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in competitive markets (Makamason, 2004). In order not to be replaced, managers would have to comply with the 
objective of profit (value) maximisation. Hart (1989) says that this "neoclassical" view of the firm has been challenged 
considerably over the last three decades due to theoretical developments and increasing empirical evidence that 
managers may not pursue shareholder interests.The key assumptions of the traditional theory of the firm are 
maximisation of profit and decision making under conditions of perfect knowledge (Nellis and Parker, 2002). By 
ignoring many other involved complexities, this neoclassical approach has the ability to predict corporate behaviour in 
perfectly competitive and monopoly market structures. The maximisation assumption portrays the firm as a 
ldquo;single market, single product asset of the owner who adapts a production plan in response to changing market 
conditionsrdquo; (Makamason, 2004). Its prolonged survival is due to the useful analysis of how a firm's production 
choices respond to exogenous change in the environment. Such an example being an increase in wages or a sales tax 
(Loasby, 1989).


