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Michael Eisner of Disney and Sir Philip Watts of Shell have both been forced to relinquish their roles as chairman. These changes have been chalked up as victories for shareholders. But have investors really got the better of the imperial boss?


IT WAS quite a day for shareholders. They were already geared up for fireworks at the Disney annual meeting on Wednesday March 3rd when, on the other side of the Atlantic, shareholders in Royal Dutch/Shell secured a stunning victory of their own. Barely a month after telling investors that he had the full backing of both boards of the giant energy company—one British, the other Dutch—Sir Philip Watts was forced to resign as chairman of the group’s managing committee. Hours later, the Disney board relieved the company’s longstanding boss, Michael Eisner, of his duties as chairman after 43% of shareholders withheld their support for his re-election. The board put George Mitchell, a former senator and the company’s lead non-executive director, in his place, though Mr Eisner hung on as chief executive, for now.
At first glance, these are both triumphs for shareholders over the entrenched power of managers. Moreover, they come at a time when a host of other mighty bosses are being humbled by shareholder action. Conrad Black was recently forced to step down as chairman of Hollinger International, which he controls. The demotion came after Tweedy Browne, a shareholder, forced the company to set up an investigation into unauthorised payments made by the newspaper group to Lord Black. Michael Green, another once-dominant media boss, was prevented from becoming chairman of ITV, Britain’s biggest commercial broadcaster, last autumn, after a shareholder revolt led by America’s Fidelity. Sir Martin Sorrell, chief executive of WPP, has been forced to limit his notice period to no more than one year after almost half of shareholders voted against the advertising group’s remuneration report, which had included a three-year rolling contract for Sir Martin. And Sir Ian Prosser withdrew his candidacy to be chairman of Sainsbury’s last month after shareholders in the supermarket group kicked up a fuss.
It is true that investors have played a big role in all of these management changes. In Disney’s case, Calpers, the California public employees’ pension fund that has long set a standard for activism, was among many shareholders to call for Mr Eisner to go. The resignation of Sir Philip at Shell was prompted by the boards, which had set up an internal investigation into the company’s stunning revelation, in January, that its oil reserves were a fifth less than it had previously estimated. However, the boards were also responding to the misgivings of shareholders, who were aghast not just at the revision of the reserves, but also at Sir Philip’s failure to take part in the conference call to them about it.
But scratch beneath the surface, and these events are not quite the shareholder triumphs that they appear to be. If shareholders had really been on the ball, they would arguably have acted far sooner than they did. Hollywood insiders have been griping about Mr Eisner and his autocratic style for years; and Disney’s shares were languishing at 1997 levels before Comcast, America’s biggest cable company, launched a hostile bid last month. ITV Digital, a joint venture between Mr Green’s Carlton and Granada, managed to lose £1 billion ($1.6 billion) before the shareholders exacted their revenge. And the unauthorised payments at Hollinger had been the subject of comment in a British satirical magazine long before Tweedy Browne managed to persuade the company to do anything about them.
Nor is it shareholder votes alone that are driving boardroom behaviour. Disney is being influenced as much by the Comcast bid as by what its shareholders are yelling at it. Indeed, some think that Mr Eisner would have gone by now were it not for the fact that the board did not want to give succour to the hostile bidders. (Comcast is also trying to brush off criticism of its governance: the Roberts family has a majority of votes with a minority of shares.) Investigations by the Securities and Exchange Commission (SEC), America’s main markets watchdog, into both Shell and the Hollinger affair have concentrated minds at both companies—though so too have the shareholder lawsuits filed against Shell since the reserves downgrade was announced. 
Moreover, in many cases, managers are still getting away with doing far less than shareholders want. Disney’s board chose to interpret the massive vote against Mr Eisner as “governance-driven”—in other words, that the disaffection had more to do with the governance structure than the boss. That is why they merely separated the roles of chairman and chief executive, rather than sacking Mr Eisner as so many of the shareholders were clearly demanding. Moreover, the man they appointed as chairman, Mr Mitchell, himself failed to attract the support of 24% of investors who voted. In some circumstances, this would be enough to prompt a director to resign, not to be promoted.
In the case of Shell, it is almost the other way round: investors were indeed angered by Sir Philip’s relaxed attitude to the reserves revision, but what really upsets them is Shell’s complicated and bureaucratic two-board structure. Figuring out what is really going on at Shell has long been an activity akin to Kremlinology. Some observers fear that Sir Philip’s replacement by Jeroen van der Veer is a victory for the reform-averse Dutch. They are said to be keen to preserve the group’s clumsy structure, which gives them a 60:40 shareholding advantage over the British.
There are regulatory moves afoot on both sides of the Atlantic to temper management power. In America, the SEC is considering a rule that would make it a little easier for shareholders to recommend their own candidates for director. But the proposed threshold for shareholder action is high (more than a third of votes against the current incumbent) and the conditions stringent (the candidate must be truly independent), so it is hard to see the proposals being anything other than symbolic. Even so, they garnered more than 13,000 responses to the SEC’s request for comments, the largest postbag in the regulator’s history. In Britain, the government has instituted an annual shareholder vote on management pay. While not binding, this has forced even mighty companies like GlaxoSmithKline to rethink their pay structures.
Some think that companies are now behaving a little bit better because neither they nor their shareholders wish to be bound by further legislation. Apparently convinced that there was no longer a pressing need to act, the British government recently stepped back from banning large payments to bosses when they are booted out for failure. Even so, Carlton’s Mr Green is reported to be in line for a total pay-off of up to £15m after his ousting. Save your tears for the imperial boss—reports of his demise have been exaggerated.
