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Inducements and Contributions of Organizational Stakeholders

Stakeholder Contribution to the Organization Inducement to Contribute

Inside

Shareholders Money and capital Dividends and stock appreciation
Managers Skills and expertise Salaries, bonuses, status, and power
Workforce Skills and expertise Wages, bonuses, stable employment, and promotion
Outside

Customers Revenue from purchase of goods and services Quality and price of goods and services
Suppliers High-quality inputs Revenue from purchase of inputs
Government Rules governing good business practice Fair and free competition

Unions Free and fair collective bargaining Equitable share of inducements
Community Social and economic infrastructure Revenue, taxes, and employment
General public Customer loyalty and reputation National pride

Sharcholders are the owners of the organization, and, as such, their
claim on organizational resources is often considered superior to the claims of other
inside stakeholders. The shareholders’ contribution to the organization is to invest money
in it by buying the organization’s shares or stock. The shareholders’ inducement to invest
is the prospective money they can earn on their investment in the form of dividends and
increases in the price of stock. Investment in stock is risky, however, because there is no
guarantee of a return. Sharcholders who do not believe the inducement (the possible
return on their investment) is enough to warrant their contribution (the money they have
invested) sell their shares and withdraw their support from the organization.

During the recent recession that resulted because of the sub-prime mortgage prob-
lem, the resulting financial crisis led to a meltdown in the stock market during which most
investors lost 40% or more of the value of their stock investments. As a result, more and
more shareholders, who are most commonly mutual fund investors, are relying increasingly
on the government and on large institutional investment companies to protect their inter-
ests and to increase their collective power to influence top managers. Large mutual fund
t companies like Fidelity or TIAA/CREF realize they have an increasing responsibility to
their investors who lost billions in their pension funds as a result of the subprime crisis, as
well as the earlier dot.com meltdown.* Also, mutual fund managers realize they have an
increasing responsibility to monitor the performance of top managers to prevent the kinds
of unethical and illegal behaviors that caused the collapse of Lehman brothers, Enron,
Tyco, and many other companies whose dubious accounting practices led to a collapse in
their stock price. If mutual fund companies are to protect the interests of their sharehold-
ers, they need to monitor and influence the behavior of the companies they invest in, to
make sure the top managers pursue actions that do not threaten shareholders’ interests
while enhancing their own.

As a result of this concern for shareholders, mutual fund companies have become
more vocal in trying to influence top managers. For example, they have sought to get com-
panies to remove so-called poison pills, which are antitakeover provisions that make it
much more difficult and expensive for another company to acquire it. Top managers like
poison pills because it helps them protect their jobs, huge salaries, and other perks. Mutual
fund companies are also showing increasing interest in controlling the huge salaries and
bonuses that top managers give themselves that have reached record levels in recent years.
They have also reacted to the accounting scandals that have led to the collapse of Enron
and the poor performance of other companies such as Computer Associates by demand-
ing that companies clarify their accounting procedures. And they have successfully lobbied
for Congress to pass new laws such as the Sarbanes/Oxley and Dodd-Frank Acts, and to
increase the power of government agencies such as the Federal Trade Commission (FTC)
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