
PROFIT MAX VS SHAREHOLDER MAX

Guide to Wealth Maximization vs Profit Maximization. Wealth Maximization takes into account the interest concerning
shareholders, creditors or lenders.

Shareholder wealth is the appropriate goal of a business firm in a capitalist society. Total value is the sum of
the value of all financial claims on the firm- including equity, debt, preferred stock, and warrants.
Management enjoys extra benefits. It encourages unsocial and bad earning habits and may give rise to corrupt
practices and unfair trade. GM was taking on the mantle of social responsibility rather than exploiting for
financial gain. Companies sticking to this policy stick to the same product line without modification or
upgradation. It should be apparent from the preceding discussion that profit maximization is a strictly
short-term approach to managing a business, which could be damaging over the long term. Profit can be
calculated by deducting total cost from total revenue. Favourable Arguments for Shareholders Wealth
Maximization â€” It is a distinct and simple to understand concept. Cash flow and risk are the key decision
variables in maximizing owner wealth. Time Value of Money Profit Maximization ignores the time value of
money. So, a company can take any number of decisions for maximizing profit but when it comes to decisions
concerning shareholders then Wealth Maximization is the way to go. Risks may be internal or external which
will affect the overall operation of the firm. One can surmise to say that they were not socially responsible.
The Market Value of shares is the parameter to judge the firms performance. But a short term horizon can
fulfill objective of earning profit but may not help in creating wealth. Maximization of wealth approach
believes that money has time value. Differences in interpretation of the concept of profit thus expose the
weakness of profit maximization. Is it operating profit or net profit available to shareholders? It ensures
economic interest of its stakeholders. The financial management has come a long way by shifting its focus
from traditional approach to modern approach. Being a subset, it will facilitate wealth creation. You may also
have a look at the following articles â€”. A wealth-oriented company could do the reverse, electing to reduce
prices in order to build market share over the long term. Favourable Arguments for Profit Maximization â€” It
is a true measure of financial stability. Acts as a yardstick for computing the operational efficiency of the
entity. The objective is not descriptive of the policies the firm has to adapt to achieve wealth maximization.
Objective Profit Maximization objective leads to exploiting employees and consumers. They have now shifted
from traditional to modern approach of financial management that focuses on wealth maximization. Here, the
executives undertake investing in new projects, maximizing profits from existing products and services,
controlling cost, and adding value to the company through process, which reflects in the price of the stock, but
always in the increase in Net Asset Value and Equity Per Share. The profits from the businesses in the
economy accrue to the individuals. Under profit maximization, the immediate increase of profits is paramount,
so management may elect not to pay for discretionary expenses , such as advertising, research, and
maintenance. The main objective of Financial management is to ensure the maximization of the economic
welfare of its shareholders. Wealth Maximization considers the risk and uncertainty. Many people answer with
a resounding "no"; it appears that they were worried about their investment portfolios instead of properly
loaning money to customers, which is their charge.


