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AGE OF AGILE: THE TRAPS OF BUYBACKS, 
COST-ORIENTED ECONOMICS, AND BACKWORD 

LOOKING STRATEGIES

Companies that embrace Agile management can deliver instant, intimate, frictionless value on a large 
scale. Topics covered in this course include: the impetus that encouraged stock buybacks, the pitfalls of 
focusing on cost-cutting measures, and the shortcomings of analyzing business strategies. 

LEARNING ASSIGNMENTS AND OBJECTIVES 

As a result of studying each assignment, you should be able to meet the objectives listed below each 
individual assignment.

SUBJECTS

Chapter 1: The Trap Of Share BuyBacks
Chapter 2: The Cost-Oriented Economics Trap
Chapter 3: The Trap Of Backward-Looking Strategy

Study the course materials from pages 1 to 50
Complete the review questions at the end of each chapter
Answer the exam questions 1 to 10

Objectives:

• Recognize the impetus that encouraged stock buybacks.
• Recognize the pitfalls of focusing on cost-cutting measures.
• Identify the shortcomings of analyzing business strategies
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NOTICE
This course and test have been adapted from supplemental materials and uses the materials 
entitled The Age of Agile, © 2018 Stephen Denning. Displayed by permission of the publisher, 
John Wiley & Sons, Inc., Hoboken, New Jersey.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best 
efforts in preparing this book, they make no representations or warranties with respect to the 
accuracy or completeness of the contents of this book and specifically disclaim any implied 
warranties or merchantability or fitness for a particular purpose. No warranty may be created 
or extended by sales representatives or written sales materials. The advice and strategies 
contained herein may not be suitable for your situation. You should consult with a professional 
where appropriate. Neither the publisher nor author shall be liable for any loss of profit or any 
other commercial damages, including but not limited to special, incidental, consequential, or 
other damages.

The End User shall be permitted to use the Licensed Content for internal purposes only and 
not for resale or distribution. The Licensed Content is provided on an “as is” basis and with-
out any warranties of any kind, express or implied. CCH INCORPORATED AND ITS LICEN-
SORS AND AFFILIATES DISCLAIM ALL WARRANTIES WITH RESPECT TO THE LICENSED 
CONTENT, EXPRESS OR IMPLIED, INCLUDING BUT NOT LIMITED TO, WARRANTIES 
OF MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE, NON-INFRINGEMENT, 
TITLE, QUIET ENJOYMENT AND INFORMATION COMPLETENESS, CURRENCY OR AC-
CURACY.

End User assumes all responsibilities and obligations with respect to the selection of the Li-
censed Content to achieve End User’s intended results. End User assumes all responsibilities 
and obligations with respect to any decision or advice made or given as a result of the use or 
application of the Licensed Content. CCH and its licensors and affiliates are not engaged in the 
rendering of legal, accounting, tax or other professional advice or services. If legal, accounting, 
tax or other expert assistance is required, the services of a competent professional should be 
sought.

This course is sold with the understanding that the publisher is not engaged in rendering legal, 
accounting, or other professional advice and assumes no liability whatsoever in connection 
with its use. Since laws are constantly changing, and are subject to differing interpretations, we 
urge you to do additional research and consult appropriate experts before relying on the infor-
mation contained in this course to render professional advice.

© Pacific CPE, LP 2021

Program publication date 6/20/2018
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EXAM OUTLINE

• TEST FORMAT: The final exam for this course consists of 10 multiple-choice questions 
and is based specifically on the information covered in the course materials.

• ACCESS FINAL EXAM: Log in to your account and click Take Exam. A copy of the final 
exam is provided at the end of these course materials for your convenience, however you 
must submit your answers online to receive credit for the course.

• LICENSE RENEWAL INFORMATION: This course qualifies for 2 CPE hours.

• PROCESSING: You will receive the score for your final exam immediately after it is 
submitted. A score of 70% or better is required to pass. 

• CERTIFICATE OF COMPLETION: Will be available in your account to view online or 
print. If you do not pass an exam, it can be retaken free of charge.
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CHAPTER 1: THE TRAP OF SHARE BUYBACKS

Chapter Objective

After completing this chapter, you should be able to:
• Recognize the impetus that encouraged stock buybacks.

Share buybacks have become a kind of corporate cocaine that induces a  
temporary feeling of invincibility but masks weakness and vacuity.

—THE ECONOMIST1

In 1787, Empress Catherine II of Russia made an unprecedented six-month trip to Crimea, the “New 
Russia,” with her court and some foreign ambassadors. The area had been devastated by war. Amid 
fears of new hostilities, the purpose of the trip was to impress on Russia’s allies how prosperous the 
region had become after rebuilding the region and bringing in Russian settlers.

The Empress was accompanied on the trip by the official who had been responsible for rebuilding the 
region and bringing in Russian settlers. The official, Grigory Potemkin, happily combined this official role 
with his unofficial function of bedroom companion and lover of the sex-hungry Empress.

Potemkin’s problem on the visit was that the reconstruction of the area was not as far along as desired. 
Not wanting to disappoint the wishes of his imperial mistress, and being an energetic fellow, he hit upon 
an ingenious scheme. Why go to the bother of generating actual prosperity when prosperity could be 
simulated?

Potemkin had a team of workers develop some portable villages. Prior to the arrival of the Empress’s 
barge, Potemkin’s men, dressed up as peasants, would show up at the site and assemble a village. 
At night, in the midst of the barren territory, the fake settlements with their glowing fires would comfort 
the Empress and her foreign entourage. Once the Empress’s barge had departed, the village would be 
disassembled and rebuilt downstream for the imperial visit the next evening.

The stratagem was a personal success for Potemkin. The Empress was sufficiently pleased with his 
multiple services that he solidified his hold on power. For Russia, however, the outcome was less happy. 
The visiting ambassadors detected the difference between the real and the fake villages and Potemkin’s 
deception was condemned by his political opponents. Shortly after the imperial visit, the region was 
plunged into a war between Russia and the Ottoman Empire.

1. “Corporate cocaine: Companies are spending record amounts on buying back their own shares. Investors should be worried,” 
The Economist, September 13, 2014, http://www.economist.com/news/leaders/21616950-companies-are-spending-record-
amounts-buying-back-their-own-shares-investors-should-be; “The repurchase revolution: Companies have been gobbling up 
their own shares at an exceptional rate: there are good reasons,” The Economist, September 12, 2014, http://www.economist.
com/news/business/21616968-companies-have-been-gobbling-up-their-own-shares-exceptional-rate-there-are-good-reasons.
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■■■■

Fast-forward a couple of hundred years and we can see how Potemkin’s tactics have been adapted to 
the modern world of corporate finance through the use of share buybacks.

The man who brought the debacle to public notice is Bill Lazonick, a strong-minded economics professor 
who has been working for several decades on the role of innovative business enterprises in generating 
productivity. His work has focused on the growing financialization of the U.S. economy, taking into 
account broader historical and global perspectives such as the British Industrial Revolution, Japan, and 
China. He set out to construct a rigorous theory of economic growth, grounded in the microeconomics 
of the innovative enterprise. Lazonick has systematically challenged the faith of mainstream economists 
in the magic of the marketplace. Over time, he became a leading critic of mainstream economic thinking 
and current business practices.

In 1993, after the publication of three books in the three previous years, Lazonick made the unusual 
academic move of leaving a tenured position at an elite private university for one at a regional public 
institution, University of Massachusetts Lowell, so that he could have more freedom to pursue innovative 
thinking.

For several decades, Lazonick’s work was known mainly among academic economists. But in 2014, a 
breakthrough came. Lazonick’s work was featured in an article in Harvard Business Review. It presented 
the business world with astonishing news: Many major public corporations are engaged in buying back 
their own shares to an extent that constitutes stock-price manipulation on a macroeconomic scale.2

It was hard to argue with Lazonick’s conclusions, which were based on decades of detailed data 
collection and economic analysis. Other mainstream journals picked up the theme. The Economist 
called share buybacks “an addiction to corporate cocaine.” Reuters called it “self-cannibalization.” The 
Financial Times called it “an overwhelming conflict of interest.” In March 2015, Lazonick’s article won the 
HBR McKinsey Award for the best Harvard Business Review article of the year.3

How had so many of the biggest and most respected companies in the world gotten involved in stock-
price manipulation on such a massive scale? Why is it still tolerated by regulators?

It’s simple, Lazonick explains. Once firms began in the 1980s to focus on maximizing shareholder value 
as reflected in the current share price, the actual capacity of these firms to generate real value for the 
organization and its shareholders began to decline as cost-cutting, dispirited staff, and limited capacity 
to innovate took their toll. Thus, the C-suite faced a dilemma. They had promised increasing shareholder 
value, and yet their actions were systematically destroying the capacity to create that value. What to do?

They hit upon a wondrous shortcut: Why bother to create new value for shareholders? Why not simply 

2. W. Lazonick, “Profits Without Prosperity,” Harvard Business Review, September 2014.
3. S. Denning, “The Economist, Blue Chips Are Addicted to Corporate Cocaine,” Forbes.com, April 19, 2014, http://www.forbes.
com/sites/stevedenning/2014/09/19/the-economist-blue-chips-are-addicted-to-corporate-cocaine/; K. Brettell, D. Gaffen, and 
D. Rohde, “The Cannibalized Company: How the Cult of Shareholder Value Has Reshaped Corporate America; A Special 
Report,” Reuters, November 16, 2015, http://www.reuters.com/investigates/special-report/usa-buybacks-cannibalized; 
J. Plender, “Blowing the Whistle on Buybacks and Value Destruction,” Financial Times, March 1, 2016, https://www.ft.com/
content/0b71ca32-df0b-11e5-b67f-a61732c1d025; S. Denning, “The Best Management Article of 2014,” Forbes.com, March 26, 
2015, https://www.forbes.com/sites/stevedenning/2015/03/26/the-best-management-article-of-2014/.
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extract value that the organization had already accumulated and transfer it directly to the shareholders 
(including themselves) by way of buying back their own shares? By reducing the number of shares, firms 
could, through simple mathematics, boost their earnings per share. The result was usually a bump in the 
stock price—and short-term shareholder value.

Of course, by diverting important resources to boost the stock price, the tactic ran the risk of further 
hindering the firm’s capacity to innovate and generate fresh value for customers in future. But why worry 
about that? With luck, by the time it became apparent that the firm had undermined its long-term capacity 
to add real value to customers, the executives responsible for the decisions would be safely retired, with 
bonuses already paid. The loss of capacity to create value would be someone else’s problem.

There was just one snag. Jacking up the share price with large-scale share buybacks would constitute 
stock-price manipulation and hence would be illegal. But no problem! In 1982, the Reagan administration 
was happy to remove the impediment and the Securities and Exchange Commission (SEC) instituted 
Rule 10b-18 of the Securities Exchange Act.

Naturally, the SEC didn’t announce that stock-price manipulation was being legalized. That would have 
created a political outcry. Instead, they passed a very complicated rule that made it seem that stock-
price manipulation was still illegal, but provided protection to firms so that it would be hard to detect and 
almost invulnerable to legal challenge.

The complex rule that the SEC came up with is the following. Bear with me if you find the rule hard to 
understand. That of course is the whole point of the language: to make it hard to understand.

Under the rule, a corporation’s board of directors can authorize senior executives to 
repurchase up to a certain dollar amount of stock. After that, management can buy 
more company’s shares provided that, among other things, the amount did not exceed 
a “safe harbor” of 25 percent of the previous four weeks’ average daily trading volume. 
Since companies are not required to report daily repurchases, the SEC has no way of 
determining whether a company has breached the 25 percent limit without a special 
investigation. The rule preserves the illusion that stock price manipulation is still illegal. 
But in practice companies can repurchase their shares on the open market with virtually 
no regulatory limits. Even better: Since the share purchases are happening in the 
background, the public can’t see what is going on.

And so the floodgates opened. The resulting scale of share buybacks is mind-boggling. Over the years 
2006–2015, Lazonick’s research shows that the 459 companies in the S&P 500 Index that were publicly 
listed over the ten-year period expended $3.9 trillion on share buybacks, representing 54 percent of net 
income, in addition to another 37 percent of net income on dividends. Much of the remaining 10 percent 
of profits are held abroad, sheltered from U.S. taxes. The total of share buybacks for all U.S., Canadian, 
and European firms for the decade 2004–2013 was $6.9 trillion. The total share buybacks for all public 
companies in just the United States for that decade was around $5 trillion.4

4. W. Lazonick, “How Stock Buybacks Make Americans Vulnerable to Globalization,” Working Paper, East-West Center 
Workshop on Mega-Regionalism: New Challenges for Trade and Innovation, March 11, 2016, https://papers.ssrn.com/sol3/
papers.cfm?abstract_id=2745387.


