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To students of corporate finance, M & M are not choco-
late beads they munch in between meals. The initials stand
for the well-known MM theorems, proposed by Franco
Modigliani and Merton H. MILLER. The theorems exposed
the irrelevance of financial structure in the valuation of firms.
Professor Merton H. Miller, whom we honour today, first
formulated the basic model for the MM theorems in 1958
with his colleague Modigliani at Carnegie. Since then, the
two Ms have both become Nobel laureates in economics,
Modigliani in 1985 and Miller in 1990.

Professor Miller, born in Boston, Massachusetts, fol-
lowed in his father’s footsteps, entering Harvard University
in 1940 and graduating with an AB magna cum laude. Un-
like his father, who was an attorney, Merton Miller’s main
interest was in economics. One of his contemporaries at
Harvard was Robert M. Solow, the Nobel laureate in eco-
nomics for 1987. The Second World War interrupted Miller’s
studies. During the war years, he served as an economist,
first in the Division of Tax Research of the US Treasury
Department and subsequently in the Division of Research
and Statistics of the Board of Governors of the Federal Re-
serve System. In 1949, Miller decided to return to graduate
school and chose Johns Hopkins University to pursue his
studies. He received his doctorate in 1952.

After a brief visiting appointment at the London School
of Economics, he went to the Carnegie Institute of Technol-
ogy (now Carnegie Mellon University), whose Graduate
School of Industrial Administration was the first and most
influential of the new wave of research-oriented US busi-
ness schools. Among his colleagues at Carnegie were Herbert
Simon (economics laureate for 1978) and Franco Modigliani.
The first M & M paper, entitled “The Cost of Capital, Cor-
poration Finance and the Theory of Investment”, emerged
in 1958 and was followed by two other important papers in
1963 and 1966. Three years after the publication of the first
seminal M & M paper, Miller left Carnegie for the Graduate
School of Business at the University of Chicago, where he
has been ever since, except for a one-year visiting profes-
sorship at the University of Louvain in Belgium from 1966
to 1967. Using their basic model in the M & M papers, Miller
and Modigliani derived two so-called invariance theorems,
now known as the ‘MM Theorems’.
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Both of the invariance theorems were originally de-
rived from highly simplified assumptions. Subsequent re-
search has to a large extent dealt with the consequences of
various deviations from the conditions on which the MM
theorems were based. At Chicago, this research continued
from the 1960s into the 1980s, with Professor Miller as its
leading figure. Miller thus showed how the design of differ-
ent tax structures affects the relation between a company’s
capital asset structure and market value, after taking into
account the indirect market effects of taxes through equilib-
rium price formation on financial markets. Similarly, he ana-
lyzed the importance of bankruptcy costs for the relation
between a firm’s financial asset structure and dividend policy
on the one hand and its stock-market value on the other.

Perhaps a highly simplified way of summing up the
MM theorems for the layman is to say that ““if the asset struc-
ture and dividend policy affects a firm’s market value, then
this reflects the consequences of taxes or other explicitly
identified market imperfections”. The MM theorems have
therefore become the natural basis or norm of comparison
for theoretical and empirical analysis in corporate finance.
Professor Merton Miller is the researcher who has domi-
nated this analysis for two decades from the 1960s to the
1980s. He has thus made a unique contribution to modern
theory of corporate finance.

In the early 1980s, Professor Miller became a public
director of the Chicago Board of Trade. Since then, his re-
search interests have shifted strongly towards the economic
and regulatory problems of the financial services industry,
and especially of the securities and options exchanges, a topic
that is highly relevant to Hong Kong, particularly in these
days of economic uncertainty. Professor Miller currently
serves as a public director of the Chicago Mercantile
Exchange, where he had served earlier as chairman of its
special academic panel to conduct the post-mortem on the
market crash of October 19-20, 1987. He is the Robert R.
McCormick Distinguished Service Professor Emeritus of Fi-
nance at the Graduate School of Business of the University
of Chicago, a school that boasts eight Nobel laureates in
economics. He continues to be an active supporter of free-
market solutions to economic problems, very much in the
tradition of his fellow Chicago laureates, Milton Friedman
(1976), Theodore Schultz (1979) and George Stigler (1982).

Professor Miller has received honorary doctorates from
the University of Louvain (Belgium) and the University of
Karlsruhe (Germany). He was elected fellow of the Econo-

metric Society in 1975, became president of the American
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Finance Association in 1976, fellow of the American Acad-
emy of Arts and Sciences in 1989, and distinguished fellow
of the American Economic Association in 1990. He is co-
editor of The Journal of Business. His book Financial Inno-
vation and Market Volatility, published by Basil Blackwell
in 1991, is a timely work for those concerned with the vola-
tile Asian market today.

The untimely death in 1969 of his first wife, Eleanor,
the mother of his three young daughters, was a heavy per-
sonal blow to Professor Miller. He has since remarried. To-
gether with his wife Katherine, he divides his time between
a Hyde Park townhouse during the week, and a country re-
treat on a working farm in Woodstock, Illinois, on the
weekends. Professor Miller is a fervent supporter of the in-
famous Chicago Bears as much as he is of the free-market
economy. He has been a season-ticket holder for 17 years
now, taking his seat in the south endzone of frigid Soldier
Field whenever he can.

Mr Chancellor, I have the honour to present, on be-
half of the University, Professor Merton H. Miller, Robert
R. McCormick Distinguished Service Professor Emeritus
of Finance, and Nobel Laureate in Economics, for the de-

gree of Doctor of Social Sciences honoris causa.
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