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The financial crisis represents the second major failure of the twenty-first century (after Enron) of so-called ‘shareholder value corporate governance’, and high-powered incentives in particular. Both failures resulted in major losses for shareholders as well as for assorted stakeholders. The European regulator recognises that corporate governance in financial institutions failed in the build-up to the financial crisis; that this created externalities for various stakeholders; and that regulatory intervention is necessary. This paper examines the European regulatory response, with particular reference to the instruments by which remuneration in financial institutions is regulated after the crisis, and the actors enlisted to perform this task. It argues that the choice of instruments and agents demonstrates that, despite its role in justifying the practices which played a key role in creating the crisis, the ideology of shareholder value continues to exercise a strong influence over regulators. Regulators still believe the story that managerial incentives can be aligned with some hypothetical, unarticulated long-term shareholder interest, making society wealthier in the process. Despite the clear failure of previous attempts to narrow the gap between corporate governance practice and the economic agency model, and the massive social costs that resulted, regulators still appear to believe that remuneration contracts can be brought closer to optimality and that more prescriptive regulatory interventions in relation to executive remuneration cannot be justified.
