . . remove it from the
influence of public debate” (Callon, Lascoumes, &
Barthe, 2009: 25), since experts see no need to in-
volve social groups in technicalities, while social
groups have no motivation to engage in technical
discussions. We thus offer our first proposition.

Proposition 1: The less researchers em-
phasize that financial regulation in-
volves trade-offs between efficiency,
stability, and justice, as well as con-
troversies on how to define each di-
mension, the less likely are social
groups and their representatives to get
involved in the regulatory process.

Second, social norms define how actors should
engage in financial regulation. For example,
social norms may lead actors to “consider a
far-reaching restructuring of financial markets”
(Schneiberg & Bartley, 2010: 301) that does not take
existing market structure for granted. In fact, this
social norm prevailed in the United States during
the 1930s, when "financial reforms were truly
revolutionary . . . and in many ways visionary”
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(Cooley & Walter, 2010: 40). In contrast, the cur-
rently relevant social norm dictates that actors
merely propose incremental changes without
questioning the ends that existing financial reg-
ulation pursues—namely, efficiency and stabil-
ity. Such financial regulation “mainly patches
holes” (Cooley & Walter, 2010: 40) and represents
"aremarkably narrow vision of what regulation is
and does” (Schneiberg & Bartley, 2010: 282). This
social norm constitutes a challenge for actors—
such as the Occupy Wall Street movement
(Lowenstein, 2011)—who raise fundamental ques-
tions about the purpose of financial markets but
deliver no solutions to regulatory problems. Many
commentators “criticized [Occupy Wall Street] for
not formulating any demands” (Haug, 2013: 726).
Such criticism reflects the prevailing social norm
according to which serious actors within financial
regulation are expected to know precisely how to
improve existing regulation.

Current research reinforces the technocratic
social norm by choosing research topics that are
fully in line with how existing financial regulation
defines and weighs efficiency, stability, and
justice. Tellingly, technocratic financial regula-
tion focuses on the dimensions of efficiency and
stability but neglects issues of justice—and so
does existing research (Beunza & Millo, 2014;
Hendershott et al., 2011). Through their choice of
research topics, financial economists and sociol-
ogists of finance personity the technocratic social
norm that discussions on financial markets
should stick closely to existing financial regula-
tion, thereby leading other actors by example.
Compared to these experts, actors who raise
fundamental questions about the purpose of fi-
nancial markets are made to look like dabblers
who do not know what financial regulation is.
This, of course, undermines their credibility as
serious actors within financial regulation.

Proposition 2: The more research topics
are in line with how existing financial
reqgulation defines and weighs effi-
ciency, stability, and justice, the stron-
ger the social norm becomes that
dictates that actors should merely pro-
pose incremental changes.

Third, financial regulation relies on a language
that influences the topics of discussion. Language
matters because it “shapes what people notice
and ignore and what they believe is and is not
important” (Ferraro et al., 2005: 9). The language of
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financial regulation can have a broad or narrow
scope, which affects the range of topics that actors
discuss. Technocratic financial regulation relies
on a narrow language that acts as a filter and
limits discussion to concerns about efficiency and
stability. This narrow language makes it more
difficult for actors to introduce new topics into the
regulatory discourse. Despite widespread dis-
satisfaction with financial markets and how they
are regulated (Pew Research Center, 2013), actors
find it difficult to articulate their concerns and end
up becoming entangled in established discourses
(Glynos et al., 2012). Indeed, Admati and Hellwig
argue that bankers attempt to make the lan-
guage of financial regulation “deliberately im-
penetrable” in order to “confuse policy-makers and
the public” (2013: xiv). A narrow language thus al-
lows technocratic financial regulation to exclude
other voices and focus on finding the optimal
means of realizing ends that rarely get questioned.

Existing research lends credence to the narrow
language of technocratic financial regulation by
focusing only on efficiency and stability and ig-
noring such topics as rising top incomes or in-
come inequality (Piketty, 2014). The fact that
researchers marginalize certain topics has im-
portant consequences, because other actors, such
as politicians or the media, take up and propagate
the topics that researchers discuss within the
regulatory discourse. For example, Engelen et al.
explored the processes that “convert the as-
sumptions of neoclassical economists into stories
for laypeople about the benefits of financial in-
novation” (2011: 16). Topics such as liquidity,
market efficiency, and volatility have become
commonplace; politicians use them in their
speeches, newspapers in their editorials, and
special interest groups in their press releases
(Engelen et al., 2011; Froud, Nilsson, Moran, &
Williams, 2012). This narrow language penalizes
actors who want to introduce new topics and per-
spectives into the regulatory discourse. For exam-
ple, to discuss how financial regulation influences
top incomes or income inequality, actors must re-
sort to everyday speech, which exposes them to the
claim that they merely express a “general fear” that
is "misplaced” (Riordan & Storkenmaier, 2012: 425).

Proposition 3: The less researchers in-
vestigate the full range of implications
that financial regulation has for effi-
ciency, stability, and justice, the nar-
rower the vocabulary becomes that
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actors affected by financial requlation
can use to articulate their concerns.

Technocratic versus Inclusive
Financial Regulation

We now evaluate the impact of financial regula-
tion on social welfare by distinguishing between
two types of financial regulation on the basis of who
engages in the regulatory process, what gets dis-
cussed, and how decisions are made. As mentioned,
technocratic financial regulation involves only ex-
perts, focuses on finding means to realize largely
taken-for-granted ends, and forms public policy
through a hierarchical decision-making process.
In contrast, inclusive financial regulation would
involve—in addition to experts—all affected social
groups, discuss the ends and means of financial

regulation, and shape public policies through de-
liberative processes (see Table 1).

Inclusive financial regulation relies on de-
liberation (Habermas, 1996; Luskin, Fishkin, &
Jowell, 2002), a “process by which individuals
sincerely weigh the merits of competing argu-
ments in discussions together” (Fishkin, 2009: 33).
Deliberation allows affected social groups to
discuss the ends that public policy should pursue.
Indeed, deliberation “over incommensurable
ends is the bread and butter of democratic poli-
tics, at least when it is working as it should”
(Skidelsky & Skidelsky, 2012: 168). Inclusive fi-
nancial regulation allows politicians and differ-
ent social groups to set the tone for financial
regulation and “channel the use of administrative
power in specific directions” (Habermas, 1998:
250). However, politicians and social groups lack
the expertise to take financial regulation into their

TABLE1
Two Approaches to Financial Regulation

Characteristics

Technocratic Financial Regulation

Inclusive Financial Regulation

Who is involved

What gets discussed

How decisions are made

Institutional design

Social norms

Language

Performative effect of theories

Relation to social welfare

Primarily experts from regulatory
agencies, the financial sector, and
research institutions

Focus on means for realizing ends that
experts largely take for granted
(currently, efficiency and stability)

Hierarchical decision-making process
within the administrative apparatus

Technocratic regulation revolves
around regulatory agencies, expert
groups, and self-regulatory bodies

Technocratic regulation rests on the
social norm that actors should
merely propose incremental
regulatory changes

Technocratic regulation offers actors
only a narrow vocabulary for
articulating their concerns

Current research on financial
innovations reinforces the
institutional design, social norms,
and language of technocratic
financial regulation

Technocratic regulation may enhance
social welfare with regard to
relatively uncontested issues of
public policy; however, financial
regulation is a highly contested
issue

In addition to experts, all affected
social groups and their
representatives in the political
system

Focus on both the means and ends of
financial regulation

Deliberative decision-making process
involving all affected social groups,
politicians, and experts

Inclusive regulation, in addition to
involving experts, creates platforms
for public deliberation

Inclusive regulation rests on the social
norm that financial regulation is an
opportunity for rethinking the role of
financial markets

Inclusive regulation offers actors
a broad vocabulary for articulating
their concerns

Future research in the field of
management theory and related
disciplines on income inequality and
other issues of justice could
strengthen inclusive financial
regulation

Inclusive regulation better serves
social welfare by clarifying what
ends financial regulation should
pursue and by creating legitimacy
for policy decisions
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own hands and “rule” themselves (Habermas,
1998: 250), and they therefore still need experts,
particularly when it comes to choosing the right
means to realize ends. Regulation without experts
would be “too idealistic” (Habermas, 1998: 244)
a vision of democracy.

Deliberative democracy is an idea that is
becoming increasingly important in political
science (Dryzek, 2000; Thompson, 2008) and man-
agement research (Scherer & Palazzo, 2007, 2011),
despite some criticism (Edward & Willmott, 2008;
Moulffe, 1999; Noonan, 2005; Norval, 2004). Its pro-
ponents aim to enrich representative and direct
forms of democracy through procedures that
“shun merely adding up votes in favor of talking
together” (Goodin, 2008: 2). Such procedures may
involve meetings in which citizens deliberate on
issues of public policy (for an overview see
Goodin & Dryzek, 2006). Fishkin and colleagues,
who conducted over twenty “deliberative polls”
in which randomly sampled citizens intensively
discussed an issue for one day or longer, found
that participants became better informed in the
process and changed many of their preconceived
opinions (Fishkin, 2009; Luskin et al., 2002). For
example, 119 citizens from an Italian region came
together to deliberate over how to spend money
that the region collected by issuing “ethical
bonds"” (Center for Deliberative Democracy, 2007).
The one-day event substantially increased the
knowledge of participants about this new finan-
cial product and changed their preferences about
how the region should spend the collected money.

Such meetings could also become the setting
for discussing other financial innovations. The
participants could talk with “competing experts”
(Fishkin, 2009: 126) about how a particular finan-
cial innovation works and what consequences
different policy options may have for different
social groups. The knowledge on efficiency, sta-
bility, and justice that experts provide from dif-
ferent perspectives is thus essential for the
deliberative process. At the same time, experts
would not only give answers—deliberation can
also engender new impulses for research. For
example, people may propose that researchers
take into account new aspects when calculating
"efficiency” or assessing "stability” (for examples
see Callon et al., 2009). Insights by laypeople may
therefore lead to “reformulation of the terms of the
problem and the emergence of new questions and
scenarios” for researchers (Callon et al., 2009: 15).
The results of such discussions would be published
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in the media (Fishkin, 2009; Goodin & Dryzek, 2006),
thereby—via the public discourse—influencing
politicians, government departments, and regu-
latory agencies.

However, inclusive regulation and deliberation
are “costly” (Habermas, 1996: 321). Social groups
have neither the time nor the willingness to de-
liberate about every issue. Habermas argued
that “in complex societies . . . the administrative
system has to accept tasks that increasingly
overburden the costly deliberative mode of de-
cision making” (1996: 321). As a result, social
groups must delegate many issues to experts and
can engage in deliberation only selectively. Here
we argue that in order to enhance social welfare,
social groups should use their scarce "deli-
berative resources” to address contested issues
of public policy—that is, issues where (a) people
disagree on what ends public policy should pur-
sue and (b) legitimacy is key because policy
decisions have far-reaching implications for
people’s lives. We show that financial regulation
is a contested issue, and we identify two advan-
tages that put inclusive regulation in a better
position to enhance social welfare for such issues.

The first advantage of inclusive regulation is
that it helps clarify what social welfare means in
the context of financial regulation—that is, what
ends financial regulation should pursue to im-
prove the status quo of society. People disagree
about these ends: some seek stricter regulation
to prevent crises, whereas others resist regula-
tion on the grounds that it may inhibit economic
growth (see Allstate/National Journal, 2011; CBS,
2010). However, it is not possible to enhance so-
cial welfare without clarifying first what ends
public policy should pursue with respect to fi-
nancial regulation. As baseball legend Yogi
Berra quipped, "If you don’t know where you're
going, you might not get there” (2001: 53). Experts
sometimes try to clarify the ends of public policy
through surveys that simply aggregate people’s
existing preferences. Yet surveys only measure “top
of the head” preferences, while researchers such as
Fishkin have found that “"even one day's serious
discussion” can actually change ordinary citizens’
"preferences in significant ways” (2009: 26-30; see
also Barabas, 2004, and Druckman & Nelson, 2003).
To develop informed preferences about how public
policy should deal with difficult trade-oifs, people
need to deliberate on the issues involved. De-
liberation is thus indispensable to clarify what so-
cial welfare means for contested issues, because
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deliberation will form—and transform—people's
preferences in ways that experts cannot anticipate
by analyzing the results of surveys (Elster, 1986;
Zey, 1998).

The second advantage of inclusive regulation
is that it creates legitimacy for policy decisions
(Buchanan, 2002; Rawls, 1993). Legitimacy refers
to whether “collective decisions can be morally
justified to those who are bound by them”
(Thompson, 2008: 502). For that reason, legiti-
macy is particularly important for decisions that
have far-reaching implications for people’s lives.?
Legitimacy requires “"equal participation,” in the
sense that "no one person or advantaged group
completely dominate[s] the reason-giving process”
(Thompson, 2008: 504-505); this requirement
casts a negative light on the disproportionate
influence of financial firms that we discussed
before (Johnson & Kwak, 2010). While financial
regulation now shapes people's lives more than
ever (Davis, 2009a), many of those it affects
harbor doubts about whom regulation serves
(Pew Research Center, 2012). For example, 69
percent of the U.S. public sees large banks and
financial institutions—that is, special interest
groups—as the main beneficiaries of post-
recession government policies (Pew Research
Center, 2013). Inclusive regulation can limit the
influence of special interest groups by mobiliz-
ing social groups as countervailing powers
(Galbraith, 1970) and by opening up a discussion
about the ends of financial regulation that forces
all actors—including special interest groups—
to make explicit what they mean when they ar-
gue that their proposals would be good for
"society.”

Given these two advantages, we conclude that
an inclusive process is a necessary condition for
promoting social welfare for contested issues of
public policy. In contrast, a technocratic process
is likely to fail social welfare, because such
a process neither clarifies what social welfare
means for contested issues—that is, what ends
to pursue and how to balance trade-offs—nor

3 Happiness economists support the idea that the process of
political participation—not merely its outcomes—matters. As
Frey and Stutzer noted, “Procedural utility, over and above out-
come utility, is an important source of satisfaction due to direct
democracy” (2000: 933; see also Graham & Pettinato, 2001, and
Matsusaka, 2005). Still, while happiness and legitimacy may
often coincide, we assume—in line with most political philoso-
phers (Cohen, 1989; Rawls, 1971)—that legitimacy is the more
fundamental concept for democratic politics.

creates legitimacy for policy decisions. Never-
theless, deliberation about the ends of financial
regulation is not a sufficient condition for pro-
moting social welfare, because in order to achieve
those ends, public policy must also pick the right
means—namely, the right policies. Researchers
and other experts play a key role in this process
by investigating the consequences of different
policies. However, financial regulation may also
have unintended consequences (Krippner, 2011;
Rajan, 2010) that even the most comprehensive
research on efficiency, stability, and justice can-
not anticipate.? Deliberation is not a panacea that
sidesteps these difficulties.

Deliberation on financial innovations can also
initiate further changes. When deliberating financ-
ing innovations, participants may recognize that
public policy can realize certain ends only if other
changes occur in the economic system. Indeed,
financial innovations—together with regulatory
changes and the rise of institutional investors—
should “be seen as part of an interconnected
movement toward a finance-centered economy”
(Davis, 2009b: 27, emphasis added). Participants
who deliberate on financial innovations may
therefore call for further deliberation on such
topics as the relationship between the state
and the financial sector (Baker, 2010; Johnson
& Kwak, 2010) and the responsibility of institu-
tional investors (Gond & Piani, 2013; Sandberg,
2011).

HOW FUTURE THEORIES CAN RESHAPE
FINANCIAL REGULATION

Justice Concerns, Income Inequality, and
Top Incomes

In the preceding section we argued that exist-
ing research on questions of efficiency and sta-
bility reinforces technocratic financial regulation,
which undermines social welfare. In this section
we delineate how future research on questions of

* Stout (2011b) cautions against the democratic governance
of financial regulation, because people with too optimistic
expectations about their stock market returns will push for
loose regulation. Inclusive financial regulation precludes this
selection bias by involving all social groups—ifor example,
deliberative polls use random sampling (see Fishkin, 2009).
Moreover, through deliberation, people who are too optimistic
may develop more realistic expectations about their returns
and start seeing regulation through the eyes of citizens, rather
than through those of special interest groups (Elster, 1986).
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justice could promote a more inclusive approach
to financial regulation that better serves social
welfare. As we discussed earlier, prompted by
their cognitive interests (Habermas, 1971), people
want to know how to make the economy and so-
ciety more just, and they use their views of “jus-
tice” to advocate specific ends that public policy
should pursue.

Broadly speaking, social justice is about “how
the good and bad things in life should be distrib-
uted among the members of a human society”
(Miller, 1999: 1). The various views of justice
specify which "good and bad things” (e.g., income,
opportunities, property rights, or hard work)
should be distributed according to what principle
(e.g., desert, need, or equality; see Miller, 1999). In
simplified terms, egalitarians want to distribute
material goods as equally as possible (Dworkin,
1981; Rawls, 1971), meritocrats want to distribute
positions and privileges according to what peo-
ple deserve (Scheffler, 2000; Sher, 1989), suffi-
cientarians want to distribute goods according to
what each person needs so that everybody can
reach the minimum threshold of what is necessary
for a decent life (Nussbaum, 1992; Sen, 2009), and
libertarians want to distribute property rights—
and nothing else—equally among citizens (Hayek,
1979; Nozick, 1974).

Like “social welfare,” "justice” is also a con-
tested concept (Elster, 1992; Gallie, 1956)—that
is, ditferent people and social groups have dif-
ferent views of social justice (Frohlich &
Oppenheimer, 1992; Hochschild, 1981). How-
ever, irrespective of these differences, discus-
sing social justice presupposes that people
possess some knowledge about the factors that
"determine distributive outcomes” (Miller, 1999:
5). To put it differently, discussions about justice
would be pointless without knowing whether
certain “relations of dependence . . . can in
principle be transformed” (Habermas, 1971: 310)
and, if so, how. It follows that researchers from
different disciplines should investigate how f{i-
nancial innovations influence the distribution of
various goods, such as income, opportunities,
and so on. Here we focus on income distribution
because many people and social groups (with
different views of justice) care about rising in-
come inequality (Bowman & Rugg, 2013; Norton &
Ariely, 2011).

Piketty has pointed out that in “all the English-
speaking countries, the primary reason for in-
creased income inequality in recent decades is
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the rise of [the top income of] the supermanager in
both the financial and nonfinancial sectors” (2014:
315; see also Atkinson, Piketty, & Saez, 2011, and
Wolif & Zacharias, 2009). In sum, although differ-
ent people and social groups may have different
concerns about justice, income inequality is one
justice concern that many share, and top incomes
are a crucial factor that helps explain why income
inequality is on the rise. Together with research
onother justice concerns, research on top incomes
and income inequality enables people and social
groups to assess (from their viewpoint) whether
particular financial innovations make the econ-
omy more just and allows them to work out how to
deal with trade-offs between justice and the other
two dimensions of social welfare—namely, effi-
ciency and stability. The division of labor is that
researchers investigate whether a financial in-
novation will increase income inequality and
people and social groups evaluate whether an
increase would be problematic in terms of justice.

We now show that management theory can
make a unique contribution to explaining how
financial innovations influence top incomes
and income inequality because financial firms
(e.g., investment banks, hedge funds, and mutual
funds) and nonfinancial firms (i.e., firms that do
not primarily provide financial services) mediate
this effect. Figure 2 illustrates the mechanisms
that we explain in what follows.

We start by reviewing existing research on how
financial and nonfinancial firms influence top
incomes and income inequality through their
compensation practices (see arrows aj, ay, by, and
b, in Figure 2). Financial firms influence top in-
comes through performance-based compensa-
tions that depend on the fees that investors pay for
financial services. In the United States these fees
have increased more than tenfold since 1980
(Greenwood & Scharfstein, 2013; Kaplan & Rauh,
2010), and investors today spend about 4 percent
of GDP each year on financial services (Bogle,
2008). The employees of financial firms—or part-
ners, in the case of hedge funds and private equity
firms (Erturk, Froud, Johal, Leaver, & Williams,
2010)—receive a substantial share of these fees
(Godechot, 2008), which increases their incomes
(see arrow ay in Figure 2). Bakija, Cole, and Heim
(2012) calculated that rising wages for financial
employees account for about 25 percent of the
rising GDP share that goes to the top 0.1 percent
income group in the United States. In a related
study Philippon and Reshet calculated that rising
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wages in the finance sector account “for 15% to 25%
of the overall increase in wage inequality since
1980" (2012: 1552). Similarly, Bell and Van Reenen
(2010) found that in the United Kingdom wages in
the area of finance accounted for 60 percent of the
rise in income among the top 1 percent between
1998 and 2008 (see also Godechot, 2012, and Panico,
Pinto, & Anyul, 2012). These numbers show that
the expansion of financial services is an impor-
tant factor behind the increase in income in-
equality (see arrow a; in Figure 2).

It is puzzling that financial firms can sell so
many services, because studies that span the past
forty years show that financial firms cannot con-
sistently generate above-market returns for their
customers’ portfolios (Bogle, 1999; Fama, 1970;
French, 2008). On the whole, it makes little sense
for investors to pay high fees to financial firms for
"active investment” strategies; on the contrary, it
would make sense for investors to pay low fees so
that financial firms merely buy and hold the
market portfolio—what is known as “passive
investment.” French (2008: 1562), in his 2008
presidential address to the American Finance
Association, diagnosed “a general misperception
about investment opportunities” among inves-
tors. On average, French pointed out, inves-
tors in the United States spend 0.67 percent of
their portfolios each year on “a futile search for
superior returns” (2008: 1558). Indeed, as Stout
noted for actively managed mutual funds, the
"hope to ‘beat the market'. .. is the basic business
model for the entire industry” (2012: 1184).

Furthermore, both financial and nonfinancial
firms contribute to rising top incomes by paying
ever larger compensations to their executives
(Atkinsonetal.,2011; Cobb, 2016). For example, the
compensation for the fifty best-paid CEOs in the
United States rose from an average of $1.56 million
(in today’s money) in the 1970s to an average of
$12.27 million in 2000-2005 (Frydman & Saks, 2010).
These increases, as Piketty (2014) has noted, help
explain rising income inequality (see arrow b; in
Figure 2). Executive compensations have risen in
parallel with a massive increase in financially
motivated shareholder activism (Goranova & Ryan,
2014). Since the 1980s, both increases in institu-
tional ownership and a number of regulatory
changes have enabled big institutional investors to
influence the strategies and practices of firms
through public shareholder resolutions (Reid &
Toffel, 2009) and private negotiations with top
management (Becht, Franks, Mayer, & Rossi, 2010).
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Given the antimanagerialist stance of many in-
vestors, it may seem “paradoxical” that “the
shareholder value revolution failed to staunch
the growth of managerial positions and pay”
(Goldstein, 2012: 269).

However, a closer look reveals that share-
holders depend on executives in two important
ways. One the one hand, shareholders need ex-
ecutives to implement corporate strategies that
shareholders perceive as favorable to share-
holder value, such as cutting labor costs (Ezzamel,
Willmott, & Worthington, 2008; Gordon, 1996).
Shareholder activism has thus "heightened de-
mand for managerial labor and enhanced man-
agers’ ability to capture rents” (Goldstein, 2012:
269-270). On the other hand, shareholders depend
on executives to create and sustain high market
valuations. In the age of shareholder activism,
what executives communicate can create or de-
stroy billions in terms of market value (Earl &
Feeney, 2012). This has intensified the search for
superstar CEOs who can "instill confidence in
analysts and investors” (Khurana, 2002: xi). Be-
cause shareholders depend on executives in
these two respects, and as agency theory sug-
gests (Jensen & Murphy, 1990), shareholders—
particularly private equity firms and other share-
holders with short-term financial interests (Cobb,
2016)—have been offering executives ever larger
stock options to get them to work in shareholders'
interests (Frydman & Saks, 2010). Existing man-
agement research thus posits that the focus of ex-
ecutives on shareholder-friendly strategies and
market communication helps explain their rising
compensations (see arrow b, in Figure 2). What re-
mains less clear, however, is how executives can
implement shareholder-friendly strategies despite
opposition from nonexecutive employees and why
executives' role as communicators becomes in-
creasingly important.

The Promise of Future Management Research
on Justice

Here we show how future management re-
search (see arrows ag, ay, bs, and b, in Figure 2) can
provide insights that will help people and social
groups evaluate whether certain financial in-
novations make the economy more just or not.
Management researchers can complement exist-
ing research on financial innovations (e.g., Beunza
& Millo, 2014; Hendershott et al., 2011) by in-
vestigating whether certain financial innovations
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help explain the compensation practices of finan-
cial and nonfinancial firms.

As for the rising compensations for employees
of financial firms, researchers need to analyze
why these firms can sell so many financial ser-
vices even though customers hardly benefit from
active investing. Financial innovations help ex-
plain this. By creating both opportunities and
threats for investors, certain financial inno-
vations enable financial firms to sustain de-
mand for their services (see arrow a4 in Figure 2).
On the one hand, financial innovations provide
investors with opportunities to invest in new
financial products or apply new investment
processes (Tufano, 2003). On the other hand, in
highly competitive financial markets, where the
gains of some investors may come from the losses
of others, new products or processes can un-
dermine the (relative or absolute) returns of in-
vestors who continue to use established products
and processes. In that sense, financial in-
novations can also create conditions that in-
vestors perceive as threatening if their (relative or
absolute) returns appear to suffer because other
actors are using new products or processes.

High-frequency trading is a good case in point.
Although the evidence that financial economists
present suggests the contrary (Linton & O'Harg,
2011; Riordan & Storkenmaier, 2012), many in-
vestors fear that high-frequency traders engage
in front running (for a survey see Foresight,
2011)—that is, that they use their speed to trade
ahead of other market participants (The
Economist, 2012; Lewis, 2014). To avoid this
threat, investors seek the protection of financial
firms, which thus benefit from high-frequency
trading. For example, financial firms can offer
investors access to new trading venues where
high-frequency traders are often less active. In
these so-called dark pools of liquidity, partici-
pants have no information about buy and sell or-
ders (Lewis, 2014; Patterson, 2012). Financial firms
also sell algorithms that investors can use to fend
off predatory high-frequency traders. The fact
that 15 percent of major institutional investors
have bought such software from financial firms
(Government Office for Science, 2012) shows
again that the threat of predatory high-frequency
traders helps financial firms demonstrate their
expertise and sustain demand for their services
(see arrow ag in Figure 2).

In addition to high-frequency trading, future
management research should also investigate

how other financial innovations help financial
firms sustain demand for their services. Man-
agement researchers can explore this topic
through various theoretical lenses, including one
of institutional complexity (Greenwood, Raynard,
Kodeih, Micelotta, & Lounsbury, 2011). Financial
innovations often create connections between
financial markets and previously unrelated
markets. Recent examples are “commodity index
funds,” which popularized investments in com-
modity markets (Irwin & Sanders, 2011), and
"mortgage securitization,” which enabled in-
vestments into the mortgage market (Fligstein &
Goldstein, 2010). Because different markets are
guided by different logics (Huault & Rainelli-
Weiss, 2011), creating connections between
financial markets and previously unrelated mar-
kets increases the institutional complexity in the
finance field.> A higher degree of institutional
complexity, in turn, strengthens the position
of financial firms because investors need in-
creasing support either to exploit new opportuni-
ties for profit or to protect themselves against new
threats (Erturk et al., 2010). Future management
research on such phenomena could provide
valuable insights into whether some financial
innovations—by enabling financial firms to sell more
financial services and pay high compensations—
increase top incomes and, ultimately, income
inequality.

As for rising executive compensations, re-
searchers must explore why executives can im-
plement shareholder-friendly strategies (despite
opposition from nonexecutive employees) and
why their role as communicators becomes in-
creasingly important. Financial innovations help
explain this. By making new products and pro-
cesses available, financial innovations create
new possibilities for investors to make money on
the basis of how they assess the value of various
firms (Tufano, 2003). For example, high-frequency
trading introduced newsreader algorithms that
analyze news and then trade in fully auto-
mated ways (GroB-KluBmann & Hautsch, 2011;
Kleinnijenhuis, Schultz, Oegema, & van Atteveldt,
2013). These algorithms allow sophisticated
investors to trade shares on the basis of new types
of data (such as data retrieved from social media
or customers’ ratings in online shops) and with
unprecedented speed. Similarly, “credit default

5 These ideas build on a comment from one of the reviewers.
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swaps”“—new financial products that compensate
buyersif a firm defaults on its debt—make it faster
and easier for investors to trade on the basis of
any information that they deem relevant for the
likelihood of a bankruptcy (Morgan, 2010; Tett,
2009). As a consequence of such financial in-
novations, financial markets react faster to news
and take into account more information (see arrow
b, in Figure 2).

We posit that faster reactions by financial
markets to more information help executives
implement shareholder-friendly strategies. Ex-
ecutives often know more than nonexecutive
employees about how financial markets will react
to new information about firms, because execu-
tives increasingly have a background in finance
(Cobb, 2016; Fligstein, 1987) and spend a lot of time
talking to shareholders, analysts, and investment
bankers (Earl & Feeney, 2012; Westphal & Bednar,
2008). Executives can use this informational ad-
vantage about financial market reactions to
present shareholder-friendly strategies, such as
“cost cutting . . . as something imposed by Wall
Street” (Ezzamel et al., 2008: 122). Cost cutting, in
turn, boosts the performance-based compen-
sations of executives, while nonexecutive
employees lose jobs or income (Lazonick &
O'Sullivan, 2000), which may be detrimental for
justice. We also suggest that faster reactions by
financial markets to more information will make
communication by executives even more crucial.
For example, newsreader algorithms can move
share prices in reaction to asingle utterance by an
influential executive in the social media (Chozick
& Perlroth, 2013). On those grounds, we argue that
many financial innovations—by transforming
financial market reactions—help executives
implement shareholder-friendly strategies and
strengthen their role as communicators (see ar-
row bs in Figure 2).

Future management research should analyze
more systematically how different financial in-
novations strengthen or weaken the position of
the different groups that constitute firms (execu-
tives, nonexecutive employees, shareholders,
etc.). The literature on power could serve as a good
basis for such research (Fleming & Spicer, 2014). In
this research scholars recognize that firms are not
"groups of people working together to achieve
a common goal” but, rather, places in which
"power and politics are endemic” (Fleming &
Spicer, 2007: 11-12) and in which different groups
struggle about what goals to pursue and how to
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achieve them (Fligstein, 1987; Pfeffer, 1981). By
transforming financial markets, which are be-
coming an increasingly important part of the
environment of firms (Davis, 2009a), financial
innovations are likely to influence the bargain-
ing power of different groups. For that reason,
future research should analyze whether finan-
cial innovations create uncertainties for firms.
If executives can cope better with such uncer-
tainties compared to other groups, as we argue,
this will increase the former's relative bargain-
ing power (Crozier, 1964; Hickson, Hinings, Lee,
Schneck, & Pennings, 1971). By exploring this
topic, researchers can shed light on whether
some financial innovations—mediated by their
impact on the bargaining power of different
groups within financial and nonfinancial
firms—increase top incomes and, ultimately,
income inequality.

Overall, management researchers can provide
invaluable insights into financial innovations
because they tend to focus on an “intermediate”
level of analysis (Davis & Marquis, 2005; Stern &
Barley, 1996). Financial economists mostly ex-
plore macrolevel efficiency measures and soci-
ologists of finance look at the microdynamics of
stability. In contrast, by exploring the “mecha-
nisms through which organizational conduct
affects the public good” (Walsh et al., 2003: 877),
management researchers can identify which
groups benefit most from financial innovations.
For example, while many financial economists
assume that faster reactions to more infor-
mation bring financial markets closer to the
"ideal” of a "market in which prices always
‘tully reflect’ available information” (Fama,
1970: 383), management researchers can show
that such reactions are likely to strengthen the
position of executives relative to that of non-
executive employees and shareholders. Such
management research reveals which groups
benefit from financial innovations and which
groups lose out. This knowledge is critical be-
cause it can help different social groups evalu-
ate whether financial innovations make the
economy more just and, if not, change the status
quo (Scherer, 2009). In sum, management re-
searchers who choose to further explore the
topics and questions we have outlined here can
help broaden the scope of financial regulation,
which is currently limited to questions of effi-
ciency and stability, and reintroduce issues of
justice.
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Mechanisms That Promote Inclusive
Financial Regulation

Our outline of future management research on
top incomes and income inequality shows one
possible way of extending existing research on
efficiency and stability. Emancipatory research
along these lines offers new insights into how fi-
nancial innovations influence the economy and
society and reveals that trends such as ris-
ing income inequality “are open to challenge
and change” (Willmott, 2003: 101). Importantly,
through the performative mechanisms discussed
previously (see Propositions 1 through 3), such
research could help reshape the institutional
design, social norms, and language of financial
regulation, and thus promote a more inclusive
approach to financial regulation. This can be
achieved in three main ways, which we outline
below.

First, future research in management theory
and other disciplines can help reshape the in-
stitutional design of financial regulation. As we
argued previously, inclusive financial regulation
builds on an institutional design that includes all
affected social groups through deliberative polls
(Fishkin, 2009) and other forms of deliberation
(Goodin, 2008). To promote such an institutional
design, researchers should use their research to
highlight the controversies involved in financial
regulation. For example, management research
on how high-frequency trading increases income
inequality highlights issues of justice that are of
concern to many people and social groups.

Once various social groups realize what is
at stake—important trade-offs rather than
technicalities—they will take a closer look at fi-
nancial regulation, and experts will find it harder
to exclude these groups from regulatory debates.
By raising the attention of diverse social groups to
neglected topics such as income inequality, re-
search "brings out unforeseen actors, who, in turn,
launch themselves into the debate” (Callon et al.,
2009: 27). To motivate different social groups and
their representatives to get involved in the regu-
latory process, future research should emphasize
the controversial trade-offs between efficiency,
stability, and justice that financial regulation
entails, as well as the controversies over how to
define each dimension (see Proposition 1).

Second, future research can help reshape the
social norms of financial regulation. Inclusive fi-
nancial regulation rests on the principle that

financial regulation is an opportunity for re-
thinking the role of financial markets. This social
norm allows actors to distance themselves from
the ends that existing financial regulation pur-
sues and to start thinking about alternative ends.
A main premise of inclusive financial regulation is
that regulation does not merely interfere in exist-
ing markets but “constitutes markets” (Schneiberg
& Bartley, 2010: 283). From an inclusive perspec-
tive, financial regulation should go, as Schneiberg
and Bartley argued, "beyond a discourse of ‘inter-
vention’ to consider a far-reaching restructuring of
financial markets” (2010: 301). This social norm
would empower politicians and social groups and
prompt them to think (again) about a fundamental
restructuring of financial markets. For example,
these actors could consider introducing a finan-
cial transaction tax (McCulloch & Pacillo, 2011;
Summers & Summers, 1989) that would curb fi-
nancial innovations.

Future management research should focus on
topics that existing regulation neglects. For ex-
ample, the Dodd-Frank Act, whose 849 pages
are “long, technical, and difficult even for an ex-
perienced regulatory lawyer to decipher” (Stout,
2011b: 33), only discusses issues of fairness with
respect to investor protection (Angel & McCabe,
2013), without touching on distributive questions
or broader justice concerns (Acharya, Cooley,
Richardson, & Walter, 2010). By investigating ris-
ing top incomes and income inequality, future
management research would thereby challenge
the social norm according to which serious actors
within financial regulation should stick closely to
existing regulation. Given that researchers are
among the most credible actors within financial
regulation (Engelen et al., 2011; Riaz, Buchanan, &
Bapuji, 2011), management researchers who put
topics such as income inequality on the agenda
would set an example that could motivate other
actors—politicians, NGOs, and so on—to also think
beyond the ends that financial regulation currently
pursues. Future research can therefore promote
a different social norm—namely, the premise that
actors should use financial regulation as an op-
portunity to rethink the role of financial markets. To
that end, researchers should pursue topics that
deviate from the usual path of how existing finan-
cial regulation defines and weighs efficiency, sta-
bility, and justice (see Proposition 2).

Third, future management research that is
guided by the emancipatory cognitive interest
(Habermas, 1971) could reshape the language of
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financial regulation by introducing concepts and
constructs that facilitate discussions on such
topics as rising top incomes and income in-
equality. Inclusive financial regulation builds on
a language whose broad scope enables actors to
introduce new topics into the regulatory discourse
and to discuss the ends of financial regulation.
Financial regulation has many consequences: it
influences “the paths of economic development,
variety of capitalism, level of inequality, and
type of class structure we can or will sustain”
(Schneiberg & Bartley, 2010: 285). The breadth of
the language of inclusive financial regulation
allows actors to discuss all those consequences,
rather than only questions of efficiency and
stability.

Future management research exploring how
financial innovations create opportunities and
threats for investors and transform financial
market reactions will open up new perspectives
on financial innovations and offer people and
social groups a language for better articulating
their concerns about justice in the context of fi-
nancial markets (MacKenzie, Beunza, Millo, &
Pardo-Guerra, 2012). Having access to such a lan-
guage could empower social movements, moti-
vate politicians to speak up on issues of justice,
and fuel public debates within the media (Froud
et al., 2010). Researchers can thereby “help to re-
define the terms of debate” (Piketty, 2014: 3) and
stimulate "public discussions about the possible
meanings of the ‘good society”” (Burawoy, 2004:
1606). In sum, future research should investigate
the full range of implications that financial in-
novations can have for efficiency, stability, and
justice in order to provide actors with a broad
vocabulary that will allow them to articulate all
their concerns (see Proposition 3).

CONCLUSION

This article makes three contributions. First, it
extends research on performativity in manage-
ment studies (Cabantous & Gond, 2011; Ferraro
et al., 2005, 2009; Wickert & Schaefer, 2015) by of-
fering a normative framework that outlines the
impact of theories on social welfare (Figure 1).
While existing research clarifies the mechanisms
through which theories shape social reality, re-
searchers have not explicitly discussed how theo-
ries should shape social reality in order to enhance
social welfare. To develop our normative frame-
work, we showed that different social groups need
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answers to three key questions (Habermas, 1971),
and we argued that research diminishes social
welfare even if it ignores just one of these ques-
tions. This insight is relevant to research on many
contested issues of public policy, apart from fi-
nancial regulation, because both the cognitive in-
terests that Habermas (1971) identified and the
mechanisms through which theories shape social
reality (Ferraro et al., 2005) are general in scope.
Thus, our normative framework can help scholars
critically analyze whether current research on con-
tested regulatory topics—such as internet privacy,
corporate taxes, or global warming—enhances
social welfare or not.

Second, the article contributes to the debate on
how financial regulation should be reformed (Funk
& Hirschman, 2014; Glynos et al., 2012; Riaz,
Buchanan, & Ruebottom, in press; Schneiberg &
Bartley, 2010) by analyzing the role of researchers.
While existing research pinpoints many of the
problems of current technocratic regulation (such
as the disproportional influence of lobbyists), re-
searchers have not systematically reflected on the
performative effect of theories. We showed that
current research reinforces the institutional de-
sign, social norms, and language of technocratic
financial regulation, whereas future research
could promote a more inclusive approach to fi-
nancial regulation. To that end, guided by the
emancipatory cognitive interest, researchers from
different disciplines should develop knowledge
that allows different social groups with diverse
views of justice to assess whether financial in-
novations make the economy more just or not.
Management researchers can make a unique
contribution to this endeavor by investigating
how financial innovations—mediated by their
impact on financial and nonfinancial firms—
reshape the economy and society (Figure 2). We
therefore agree with Davis and Marquis’ (2005:
341) identification of financial markets as one
of three "areas of research [that] deserve the
greatest attention” and Munir's (2011: 115) de-
scription of the financial crisis as a “goldmine”
for institutional theorists.

Third, the article challenges the monistic con-
ceptions of social welfare that most economists
(Fleurbaey, 2009) and utilitarians (Jones & Felps,
2013) advance. Research that reduces the many
aspects of social welfare to one criterion, such as
GDP or overall happiness, can serve social
welfare where relatively uncontested issues of
public policy are concerned and where there is
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broad agreement on what ends public policy
should pursue. In those cases researchers ar-
ticulate ends that are widely shared and then
explore the best means for pursuing these ends.
Where contested issues of public policy are con-
cerned, however, researchers who define social
welfare on behalf of “society” tend to privilege
some social groups and ignore others. Researchers
should therefore support an inclusive regulatory
process that takes seriously the different perspec-
tives of different people and social groups. In this
article we advocated a pluralistic conception of
social welfare, identifying efficiency, stability, and
justice as the key dimensions of social welfare, and
we outlined a process to deal with different views
on how these dimensions should be weighted and
understood (Larmore, 1994). This new conception of
social welfare helps researchers rethink and re-
define their role for the context of contested issues
of public policy, such as financial regulation.

We developed the following vision: financial
innovations are transforming the economy and—
mediated by financial and nonfinancial firms—
also influencing top incomes and income
inequality. By studying these effects, researchers
in the field of management theory and related
disciplines can help different social groups assess
whether financial innovations make the economy
more just or not. Such research will help reshape
financial regulation to make it more inclusive
and enhance social welfare. We acknowledge
that this endeavor needs to be accompanied by
changes in the environment of management aca-
demia: to influence public policy, management
researchers would have to increase their visibility
outside academia (Bazerman, 2005; Munir, 2011)
and develop strategies for engaging with social
groups (Burawoy, 2004; Delbridge, 2014). These
challenges go beyond the scope of this article. We
are confident, however, that management re-
searchers will find ways of dealing with these
challenges and increasing their influence, despite
the head start that economists have in that respect
(Ferraro et al., 2005). While this article does not
outline a roadmap for how management re-
searchers can become more influential, we hope
that it provides them with good reasons for why
they should engage in this endeavor.
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