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CHAPTER 2 ¢ STAKEHOLDERS, MANAGERS, AND ETHICS

result of passive or captive directors, appointed by the CEO, who failed to exercise ade-
quate supervision. Directors of some companies have been sued for their failure to do so
and paid millions in fines.!®

Corporate-level management is the inside stakeholder group that has the ultimate
responsibility for setting company goals and objectives, for allocating organizational re-
sources to achieve objectives, and for designing the organization’s structure. Who are these
corporate managers? What exactly do they do, and what roles do they play? Figure 2.1
shows the typical hierarchy of management titles and the chain of command, that is, the
system of hierarchical reporting relationships of a large corporation. A hierarchy Is a verti-
cal ordering of organizational roles according to their relative authority.

The Chief Executive Officer
The CEO is the person ultimately responsible for setting organizational strategy and pol-
icy. Even though the CEO reports to the chair of the board (who has the most legal au-
thority), in a real sense the CEO is the most powerful person in the corporation because
he or she controls the allocation of resources. The board of directors gives the CEO the
power to set the organization’s strategy and use its resources to create value. Often the
same person is both chief executive officer and chair of the board. A person who occupies
both positions wields considerable power and directly links the board to corporate man-
agement.

How does a CEO actually affect the way an organization operates? A CEO can influ-
ence organizational effectiveness and decision making in five principal ways.!7

1. The CEQ is responsible for setting the organization’s goals and designing its
structure. The CEO allocates authority and task responsibilities so that all an
organization’s employees are coordinated and motivated to achieve organizational
goals. Different organizational structures promote different methods of coordinating

and motivating employees at all levels.

2. The CEO selects key executives to occupy the topmost levels of the managerial
hierarchy. The decision of which managers to promote to the top of the organiza-
tional hierarchy is a vital part of the CEO’s job because the quality of decision
making is directly affected by the abilities of an organization’s top managers. The
CEO of General Electric, for example, personally selects and promotes GE’s 100 top
managers and approves the promotions of 600 other executives.'® By choosing key
personnel, the CEO determines the values, norms, and culture that emerge in the
organization. The culture determines the way organization members approach
problems and make decisions: Are they entrepreneurial or are they conservative?

3. The CEO determines top management’s rewards and incentives. The CEO influ-
ences the motivation of top managers to pursue organizational goals effectively.
Even though they knew Enron was collapsing, in the days before, its top managers
decided to award themselves over $80 million in compensation for their “work.”
One of the reasons Netflix has become so successful and is now the market leader in
movie and TV programming rental and streaming with one in eight Americans
signed up for its service is because of its way of compensating managers. Managers
decide each month what proportion of their compensation they wish to take in the
form of actual salary or stock options linked to the company’s future performance.
The result has been a team of committed managers devoted to maximizing the
company’s future potential.!

4. The CEO controls the allocation of scarce resources such as money and decision-
making power among the organization’s functional areas or business divisions.
This control gives the CEO enormous power to influence the direction of the orga-
nization’s future value creation activities —the kinds of products the company will
make, the markets in which it will compete, and so on. Henry Ford ITI regained the
CEQ’s job at Ford in the late 1990s after its former CEO, Jacques Nasser, came
under criticism after spending tens of billions on countless global projects that had
done little to increase the company’s profitability. Ford’s philosophy was that his

Chain of command

The system of hierarchical
reporting relationships in an
organization.

Hierarchy

A classification of people
according to authority and
rank.

39








