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Stakeholders, Managers,
and Ethics

Learning Objectives

Organizations exist to create valuable goods and services that people need or desire. But who de-
cides which goods and services an organization should provide or how to divide the value that an
organization creates among different groups of people, such as employees, customers, or sharehold-
ers? If people behave self-interestedly, what mechanisms or procedures govern the way an organi-
zation uses its resources, and what is to stop the different groups from trying to maximize their
share of the value created? In an age when the issue of corporate ethics, insider trading, and top-
management greed has come under intense scrutiny, we must deal with these questions before we
can address the issue of designing an organization to increase its effectiveness.

After studying this chapter you should be able to:

1. Identify the various stakeholder groups and their interests or claims on an organization.

2. Understand the choices and problems inherent in distributing the value an organization

creates.

3. Appreciate who has authority and responsibility at the top of an organization, and dis-
tinguish between different levels of management.

4. Describe the agency problem that exists in all authority relationships and the various
mechanisms, such as the board of directors and stock options, which can be used to help
control illegal and unethical managerial behavior.

5. Discuss the vital role that ethics plays in constraining managers and employees to pursue
the goals that lead to long-run organizational effectiveness.
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People who have an interest,
claim, or stake in an
organization, in what it does,
and in how well it performs.

Rewards such as money,

power, and organizational
status.

The skills, knowledge, and
expertise that organizations
require of their members
during task performance.

Organizational Stakeholders

Organizations exist because of their ability to create value and acceptable outco
various groups of stakeholders, pcople who have an interest, claim, or stake in an
zation, in what it does, and in how well it performs.! In general, stakeholders ar
vated to participate in an organization if they receive inducements that exceed th
of the contributions they are required to make.? Inducements include rewards
money, power, and organizational status. Contributions include the skills, knowlec
expertise that organizations require of their members during task performance.

The two main groups of organizational stakeholders are inside stakeholds
outside stakeholders. Table 2.1 summarizes the inducements and contributions
group.?

Inside Stakeholders
Inside stakeholders are people who are closest to an organization and have the stror
most direct claim on organizational resources: shareholders, managers, and the work
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