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CHAPTER 2 ¢ STAKEHOLDERS, MANAGERS, AND ETHICS

Incentives can also take other forms. One
way of linking rewards to performance over the long term is by developing organizational
career paths that allow managers to rise to the top of the organization. The power of the
CEO role is something to which many top managers aspire. For example, a board of
directors by demoting some top executives and promoting or hiring new ones, often from
the outside, can send a clear signal to top managers about what kinds of behaviors would
be rewarded in the future. All organizations have “promotion tournaments” where
executives compete for limited promotion opportunities by displaying their superior skills
and competences. By directly linking promotion to performance, the board of directors
can send out a clear signal about future managerial behaviors that would lead to
promotion—and make managers focus on long-term, not short-term, objectives,

The reward from promotion to the top is not just the long-term monetary package
that goes with promotion but also the opportunity to exercise power over resources, and
the prestige, status, and intrinsic satisfaction that accompany the journey to the top of the
organization.

The issue of designing corporate governance mechanisms to ensure long-term effec-
tiveness is complex and one that is currently stirring enormous debate.?2 Congress has
enacted some new governance mechanisms and more are planned. For example, the
Sarbanes-Oxley Act introduced a new requirement that CEOs, COOs, and the chief fi-
nancial officer sign off on their company’s balance statements so they can be held person-
ally and legally liable for accidental or deliberate mistakes found later. This requirement
has led organizations to disclose their financial results more fully. Similarly, as noted, new
rules for governing relations between companies and their accountants have been devel-
oped, and new regulations are in place that force companies to show shareholders exactly
what kinds of benefit and perks CEOs and other top executives receive in addition to
their salaries, such as stock options, pensions, use of company jets, and so on.

Indeed, the issue of stockholders rights has become an increasingly important issue in
the 2000s as company after company admitted that they broke business laws and regulations,
For example, Salomon Smith Barney agreed to pay a $5 million fine to settle charges that
one of their star brokers was promoting a stock to investors even though internal emails sug-
gested the stock was a dog. Brokers at Merrill Lynch, now part of Bank of America, were
found to have acted in a similar way, privately laughing about the poor prospects of com-
panies whose stocks they nevertheless continued to recommend to their thousands of
investors. Many major mutual fund companies admitted they had allowed their fund man-
agers and large investors to use secret information to make stock market trades that made
them millions of dollars but hurt millions of small investors. Similarly, many large insurance
companies admitted they had paid kickbacks to brokers to obtain their business, something
that artificially raised the cost of insurance policies to customers. All these companies have
paid hundreds of millions in fines to settle these charges, and their top managers, many of
whom possessed enormous influence in their industries, have been fired. To learn more
about Amazon’s approach to Corporate Governance, visit the company website’s Investor
Relations section and view the Corporate Governance Guidelines.

Top Managers and Organizational Ethics

A very important mechanism of corporate governance, which has become increasingly
important for a board of directors to emphasize after the recent corporate scandals, is to
insist that managers follow ethical guidelines in their decision making when confronted
with an ethical dilemma. An ethical dilemma is the quandary people find themselves in
when they have to decide if they should act in a way that might help another person or
group and is the “right” thing to do, even though doing so might go against their own self-
interest. A dilemma may also arise when a person has to decide between two different
courses of action, knowing that whichever course he or she chooses will result in harm to
ONe person or group even while it may benefit another. The ethical dilemma here is to de-
cide which course of action is the lesser of two evils,

People often know they are confronting an ethical dilemma when their moral scru-
ples come into play and cause them to hesitate, debate, and reflect on the “rightness” or

Ethical dilernma

The quandary people
experience when they must
decide whether or not they
should act in a way that
benefits someone else, even if
it harms others and isn't in
their own interest.
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