
THE MAJOR CRITICISM OF WEALTH MAXIMIZATION OBJECTIVE

Criticism of wealth maximization: 1. It is a prescriptive idea. The objective is not descriptive of what the firm actually
does. 2. The objective of wealth.

We observe that a competitive environment reduces the chances that the firm will flourish if it pursues other
objectives. Suppose there are two projects A and B, project A is more profitable however it is going to
generate profit over a long period of time, while project B is less profitable however it is able to generate
return in a shorter period. Profit maximization objective ignores the time value of money and does not
consider the magnitude and timing of earnings. Notwithstanding this argument, the
shareholder-wealth-maximization principle has been the subject of criticism from many economists, social
activists, prominent business executives, and politicians. Desire for wealth triggers innumerable problems in
the life of human beings. Central Problem Before the acquisition of the Digitel network, a lot of their mobile
network subscribers are complaining about the signal that they supplied to their customer especially in Metro
Manila area. The story in the novel is perfect with a great plot, convincing characters, and a suspenseful build
up to the climax. Perhaps, criticism of shareholder wealth maximization arises because of a distaste for the
concept as a normative proposition despite the fact that the proposition predicts firm behavior. I also lumped
lower income individuals and families with the poor since most lower income families do not have very
Kothari is the Gordon Y. The profit maximization objective has greater relevance to a perfectly competitive
firm than to a monopoly firm. The merits of pursuing other objectives is a normative question. The aim of the
single producer was to retain his position in the market and sustain growth, thereby earning some profit which
would help him in maintaining his position. They cannot be refuted by efficiency or even practical arguments.
It does not differentiate between the profits of the current year with the profits to be earned in later years. This
is a two-part criticism: a Managers are reluctant to pursue other objectives because those run afoul of wealth
maximization; and b Pursuit of the other objectives is a means to increase shareholder wealth, but managers do
not fully appreciate it. It also provides a frame work for selecting a proper course of action and deciding a
viable commercial strategy The Finance manager takes proper financial decisions. Is it profit after tax or
before tax? The interest of each member in this organizational collusion cannot be achieved with the sole
objective of profit maximization. Rather, they focused on the literary work as an autotelic self-contained
object. Wealth maximization is also known as value maximization or net present worth maximization. Olin
Foundation. The critics of profit maximization objective argue that it ignores the risk associated with stream of
cash flow of the project. In other words, these projects maximize the wealth of the shareholders because they
are earning more than what they can earn by investing themselves. We begin by summarizing the economic
rationale behind and the welfare consequences of managers pursuing this principle. The New In the medium
and long term, funding may be required for significant Profit is the difference between the total revenue a firm
receives from selling output and the total cost of producing that output. Desire for wealth made human beings
devalue relationships, health, morality They have criticized the profit maximization objective on the following
grounds: 1. However, there are several arguments against and favor of these objectives. It is because the
money received in earlier period may be reinvestable to earn more. Bargaining Power of Suppliers: Lesser the
bargaining power of suppliers and buyers, the firm becomes in a better position to dominate terms. Profit
maximization has the above-mentioned drawbacks, but still, it is considered important because continued
profit do wealth maximization for the shareholders. It does not take into consideration the risk of the
prospective earnings stream. Cost advantage means the cost at which a firm producing the goods cannot be
produced by the competing firms at that cost. Wealth is not acquired through addition. Profit Maximization
Criticisms Profit Maximization Criticisms Many economists have argued that profit maximization has brought
about many disparities among consumers and manufacturers. Unfortunately, this is the path that many
investors try to follow in achieving financial security Any alternative goal is similarly incomplete without
these constraints. Criticisms Or Drawbacks Of Profit Maximization Objectives Although profit maximization
objective is widely known objective of a firm, some theorists have raised doubts on the validity of this
objective. In spite of several changes and development of several alternative objectives, profit maximization
has remained as one of the single most important objectives of the firm even today. This well-known incentive
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agency conflict is hardly unique to shareholder-wealth-maximizing organizations.


