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Tensions in
the Top Level
of Companies

By WARREN BENNIS

n the beginning, organizations
were exceedingly simple.
There were chiefs and tribes,
or kings and subjects, or owners
and tenants, or bosses and work-

ers,

With the advent of the Industri-
al Revolution, it got more compli-
cated. There were stockholders,
boards of directors, officers and
employees.

Now it's too complicated—with
stake holders and/or sharehold-
ers, chairmen of the boards and/or
chief executives, corporate presi-
dents and/or chief operating offi-
cers, assorted vice presidents,
managers and employees. Natu-
rally, the modern organization—

Contemporary
corporate structure is,
at best, a jerry-built rig
that emerged out of
perceived need and
chance, rather than
choice.

being complicated, even Byzan-
tine—is much more subject to
trouble, or even breakdowns, than
its predecessors.

As a rufe, such organizational
breakdowns occur in the privacy
of corporate executive suites, but
the whote world got to see a classic
example of structural failure dur-
ing the recent White House power
struggle, which reached a climax
with President Reagan firing his
chief of staff, Donald T. Regan.

The President was criticized for
his "managerial style,” but actual-
ly problems resided in his mana-
gerial mode. Reagan and Regan
learned the hard way that there
are more weaknesses than
strengths in the two-track CEO-
COO modc.

Given its political bias, the Rea-
gan Administration’s choice of a
corporate strutture over abureau-
cratic chain of command was rea-
sonable, as was the appointment of
Regan, a top business executive, as
chief of staff.

But Regan's view of his role was
anything but reasonable, and the
basis for the subsequent firestorm.

Though Chief of Staff Regan
was the White House equivalent’

of a COO (clifef operating officer):
ebrying CEQ{chief executive offi-
cer)d from the outset he
bel , usurping both

the President’s authority ant pre-
rogatives.

COOs are secondary, not prima-
ry spokespersons, yet Regan is-
sued frequent off-the-cuff pro-
nouncements, which were often at
odds with his boss’ policies and_
pronouncements.

Furthermore, COO Reégan iso-
lated CEO Reagan from both his -
staff and his constituents, which
resulted in the CEO seeinf the
world more and more through his
COO's lens.

Finally, of course, the flaws in
the two men's relationship magni-
fied the flaws inherent in the
structure and brought 1t all down,
and Regan, the quintessential cor-
porate boss, was replaced by How -
ard H. Baker Jr., the quintessential
bureaucratic team player.

As something like order re-

No one makes it into
the upper reaches of
the corporate world
without a very healthy
ego and very strong
opinions about
everything.

turned to the White House, Iran
and "Contragate” notwithstand-
ing, there must have been sympa-
thetic sighs and nods in corparate
headquarters all over America,
because no one knows how flawed
and how basically unworkable the
CEQ/COO power split is better
than the CEOs and COOs them-
gelves.

Contermporary corporate Struc-
ture is, at best, a jerry-built rig
that emerged out of perceived
need and chance, rather “than
choice. Like every fragile, sensi-
tive machine, it’s oniy as good as
its parts.

The principal parts of the corpo-
rate machine are people, aritl peo-
ple come to the job at hand with all
their own sensitivities, fragilities
and needs. And the higher &
person riges in the corporate hier-
archy, the more exposed his
strengths and weaknesses are, and
nowhere are these strengths and
weaknesses more exposed and
more tested than in the relation-
ship between a CEO and his COO.

On paper, the differences be-
tweer the two jobs are very clear.
The CEO is the leader, the COO

the manager.

The CEO is charged with doing
the right thing, the COO with doing

things right. The CEO takes the .

fong view, the COO the short view.
The CEO concentrates on the what
and why, while the COO focuses on
how. The CEO has the vision, the
COO hands-on control. The CEO
thinks in terms of innovation, de-
velopment, the future, while the
COO is busy with administration,
maintenance, the present. The CEO
sets the tone and direction, both

inside and outside the company,
while the COO sets the pace.

Ironically, as with Reagan and
Regan, even when the CEO and
COO function bhappily iogether,
they can run into big trouble, as
mutual admiration is not necessari-
ly relevant, much less productive.

But when they’re unhappy to-
gether, their unhappiness is re-
flected throughout the organiza-
tion in major and minor ways,
which leads to trouble, too.

No one makes it into the upper
reaches of the corporate world
with¢ut a very healthy ego and
very strong opinions about every-
thing.

Given this, even the most serene
CEO (which may be an oxymoron_)
is bound to occasionally envy his
COO0’s hands-on control, while the
COO must long sometimes to think
ahead, dream, innovate.

The logic here is that two heads
are better than one, but 1 don’t
know any top executive who, in his
heart of hearts, doesn’t think that
his head is better than all other
heads put together.

In addition to these fundamental
problems, there are other traps in
the structure. What the CEO imag-
ines, the COO makes manifest—of-
ten in ways that seem wrong to the
CEO.

Then, too, the COO seems the
natural heir to the CEO, and if
there were any real sense in this
structure, he would be. But COO
skills, which are primarily mana-
gerial, are not necessarily useful in
the CEO slot, which requires lead-
er's talents, so a superb manager
can move into the leader’s chair
and find himself back at square
one, scrambling to learn a whole
new game, and often striking out.

If the COO opposes his CEO, no
matter how valid his position, one
time or 20 times, he may jeopardize
his ultimate ascension. This may
scrve to intimidate or inhibit him,
making him both a less effective
COO and a less likely CEO candi-
date.

The structure is so susceptible to
problems and breakdown because,
at bottom, it’s unworkable. Howev-
er clean and clear the division of
responsibilities looks on paper, in
practice these responsibilities are
indivisible, inextricably interwo-
ven.

The solution is as simple as the
structure is complex. The key re-
sponsibilities of both the CEQ and
COO0 shoutd be combined and given
to a CEO-in-Chief, who would
reside in the center of a kind of-
constellation of executives.

These assistants would possess
all the requisite skills and talents,
and some would be likely future
CEOs. The CEO-in-Chief would be
limited to a seven-year term—to
ensure against burnout, compla-
cency or any of the other afflictions
CEOs are now heir to.

With a little less structure and a
little more leadership, American
business might f;nally recover
some of its verve, energy and
spunk.

Warren Bennisis a professor of
business admnistratiop atUSC and
was a co-author of “Leaders,"”

published by Harper & Row in 1985
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The Problem With Today’s Executive Heroes

By WARREN BENNIS

t's almost impossibic to pick up a book,
watch television news or leaf through
People magasine without getting one
more glimpse of America’s top executives
us celebritics. Even "Miami Vice” recently
featured Lee A. lacocca in & cameo fole.
The captains of industry are back, Not in
the scoundrel roles that society assigned
them as recently as the 1970s, but as folk
heroes. While this seems good news for the
business community, our enthusiasm
should be tempered, The sheer volume of
uncritical adulation Is troubling.
Magasines, audio and videocassettes,
brochures and books extolling the virtues

Wayrren Bermfs is a professor of business
admindetration at USC’s School of Business
Admintitration.

of corporate leadership proliferate. A re-
cent_{ssue of Paychology Today, for in-
slance, Téviews five books and notes that
“all portray the corporate leader as teach-
er, mentor, exemplar and forger of values
and meaning.” ‘

Recent books Include “The Great Qetty";
“Geneen’; Tom Peters’ latest offering,

»pasgion for Excellence, the Leadership
Difference”; “Making it Happen” (about
1084 Olympics chief Peter Ueberroth);
“CEO, Corporate Leadership in Action”;
“The Power to Lead” and “The Big Time"”
(about the extraordinarily successful Har-
vard Business School ciass of 1949).

High-level executives are getting the
full celebrity treatment. In fact, my two
teen-age sons, nelther of whom is a
business major, recognize the names lacoc-
ca, T. Boone Pickens Jr, Ted Turner,
Armand Hammer, Steven P. Jobs, Harold
Geneen, Victor Kiam, Frank Borman and
Sandy Sigoloff as readily as they recognize
those of rock stars.

What a contrast between today's adula-
tion for captains of industry and the
universal hatred for their 19th-Century
counterparts, the so-called Robber Barons.
Jay Gould was known as onc of the worsL
stinkers in American business, and many
other corporate leaders of the time suffered
gimilar opprobrium.

Why has the contemporary corporate
leader re-emerged as an authentic Amerl-
can hero?

A case can be made that rapid advances
in technology, widespread deregulation,
economic upheaval and soclal change have

vastly complicated the chief executive’s
roie, while simuitaneously raising the
stakes of his decisions and heightening his
vigibility. A contradictory explanation is
that the current business climate is the
most favorable in years and thus permits
corporate stars to shine especially brightly.
A third, discouraging, explanation ig that
gelfishness is suddenly respectable; in a
nation full of yuppies bent on acquiring
status symbols, nothing may be held in
greater esteem than a position at the top
rung of the corporate ladder. A fourth,
quite human, explanation is that in this

volatile world, a strong business executive -

is a far more reiiable hero than, say, a rock
star.

A different explanation is rooted in
history. By cuitural tradition, American
society glorifies the individual. The chief
exponent of this tradition was Ralph Waldo
FEmerson, who guided a movement that
emphasized humanism and the spiritual
self. Upon ieaving the Unitarian Church, in
which he was an ordained minister, he
made individualism his religlon. While
Emerson meant to give people courage to
follow thelr own instincts, he unwittingly
created a platform for American enterprise
and a philosophical basis for corporate

tycoons, To this' day—especially today—
we're drawn to powerful individuals. And

there are no individuals among us more

powerful than the captains of industry.

What's so bad about feeling good about
these corporate superstars? Plenty.

Cults develop around such chieftains,
Idolatry spawns lackeys, not leaders. Ev-
erybody begins to think the way their
leader thinks. Problems of succession de-
velop. Corporate superstars eclipse not
oniy the competition, but their own subor-
dinates. When they move on, their compa-
nies suffer from months or years of
Instability while searching for someone to
fiii their outsized shoes. CBS, for example,
has been in such turmoil since the 1983
departure of Chairman Wililam S. Paley
that it recently was forced to bring him

back.

Idolatry tends to go to a chief executive's
head. Top officers sometimes behave like
mini-emperors, inclined to get rid of those
who dissent or have better ideas. They
have imperial habits and tastes that can
cost the company dearly. The T. Boone
Pickenses and Carl C. Icahns are building
their individuai power bases at the expenst
of the entire corporate community and.

ultimately, the American public,

Then there is the Oz factor. Far
too often, the most imperious cor- -
porate stars are empty suits, all
sound and fury, signifying nothing.
High visibility has nothing to dc
with getting the job done. Eastern
Alrlines hired Frank Borman be-
cause he was an astronaut, a genu-
ine ceiebrity, and seemed an ideal
spokesman. He's out now because
Eastern needed action more than
taik. The no-name executive team
at Ford consistentiy outclasses tht
stars at Chrysier and GM,

Ironicaily, the probiem contain:
its own solution. Currently, the
burnout rate for these corporalc
superstars i8 very high. A recent
study showed that a turnover of
chief executives In large companics
occurs, on average, every seven
years. Robert Townsend, whe
made Avis try harder, has said that
the average life of a corporate star
is more like three to five years
Obviously, stardom is healthy nei
ther for the executives nor thc
companies. And so the day may no!
be far off when corporations stop
belng one-man shows and become
team efforts again.
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Perspectives

Managers must share
power with employees

All levels must make decusuons reap rewards

In Perspectives, a Los Angeles
business leader discusses an is-
sue of public concern. This
week’s colummst s

wi al the

By EDWARD LAWLER

If Amenican companies hope to
meet the challenge of interna-
tonal competition, they must be
managed more democratically.

The old ngle of management
— ib which decision-making
power and financiaj rewards are
concentrated at the top — is
clearty faling. Today's workers

strucures that separate think-
ing from doing. that deny them
autonomy seil-esteem. And
their dissatisfaction exacts a
heavy toll on corporate perform.
ance.

llmymaefmaradia!movew
traditional manage-
ment style born with the assem-
tly line in favor of one better-
suled to modern production
technologres and workers. But
the potentiai gains of sllowing
workers to te in how
their yobs are done and how their
company 18 run are worth the
nsks

If parucipative management
can create organmizations 1n
whxch people at all leveis think
for themseives and their
own work. then far fewer em-
ployees will be needed. Thoee
who remasn will have more
rewarding and sausfying jobs.
Thus 13 turn could belp make the
hugher labor costs in the United
Staies competiive because low-
er-level employees would be
contnbuting more by using both
therr hands and their heads. §f
people care more aboul their
work. product quality also will
increase

EDWAH) LAWLER
USC busnass professor

In pecent years, many Ameri-
can fiums have ried 10 encour
age employee participation
through such strategies as quali-

tem, a highly skilled production
team member should be able to
make more than a manager. sim-
ply because the production

form of gain lhamxevrowdmg
all emplovees with the incentive
of having thesr personal econom-
ic fates tied to the success of the

. not hierarchy. Status
lymbol: such as reserved park-
ing spaces, executive dining
rooms and expensively appoint-
ed offices are unacceptable.

a high-involvement organizs-

These kinds of changes are not
with semor managers

approach to management is
growing. The human costs, as
well as the economic ones. are
great.

With high-involvement man-
agement, we not only have the
chance 10 make American com-



Merit
Pay Not
Best Idea

By EDWARD E. LAWLER III

Merit is back 'in_favor.
Bank ora yAmerica, General
Motors, Ford, and a host of other
large corporations are either in-
stafling new merit pay plans or
trying to x'evivl:ea thefu' ) o%teon?r
They seem to have fo n
that merit ;ﬁms been
tried and found wanting time and
time again. They also seem to be
oblivious to the research which
shows that there are better alter-
patives. . _
" In many ways, merit pay seems
to be the proverbial cat with nine
lives. It is tried, found lacking,
and forgotten — only to be reborn
at a later date. In many res
this is not s! rising. e of
ying individuals for their per-
f:nmnce is basically attractive:
and is consistent with American
values which argue that individu-

als should be rewarded according
to their contributions.
Because of its ex impact

on employee motivation, merit
y also seems to promise better
organizational performance.
Thus, it appears particularly al-
luring today when most large cor-
ations are under pressure to
rove their performance.
'Fhere are several different
kinds of problems with g
merit pay increases to vidu-
als. First, in a low-inflation en-
vironment, it is difficult to create
very substantial pay differences
between good periorthers and
poor performers. When the bud-
get for pay increases is only 5
percent or 6 percent, how much
-differentiation is ible?
In addition, ce merit in-
5 u-easeos‘ becoi:: v];grt {;f base pay,
most of an ual’s pay en
‘up reflecting historicafa rather
than cwrent, performance. For
this reason, study after study by
mgelf and others has found little
(relationship between current pay
‘and current performance.
“ Owerall, merit salary increases
simply are not a good delivery
vehicle for money that is intended
to reward performance. Much
more effective are individual
bonuses given each year based on
current performance. With these,
it is possible to deliver signifi-
cantly different amounts of
money to individuals based on
their performance.

TULS2. YORLD--March 2, 1986

However, there are other major
problems with mrerit rﬂy that giv-
ing bonuses cannot eliminate.
They depend on a subjective ap-

raisal of who is an effective per-
ormer. There are a few corpora-
tions, such as IBM, who an
effective job of training manag-
ers to appraise individual perfor-
mance. Most, however, do ex-
hemelypoorjob.Asam:ﬁ,at
best, pay increases and bonuses
are based u hastily done as-
sessments of performance and, at
worst, are based upon biased, ill-
informed judgments by untrained
supervisors.
use of their structure,
merit pay plans can create de-
structive competition within or-
ganizations. A given amount of
money is typically allocated for
meritorious performance and this
is divided up among the employ-
ees. Individuals know that in
order to get the top bonus or raise,
they have {0 outperform their co-
workers. A competitive spirit is
not pecessarily negative, espe-
cially in circumstances where in-
dividual performance is what
counts, such as sales situations.
{ However, it can be tremendously
' dstrucut'hve in organizational situ-
ations that require cooperation
and teamwork — a condition that
is increasingly common. :
There is an effective alterna-

[ tive to individual merit K:y. It

requires corporations to abandon
the idea of focusing on the perfor-
mance of individuals. This is hard
for many organizations to give up
because of the strong value:sys-
temn in the United States ard-
ing individual performance. Nev-
ertheless, the ineffectiveness of
individual plans and the move-
ment in our society toward more
complex and team-based organi-
zations strongly argue for group
and organization-wide rewards.
There are already a number of
ggod examples of what can be
ne with bonuses based on group
effort. Motorola, Dana rp.,
TRW and a host of other organiza-
tions have successfully used
team-based rewards to create or-
anizations that are effective in
> ghly competitive global mar-
ets.

Perhaps the most interesting
example of team- and organiza-
tion-based rewards is ple
Express Airlines. Every employ-
ee Is an owner ofbthe org:imizauon.
participates substantially in a
profit-sharing plan, and is also a
member of a bonus plan that pays
for group performance. In short,
the individual employee has three
kinds of pay for performance, but
none of them are based upon indi-
vidual performance. This is a
model which should be much
more widely applied by American
businesses. It is not for every or-
ganization, but for those that
want to pay for performance and
operate in a cooperative interde-
pendent way, it should prove to be
much more effective than individ-
val pay for performance ap-

proaches.
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Scrap Merit Pay, Focus
on Team Performance

By EDWARDE. LAWLER Il

erit pay is back in favor.
Bank of America, General
Motors, Ford, and a host of
other large corporations are either
installing new merit pay plans or
trying to revive their old ones.
They seem to have forgotten or
ignored that merit pay has been
tried and found wanting time and
time again.
They also seem to be oblivious to

Edward E. Lawler III is director
of the Center for Effective Organiza-
tions in the University of Southern
California’s Graduate School of
Business Administration.

the research which shows that
there are better alternatives.

In many ways, merit pay seems
to be the proverbial cat with nine
lives,

It is tried, found lacking, and
forgotten—only to be reborn at a
later date. In many respects, this is
not surprising.

The idea of paying individuals
for their performance is basically
attractive and is consistent with
American values which argue that
individuals should be rewarded
according to their contributions.

Because of its expected impact on
employee motivation, merit pay
also seems to promise better organ-
izational performance.

Thus, it appears particularly al-
luring today when most large cor-
porations are under pressure to
improve their performance.

There are several different kinds
of problems with giving merit pay
increases to individuals.

First, in a low-inflation environ-
ment, it is difficult to create very
substantial pay differences be-
tween good performers and poor
performers.

When the budget for pay in-
creases is only 5% or 6%, how

much differentiation is possible?

In addition, gince merit increases
become part of base pay, most of an
individual’s pay ends up reflecting
historical, rather than current, pérs
formance.

For this reason, study after studyg
by myself and others has foynd
little relationship between current
pay and current performance.

Overall, merit salary increasss
simply are not a good delivety
vehicle for money that is intended
to reward performance.

Much more effective are individ-
ual bonuses given each year based
on current performance.

With these, it is possible to
deliver significantly different
amounts of money to individuals
based on their performance.

However, there are other major
problems with merit pay that giv-
ing bonuses cannot eliminate.

They depend on a subjective
appraisal of who is an effective
performer.

There are a few corporations,
such as IBM, who do an effective
job of training managers to appraise
individual performance.

Extremely Poor Job

Most, however, do an extremely
poor job. As a result, at best, pay
increases and bonuses are based
upon hastily done assessments of
performance and, at worst, are
based upon biased, ill-informed
judgments by untrained supervi-
sOrs.

Because of their structure, merit
pay plans can create destructive
competition within organizations.

A given amount of money is
typically allocated for meritorious
performance and this is divided up
among the employees.

Individuals know that in order to
get the top bonus or raise, they
have to outperform their co-work-
ers.

A competitive spirit is not neces-

Please sece TEAM, Page 8

TEAM: Change Focus on Bonuses

Nevertheless, the ineffective-

Every employee is an owner of
stantially in a profit-sharing plan,
and is also a member of a bonus
plan that pays for group perform-
ance.

In short, the individual employee
has three kinds of pay for perform-
ance, but none of them are based
upon individual performance.

‘This is a model which should be
much more widely applied by

. American businesses.

It is not for every organization,
but for those that want to pay for
performance and operate in a coop-
erative interdependent way, it
should prove to be much more
effective than individual pay for
performance approaches.



