      After the Revolt, Creating a New CEO

      A trio of new leaders is quietly redefining

      the top job. A lower profile, a shorter leash
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      NEW YORK -- Jim McNerney, chief executive of Boeing Co., got his job after 

      Harry Stonecipher was fired in 2005. Today he is quick to point out the 

      limits of his own power. "I'm just one of 11 with a point of view," he 

      says, referring to his board of directors. "I have to depend on my power 

      to persuade."
      Mark Hurd, who followed Carly Fiorina as chief executive of 

      Hewlett-Packard Co., avoids talking -- as she famously did before her 

      ouster -- about a vision for the high-tech giant. "I'm not a big vision 

      guy," he says. "I think it was Einstein who said vision without execution 

      is a hallucination."
      And Martin Sullivan, who succeeded the imperious Hank Greenberg at 

      American International Group after an accounting scandal, doesn't mind the 

      fact that he now has to share power with a nonexecutive chairman, Robert 

      Willumstad -- something his predecessor never would have tolerated. 

      "Everything has changed," he says.
      In the wake of scandals at Enron, WorldCom and the like, public outrage 

      drove a host of legislative, regulatory and other changes. CEOs were put 

      on notice, and other players stormed in to fill the breach.

      Some business leaders have argued those changes are leading to a weakening 

      of the public corporation, and predict a decline in American 

      competitiveness as a result. They complain that corporate power has been 

      taken from the CEO and given to a host of other players unworthy of the 

      task.
      Labor unions and their allies, for instance, have used their pension-fund 

      power to attack companies that pay high executive salaries -- witness 

      Thursday's close shareholder vote on a measure to give Verizon Inc. 

      shareholders an advisory vote each year on the CEO's pay package. Unions 

      and other activists are also pushing to make it easier to nominate their 

      own candidates to company boards. And hedge funds and other investors have 

      challenged companies to disgorge cash or change their strategies -- as 

      Carl Icahn will do at Monday's annual meeting of Motorola Inc.

      In addition, trial lawyers and attorneys general are making new fortunes 

      and careers out of second-guessing business leaders.
      There's a "war against the corporation," complains ex-Pfizer Chief Henry 

      McKinnell who was forced out of office in part over complaints about his 

      pay. "If I were starting over, I'd probably move to China or India," 

      grouses Hank Greenberg. Mr. Greenberg, who was the prototype of the 

      imperial CEO, spent three decades building AIG from a specialty insurance 

      company into a global powerhouse before being charged by then-New York 

      Attorney General Eliot Spitzer with manipulating his company's books.

      Mr. Greenberg and others point to the rapid rise of private equity -- 

      giant pools of capital that buy up companies and take them out of the 

      public securities markets -- as a sign of the times. "I talk to a lot of 

      senior executives who are ready to do something else," says Tom Neff, U.S. 

      chairman of the executive search firm SpencerStuart. "Private equity is on 

      their agenda. It could drain talent that might be considered for public 

      company CEO jobs."

      Behind all the hand-wringing is this fear: that the public corporation, 

      which was the great wealth-generating machine of the 20th century, may be 

      dying a slow death in the 21st.
      A closer look at how Messrs. McNerney, Sullivan and Hurd have handled the 

      job, however, provides a more upbeat picture. At Hewlett-Packard, for 

      instance, Mr. Hurd put his head down and focused on streamlining the 

      company's organization and then holding managers accountable for results. 

      While Ms. Fiorina gave dozens of speeches her last year in the job, he has 

      stayed out of the limelight. The results are in the numbers: Earnings per 

      share have nearly doubled in two years time, and the company's stock price 

      has gone from $20 to $42 a share.
      At Boeing, Mr. McNerney has taken a similar approach: not changing the 

      company's strategy, focusing on doing a better job executing that 

      strategy. He moved quickly to settle Boeing's disputes with the government 

      -- choosing to pay a higher price up front, rather than face a prolonged 

      fight that might lead to a lower settlement later. He focused on 

      operations and watched a surge in aircraft sales that has helped the 

      company's stock rise by 50% in two years.
      At AIG, Mr. Sullivan is getting the company through the huge legal fallout 

      from its use of certain insurance products to improve its books. He did so 

      without destroying the company's entrepreneurial culture. Earnings last 

      year stood at $5.36 per share, up 50% from 2004. The company's stock price 

      has risen slightly.
      To be sure, much of that performance can be attributed to timing and luck, 

      or to the actions of others or even of their fired predecessors. Both Mr. 

      Hurd and Mr. McNerney, for instance, have benefited greatly from the 

      failings of their major competitors, Dell Inc. and Airbus. And despite 

      their diminished power, the three CEOs are still extremely well paid -- a 

      flash point for some critics. After leaving his former job at 3M Co., Mr. 

      McNerney exercised some $32.4 million in 3M stock options and Boeing 

      agreed to pay him another $25 million in restricted stock to make up for 

      payouts that would have been due from 3M in the future. Last year, each of 

      the three men made roughly $20 million in total compensation.
      The three CEOs talk freely about concepts like "corporate citizenship" and 

      "social responsibility," but they don't see that as conflicting in any way 

      with good business. Says Mr. McNerney: "Today, good business is generated 

      by good corporate citizenship -- your stance on the environment, your 

      stance on governance, your stance on CEO pay."
      Their own conclusion: the reports of the demise of the public corporation 

      are greatly exaggerated. "More and more people are saying private is 

      good," says Mr. Sullivan. "But I certainly don't believe the public 

      company model is broken."
      CEO sackings were unheard of in the 1960s, 1970s and 1980s, and were used 

      sparingly in the 1990s. But in early 2005, they suddenly became the 

      business equivalent of the guillotine - the tool of choice for advancing 

      the revolution and reining in corporate power. The scandals earlier in the 

      decade left CEOs weakened and left once-sleepy boards of directors on 

      notice that it was their job to take charge.
      Two big factors helped drive this change in board behavior. One was the 

      rise in executive sessions, at which the independent directors of a 

      company could deliberate without the CEO and other managers present. This 

      changed the personal dynamics of the board.
      A series of such meetings among H-P's outside directors, held in December 

      and January of 2004 and 2005 without Ms. Fiorina's knowledge, laid the 

      seeds of her demise. And Mr. Greenberg was ousted at a 10-hour meeting of 

      the outside directors he had hand-picked, held in New York while he was 

      aboard his yacht in Florida.
      Meanwhile, a series of court decisions sent a wake-up call to directors by 

      demonstrating they could be held financially liable for actions of the 

      company. In the past, directors had been protected by insurance policies 

      that covered such lawsuits. But at Enron and WorldCom, directors were 

      forced to make multi-million dollar payments out of their own pockets.

      Those judgments came down in the winter of 2005 -- just before Ms. 

      Fiorina, Mr. Greenberg and Mr. Stonecipher were fired. In the two years 

      since, other victims have included top executives at financial powerhouse 

      Morgan Stanley, retailer Home Depot Inc., health-care giant UnitedHealth 

      Group Inc., and three lions of the pharmaceutical industry, Merck & Co., 

      Pfizer and Bristol-Myers Squibb Co.
      Ms. Fiorina, once hailed as the most powerful woman in business, faced a 

      fractious board at Hewlett-Packard, which lost faith in her management 

      style and what directors saw as her arrogant disregard for their opinions. 

      Mr. Greenberg's hand-picked board of directors turned against him only 

      after AIG's accountant refused to sign the company's securities filings so 

      long as he remained at the top. Mr. Stonecipher ran afoul of his own 

      ethics campaign at Boeing, by having an affair with an executive there and 

      showing stunningly poor judgment by sending explicit emails to her during 

      work hours. Other executives before him had done much the same, with 

      minimal consequences. But in an emotional board meeting, directors asked 

      Boeing's ethics officer Bonnie Soodik this question: "How can you 

      administer an ethics program for 160,000 employees if it's perceived that 

      your CEO is above the rules?" Shaking, and with tears welling in her eyes, 

      Ms. Soodik responded: "I can't."
      Today their successors have been forced to redefine their job in the new 

      post-revolutionary environment. And each has come up with some similar 

      tactics.
      Perhaps most surprising is that all three have focused more on 

      ground-level operations than on high-level strategy -- the favorite 

      playground of many CEOs in the past.
      Asked whether he had changed the company's strategy, Mr. Hurd responds: 

      "Well, we have one." He says strategy at H-P "had become too high-level. 

      The important thing for us is to be able to take strategy down to where 

      you can seamlessly move from strategy to operations." If the strategy 

      isn't clearly driving operations, he says, "my argument is that you don't 

      have a strategy."

      Asked whether he had changed AIG's strategy, Mr. Sullivan answers: "In 

      many respects, not really." Says Mr. McNerney: "The strategy hasn't 

      changed at all. But the devil is in the details." He says, for instance, 

      he gets weekly briefings on progress of the company's new 787. "I'm 

      probably a lot more deeply involved than my predecessors were on those 

      things."
      "Execution is the new strategy," says Walt Shill, global managing director 

      of the strategy practice at consulting firm Accenture. The firm has 

      studied 28 large companies that changed CEOs in the past three years, and 

      found a tendency among them to shy away from high-level strategy 

      discussions and focus on ground-level operations.
      "For many years, strategy was about determining the future and making big 

      bold moves," Mr. Shill says. "Now, its hands on, getting your hands dirty 

      and delivering the results. People aren't looking to be on the cover of 

      business magazines anymore."
      "In many ways," he adds, "boards are now looking for boring CEOs." While 

      that may suit the current environment, a challenge for the future is 

      whether these new, operations-focused CEOs can come up with the kind of 

      grand plans that can generate future growth for these giant companies.

      All three men also have made concerted new efforts to show they are good 

      "corporate citizens" -- in part as a response to pressures from some 

      shareholder activists. AIG, which faced the harshest legal attack, set up 

      a board committee to deal with public-policy issues, headed by Richard 

      Holbrooke, who served as President Clinton's ambassador to the United 

      Nations. Among other things, the board has adopted a new policy on climate 

      change.
      All three also emphasize the importance of transparency in the 

      organization They've moved away from the closed-door, backroom decision 

      making that characterized many companies in an earlier era.
      "I think we've opened up the culture a bit, internally," says Mr. 

      McNerney. "We're not afraid to talk about things. I think what happens in 

      all successful institutions is you begin to believe everything you say to 

      yourself. It morphs into a form of arrogance. And so you've got to discuss 

      that."
      Since Mr. McNerney came aboard, Boeing has been overtly transparent about 

      briefing reporters and analysts about the progress on the 787. At least 

      once a quarter, the top program management holds detailed briefings, and 

      at each earnings conference call, Mr. McNerney fields questions himself. 

      He has made it very clear to the troops that he won't tolerate a situation 

      like what occurred at Airbus, when months after the fact, they revealed 

      serious problems with the A380 that had been known in the ranks but not 

      shared upward.
      Like other CEOs, the three executives still have their complaints with the 

      new environment. Mr. Hurd recently fought against a measure that would 

      allow outside groups to nominate directors on the H-P proxy ballot. The 

      measure was filed by the American Federation of State, County and 

      Municipal Employees after the H-P board became embroiled in a controversy 

      over a leak investigation that included obtaining the private phone 

      records of certain directors, employees and reporters."
      "What I'm against," he says, "is that special interests ... come in with 

      nominees ... and that creates a lot of effort and consternation that I 

      don't think the shareholder wants us spending our energy on."

      Reflecting his new approach of working with outside constituents, however, 

      Mr. Hurd reached out to shareholders and others in his campaign against 

      the measure. In March, before the annual meeting, he wrote a letter to 

      around 7,500 of H-P's largest shareholders, urging them to vote against 

      the proposal. And he personally talked to the top dozen or so 

      shareholders, for a half hour or more each. At the annual meeting, he said 

      he would speak with the H-P board about possibly meeting with pension-fund 

      sponsors of the proposal.
      The measure was voted down.
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