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Abstract

This study delves into the relationship between incentive-based compensation
models and corporate governance, focusing on the Boeing 737 MAX incident as
a critical case study. It thoroughly examines data from annual reports of Boeing
Company (2007-2014) and the proxy statements issued between 2008 and 2015
(Boeing Company, 2008-2015), highlighting the impact of incentive-driven deci-
sions, particularly by Boeing’s CEO. Post-2011, the CEO’s compensation, heav-
ily linked to a risk reduction strategy, saw a substantial increase. This strategy
received backing from a compensation committee, members of which shared the
CEO’s General Electric background, raising concerns about potential conflicts of
interest. The research emphasizes the urgent need to reassess corporate govern-
ance norms, focusing on executive pay structures and the independence of corpo-
rate boards. The Boeing 737 MAX incident starkly warns of the dangers and ethical
issues associated with misaligned incentive frameworks. The study calls for reforms
to ensure corporate decisions are ethically responsible and in harmony with long-
term, sustainable business practices.
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Introduction

In April 2019, following the crashes of two newly manufactured Boeing 737
MAX jetliners within six months, Boeing CEO Dennis Muilenburg made a
statement:

We at Boeing are sorry for the lives lost in the 737 MAX accidents. These tragedies
continue to weigh heavily on our hearts and minds. We extend our sympathies to the
loved ones of the passengers and crew on board Lion Air Flight 610 and Ethiopian Air-
lines Flight 302 ... it is apparent that in both flights, the Maneuvering Characteristics
Augmentation System, known as MCAS, activated in response to erroneous angle of
attack information.... It is our responsibility to eliminate this risk. We own it, and we
know how to do it.

Following investigations traced the cause to a unique feature of the 737 MAX
(Schaper, 2019). The aircraft was equipped with the Maneuvering Characteristics
Augmentation System (MCAS), designed to activate only during manual flight
operations. During a congressional hearing on October 30, 2019, about the Boeing
737 MAX crashes, Muilenburg admitted that Boeing had made mistakes in
designing and developing the 737 MAX’s flight control system (Schaper, 2019).

In 2018, after the first 737 MAX crash and just before the second, Muilenburg
earned over $23 million, including stocks and bonuses, marking a 27% increase from
2017 (Clough & Melin, 2019; Isidore, 2019). As noted by Cosgrove (2019), the sub-
sequent reduction in his compensation was in reaction to escalating public and con-
gressional pressures due to the two fatal crashes and Boeing’s financial troubles.
Muilenburg, facing these challenges, opted for a pay cut instead of resigning as CEO.

Our research, however, shifts focus from Muilenburg to James McNerney, the
preceding CEO, particularly examining the compensation committee’s decisions
in 2011, a crucial year marking the launch of the 737 MAX. Notably, a board
member involved in the underfunded inception of the 737 MAX was later pro-
moted to non-executive chairman during the post-crisis restructuring, replacing
Muilenburg with lead director David Calhoun.

This analysis suggests that the board of directors, active during the 737 MAX’s
2011 introduction, bears more accountability than Muilenburg. The development
of the 737 MAX, with a budget of only $2.5 billion (Flight Global, 2012), was
notably constrained, costing less than a quarter of designing a new aircraft. To
save costs, Boeing took specific shortcuts, such as fitting oversized engines onto
a decades-old airframe, ultimately contributing to the aircraft’s issues.

In the words of Boeing’s then-CEO (James McNerney) in the Boeing
Company’s annual report in 2011:

With development costs and risks far below an all-new airplane, the 737 MAX will pro-
vide customers the capabilities they want, at a price they are willing to pay, on a shorter,
more certain timeline. This approach is an all-around winner for Boeing, too. We main-
tain our qualitative advantage over competitors in the segment, free up resources to
invest in other growth projects, and reduce our business risk substantially for the next
decade. (Boeing CEO James McNerney, 2011 annual report)
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The phrase “risk reduction” was not just a boast for public relations purposes in
the annual report. Instead, it was intricately linked to the compensation policy, as
detailed in that year’s proxy statement:

This above target performance resulted in a Company performance score of 1.6.... The
above-target performance scores were primarily due to strong integrated performance
across the company, including better-than-expected mitigation of risks. (2011 Annual
Incentive Assessment, 2012 proxy statement)

This article highlights and supports theoretical and empirical findings on board
governance (i.e., agency theory and stewardship theory), management compensa-
tion systems and rewards, and business ethics. Examining the issues surrounding
the Boeing Company’s 737 MAX jetliner incident highlights the impact of
compensation based on incentives and problematic governance practices. These
included a lack of sufficient independence in both the board and the compensation
committee, which led to significant risks for Boeing and ultimately caused the
tragic loss of many lives.

The examination of poor corporate governance at Boeing and further under-
standing of how it paralyzes the Boeing CEO’s decision-making process regard-
ing the 737 MAX are imperative, relevant, and timely. Ineffective, weak, and
dysfunctional governance structures and monitoring systems have already led to
several publicized and damaging corporate scandal cases. For example, due to the
Volkswagen board’s lack of genuine involvement in senior managers’ decision-
making process, the Volkswagen diesel vehicles are equipped with emission-
defeating devices to pass the EPA test. Sharpe (2017) argues that the cosmetic
board independence or the formality of a two-tier board of directors without effec-
tive board monitoring and supervisory attributes contributed to the downfall of
Volkswagen. In Tyco’s case, Kozlowski bribed the board members to hide his use
of the company’s money to purchase a mansion for himself and his wife (Romero,
2020). Under a failed financial audit provided by PricewaterhouseCoopers (PwC),
Kozlowski continued his illegal, greedy, and materialistic gain from buying mil-
lions of dollars’ worth of art (Romero, 2020).

Moreover, lack of accountability and weak board oversight allowed CEO
Kozlowski, CFO Swartz, and their accomplices to exploit Tyco’s Key Employee
Loan Program to pay for things other than taxes on their stock options (Romero,
2020). In the case of Enron, Dibra (2016) argues that the board members’ unethi-
cal behavior, immorality, and willingness to participate in fraudulent activities
(i.e., waiving conflict of interest rules in 1999) led to corporate governance failure
in Enron. The root cause of the WorldCom scandal is that CEO Bernie Ebbers put
his financial interests ahead of shareholders’ (Stefano, 2005). Bernie Ebbers used
the company’s stock to make significant acquisitions to show Wall Street the
growth needed to increase compensation. The accounting statements were falsi-
fied to facilitate the fraud (Stefano, 2005).

Last but not least, despite Markopolos’s efforts to make the Securities and
Exchange Commission (SEC) investigate Madoff since 2000, Madoft’s Ponzi
scheme was not prosecuted until 2009 (Rhee, 2009). Rhee (2009) finds that the



Pham et al. 171

SEC’s staff lawyers do not have adequate knowledge and experience in financial
markets to read the early warning signs of Madoff’s Ponzi scheme, leading to inef-
fective fraud monitoring and detection. All these scandal cases are wake-up calls
for us to study the detrimental effects of weak corporate governance, dysfunc-
tional executive compensation and incentive systems, and unethical senior man-
agers’ behavior on stakeholders’ interests and organizational outcomes.

Background of the Literature

An Overview of the Problematic MCAS Revision and the
737 MAX Launch

The revised MCAS system that caused two 737 MAX crashes was rushed through
the development phase, not rigorously tested, and flawed for relying on a single
angle-of-attack sensor instead of two or more sensors (Gates & Baker, 2019).
There were communication failures as well among the managers, engineers,
system designers, test pilots, and regulators (Nicas et al., 2019). It is a classic
information asymmetry problem, part of the agency issue (Mishra et al., 1998).
This problem was compounded by the silo segmented approach, in which each
Boeing employee focused on a small part of the plane without knowing the whole
picture of how the revised MCAS would affect the plane (Nicas et al., 2019). 737
MAX was rushed to meet aggressively targeted earnings and yearly goals set by
the CEO, senior managers, and board of directors. At the time of 737 MAX devel-
opment and pre-launch, Boeing faced significant competitive pressure from its
rival Airbus. According to three Federal Aviation Administration (FAA) officials,
Boeing did not disclose the redesign of the MCAS system to the FAA (Nicas et al.,
2019). In the final version, safeguards were removed to make the MCAS system
more compatible with all types of situations. MCAS was also allowed to operate
longer than usual. Its aggressiveness and duration of activation were dramatically
increased in the final version. The Boeing employees and the regulators did not
fully understand the newly revised MCAS system. Neither did the MCAS certifi-
cation agency perform a safety analysis on the design changes from multiple
sensors to only one (Nicas et al., 2019). The faulty angle-of-attack sensor scenario
was not tested, because Boeing underestimated the risk of external events (e.g.,
bird collisions, bumps) that are classified as “hazardous” but not catastrophic,
with a frequency of occurrence less than 1 in 10 million flight hours.

On March 30, 2016, Mark Forkner, Max’s chief technical pilot, made the
request to FAA to remove MCAS from the pilot’s manual. The three FAA officials
were not told that MCAS was undergoing revisions at that time (Nicas et al.,
2019). This decision is to cut down on the training cost for a new system that devi-
ates from previous versions of the 737. The decision also smoothens the sale of the
737 MAX to customers who are familiar with the current 737. Forkner was a
former FAA employee, which indeed created a conflict of interest. Moreover,
Boeing made the change to switch tech pilots from active pilots to simulator pilots.
According to the three FAA officials, the malfunctioning sensor was never tested,
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and the new MCAS system does not require new training (Nicas et al., 2019).
Herkert, Borenstein, and Miller (2020) find that Boeing downplayed MCAS’s
role. A recording reviewed by The Times revealed Boeing’s underestimation of the
MCAS system (Nicas et al., 2019). Following the incidents, three senior Boeing
managers regretted the profit-driven and cost-cutting approach regarding the
training process (Ellis, 2019).

Risk Reduction and 737 Max

In Boeing’s 2011 annual report and 2012 proxy statement, CEO James McNerney
commended the 737 Max for the reduction of risks and costs: “With development
costs and risks far below an all-new airplane, the 737 Max will provide customers
the capabilities they want, at a price they are willing to pay, on a shorter, more
certain timeline.” Here, we examine what risks and costs were to be reduced and
how they motivated the launch of the 737 Max.

First and foremost, in order to catch as many market shares as possible from the
rival Airbus, the 737 MAX was conceived to shorten the lengthy development,
certification, and deployment time by fitting a new engine onto the current 737
platform. R&D costs were also reduced due to reuse of the 737 airframe and other
familiar technologies.

Second, the training, maintenance, and transaction costs for pilots and mainte-
nance (e.g., time spent on studying a completely new airplane, productivity loss
during the trail-and-error period) were significantly cut down (Gelles & Kaplan,
2019; Rindfleisch & Heide, 1997), thereby appealing to existing customers such
as Southwest and prospective customers who know the 737 platform well.

Third, the MCAS software was implemented to address an expensive and time-
consuming hardware fix for relocated new engines disrupting the aecrodynamics of
the 737 airframe (Herkert et al., 2020).

Fourth, building on an established 737 platform expedited Boeing’s commer-
cialization of the 737 Max airplane through FAA’s self-certification program,
which put the 737 Max more quickly to the market compared to its competitor
Airbus, albeit with the fatal oversight of underestimating the power of the revised
MCAS and the significance of over-relying on a single angle-of-attack sensor
without any other redundancy in case of sensor failure (Federal Aviation
Administration, 2021; Herkert et al., 2020).

Beyond Complexity: Insights from the Corporate Governance and
Executive Compensation Theories

Vaughan (1996) told a detailed story of the Challenger disaster from anthropo-
logical and sociological points of view. More importantly, she analyzed how large
complex institutions work, why accidents occur in a complex system, and what
we can learn from the Challenger incident. From her work, we learn that the
Challenger disaster was caused by the acceptance of calculated risk (i.e., issuing
waivers and lifting launch constraints), the shift in NASA’s organizational norm
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and culture (i.e., from space exploration to regular shuttle launch or the “culture
of production”), and constrained nontransparent information flows (i.e., no offi-
cial channel for Thiokol engineers to report to the launch control managers the
potential O-ring failure in unusually cold conditions). Perrow (1999, 2004)
described inevitable failures and accidents in a highly complex system. Two
constructs, namely, complexity and tight coupling, were used to examine the acci-
dents and why and how they take place. Perrow (2004) argued that high-risk,
complicated technologies that interact with each other and are tightly coupled can
eventually lead to disastrous system outcomes (“normal accidents”).

We feel that there is more to it than organizational and engineering complexity
in the case of the 737 Max disaster. It is not our intention to imply that Boeing
ignored the 737 Max risks. But rather, Boeing did not fully disclose and test the
revised MCAS fitted on the 737 Max (Gates & Baker, 2019). In fact, Boeing
underplayed the MCAS system (Herkert et al., 2020). Its employees (including
test pilots, engineers, and safety analysts) as well as FAA regulators were not fully
informed about the revised MCAS system, which relies on a single sensor rather
than multiple sensors (Gates & Baker, 2019). There were also communication
obstacles and information disconnectedness among upper management, employ-
ees, and regulators (Nicas et al., 2019). Mr. Schubbe, a senior FAA official inter-
viewed by Nicas et al. (2019), described:

The way the system was presented to the F.A.A., the Boeing Corporation said this thing
is so transparent to the pilot that there’s no need to demonstrate any kind of failing.

Extending Perrow’s (1999) theory, we posit that the danger of oversimplifying a
complex system is underestimating the simple failure of familiar technologies. In
737 Max, underestimating the angle-of-attack sensor failure clearly leads to severe
consequences.

Although deserving further examination, organizational complexity and organ-
izational culture, which may directly or indirectly cause the 737 MAX disasters,
are beyond the scope of this article. The purpose of this article is to explore the
corporate governance issues (e.g., dysfunctional incentive pay, non-independent
board of directors) underpinning the poor managerial decisions made toward the
revised MCAS and 737 Max. We also look at the factors attributed to these gov-
ernance problems. Catchpole (2020) discovered that the high-pressure, cost-
cutting, and profit-driven corporate culture at Boeing is attributed to the 737 Max
crisis. We argue that such a culture and working environment have fostered a dys-
functional incentive and reward system and a weak non-independent board struc-
ture at Boeing, which in turn resulted in poor, short-sighted managerial decisions
focusing on inflating earnings and managers’ self-interests at the cost of long-term
shareholders’ and stakeholders’ value. As Catchpole (2020) wrote:

These twin crises, industry insiders say, spring from a culture that consistently put short-
term rewards to shareholders ahead of engineering-driven decisions and long-term
strategy. For all of Boeing’s business coups and innovation, one stark statistic has
come to symbolize the company’s priorities: Over the past six years, Boeing spent
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$43.4 billion on stock buybacks, compared with $15.7 billion on research and devel-
opment for commercial airplanes. The board even approved an additional $20 billion
buyback in December 2018, less than two months after the first 737 Max crash, though
it subsequently shelved that plan.

By looking at the phenomenon from the angles of moral hazards (i.e., information
asymmetry) and opportunistic behavior (i.e., misuse of trust), the corporate
governance and strategic management theories, namely, agency theory and stew-
ardship theory, complement Vaughan’s (1996) and Perrow’s (1999) organizational
and engineering complexity theories.

In particular, we show that the dysfunctional incentive pay system (i.e., CEO
compensation measured by non-GAAP performance adjusted for perceived risk
reduction) (see sections “Goals and Incentive Systems,” “Policies on Executive
Compensation at Boeing,” and “The Linkage Between Boeing’s Dysfunctional
Compensation Incentives and Flawed MCAS”) and the weak corporate govern-
ance (i.e., inadequate independence of the board and compensation committee)
(see the section “Insufficient Independence of the Compensation Committee™) can
be taken advantage of by the opportunistic CEOs to maximize their own pay and
consequently lead to poor managerial decisions and firm performance. We argue
that such a dysfunctional incentive system, coupled with a non-independent gov-
ernance structure, has expedited Boeing’s transition from a culture of meticulous
engineering and R&D to a culture of sales-driven, cost-reduction, and production
that aggressively presses on earnings to surpass its competitor Airbus. By not
clearly disclosing the revised MCAS system to the involved parties (e.g., test
pilots, engineers, safety analysts, employees, regulators, and 737 MAX buyers),
strategically speaking, Boeing is killing two birds with one stone. In essence,
Boeing is able to sell more 737 MAX planes to existing customers familiar with
the previous 737 without incurring additional costs. One of our main contributions
is to validate the managerial power theory (Bebchuk et al., 2002) and the manage-
rial entrenchment and rent extraction theory (Jensen & Meckling, 1976; Shleifer
& Vishny, 1989), in essence, the side effect of incentive pay, that CEOs can influ-
ence and manipulate the weak boards to maximize their compensations for self-
interest. Moreover, based on the managerial entrenchment and rent extraction
theory (Jensen & Meckling, 1976; Shleifer & Vishny, 1989), we argue that the
Boeing 737 MAX project is not necessarily value-maximizing for shareholders,
stakeholders, and Boeing in the long run, but rather the complexity and specificity
of this project make the CEO McNerney costly to be replaced and thus for him to
demand higher pay now and later (see Figure 1). To raise the expected earnings,
McNerney and the Boeing board rushed through the decision to implement into
the 737 MAX a flawed final version of the MCAS system relying on only one
sensor, along with the removal of the description of MCAS from the pilot’s manual
(Gates & Baker, 2019; Nicas et al., 2019). All these decisions are intended to sig-
nificantly reduce the transaction and learning costs (e.g., training time and fees,
difficulty in knowledge transfer, absorption and application, trial and error, adap-
tation to new working environment, productivity loss, and performance ineffi-
ciency) (Rindfleisch & Heide, 1997; Shi & de Jong, 2020); to decrease perceived
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Figure |. Total Compensation in Millions for Boeing CEO James McNerney (2007—
2014), Analyzed About the 737 MAX Launch.

Table I. Data Compiled from Boeing’s Proxy Statements, CEO Compensation, Objective
Financial Metrics, and Compensation Committee Performance Score from 2007 to 2014.

Calendar Year 2007 2008 2009 2010 2011 2012 2013 2014
CEO pay, millions 190 19.0 194 197 23.0 275 233 289
Objective Financial Performance Measures

Revenues, billion 66 61 68 64 69 82 87 91
Backlog, billions 327 352 316 321 356 390 441 502
Earnings per share 528 367 184 446 534 511 59 738
Compensation Committee Performance Score

Percent of target met 150 60 70 140 160 160 170 130
Source:

Note: The year 201 |, marked as significant, is when Boeing announced the 737 MAX.

engineering risks using familiar technologies (Branscomb & Auerswald, 2003); to
increase sales by appealing to Southwest Airlines, which is one of Boeing 737’s
largest customers (Gates, 2019); to increase Boeing’s expected earnings via per-
ceived risk reduction (Guest et al., 2018); and consequently to raise McNerney’s
compensation for high company performance score (CPS) (see Boeing 2011-2012
proxy statements, Figure 1 and Table 1). As noted by Lin and Shi (2020) and Shi,
Lin, and Pham (2021), the good-intentioned incentive pay, based on agency theory
or optimal contracting theory, which is to align CEO’s (agent’s) interests with
principal’s (board of directors’) goals, can be misused to serve CEO’s own self-
interests, as we see here in Boeing’s 737 MAX case. We emphasize these with a
detailed case analysis in the section “Governance of the 737 MAX Launch.”
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Further Discussion of the Literature and Theories

The Importance of Board Independence in Agency Theory

The agency theory has been widely applied in many business studies to understand
the relationship between the principal (i.e., board of directors) and the agent (i.e.,
executives) (Arthurs & Busenitz, 2003; Daily et al., 2003; Eisenhardt, 1989; Jensen
& Meckling, 1976; Ross, 1973; Wasserman, 2006). It assumes that the agent will
behave differently than the principal wants, in that the agent will behave opportun-
istically in their self-interest rather than the principal’s (Eisenhardt, 1989; Jensen &
Meckling, 1976; Wiseman et al., 2012). In order to deter opportunistic behavior
from the agent, the principal sets up an objective monitoring mechanism to align the
principal’s interests with the agent’s (Cruz et al., 2010; Fama & Jensen, 1983).
Information asymmetry is the core concept of the agency theory, with the assump-
tion that neither of the two parties fully knows what the other party is doing, or, in
other words, how the other party will behave. Thus, two problems surface: moral
hazards and adverse selection (Eisenhardt, 1989; Karra et al., 2006). On the one
hand, regarding moral hazards, the agent does not entirely fulfill the duties laid out
in the contract and is in the best interest of the stakeholders (Chrisman & McMullan,
2004; Ross, 1973). On the other hand, the adverse selection issue occurs when the
agent is not competent enough to do the job (Eisenhardt, 1989; Fama, 1980; Schulze
et al., 2001). A robust monitoring mechanism (e.g., straightforward reporting proce-
dures, third-party oversight committee), a transparent governance system (e.g.,
office of accountability, clearly stated organization structure, executive job titles and
responsibilities, consistent and transparent corporate culture), and an independent
board of directors (e.g., outsider directors with relevant industry backgrounds, sepa-
ration of duties) are ways to minimize agency costs (Anderson & Reeb, 2004;
Chrisman et al., 2007; Corbetta & Salvato, 2004; Donaldson & Davis, 1991; Fama,
1980; Jensen & Meckling, 1976; Wasserman, 2006).

One of the agency theory’s implications in the executive compensation field is
the incentive pay or the so-called optimal contracting (Kaplan, 2008; Tosi &
Gomez-Mejia, 1989), where CEOs are supposed to be paid for good performance
and their ownership (i.e., stock shares) is linked tightly with the firm’s perfor-
mance. However, without a robust independent board and a transparent, non-
arbitrary monitoring system, the executives can exert power over the board and
manipulate their compensations. Bergstresser and Philippon (2006), Shleifer and
Vishny (1989), and Jensen and Meckling (1976) find that opportunistic CEOs can
take advantage of the weak, non-independent board to inflate their compensations.
These CEOs extract economic rents by investing in management-specific invest-
ments, which are not necessarily value-maximizing for the companies, to make
them more complex and costly to replace (Shleifer & Vishny, 1989). Moreover,
Murphy (2013) is concerned about the exploitable nature of the financial perfor-
mance measures merely dependent on accounting figures.

In Boeing’s 737 Max case, a nontransparent and non-independent board compro-
mises the monitoring mechanism and the incentive system. Ntim et al. (2019) find
that, under a weak governance structure with an insufficient monitoring system,
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CEOs have the power to influence the board to rig the directors’ selection process
and are thus able to set their pay that is not linked to desirable or optimal organiza-
tional outcomes. For example, Boeing CEO McNerney, close to the compensation
committee (see the section “Insufficient Independence of the Compensation
Committee”), took advantage of the non-GAAP performance measure (adjusted for
perceived risk reduction from 737 MAX) to inflate his compensation at the cost of
stakeholders’ interests and airplane safety. Both the monitoring mechanism and the
incentive system failed because of managerial entrenchment and rent extraction
(Jensen & Meckling, 1976; Shleifer & Vishny, 1989).

At the time of Boeing 737 MAX’s launch in 2011, Jim McNerney held both the
CEO and the chairman title. Combining these two critical governance roles, the
strength of the board’s independence, transparency, and objectivity is significantly
weakened by the CEO’s ability to populate the board with nominally independent
directors to pursue personal interests (Miller & Xu, 2019). The non-independent
board structure erodes the monitoring mechanism for opportunistic managerial
behavior and, therefore, comprises the proper alignment of managers’ self-
motives, organizational outcomes, and societal benefits. Miller and Xu (2019)
argue that self-serving executives can deploy short-term tactics, such as earnings
management, to raise their pay and/or retain executive positions. We observe that
Boeing’s CEO, board of directors, and compensation committee arbitrarily over-
emphasized the importance of risk reduction and inflated the CPS with adjusted
non-GAAP performance measures.

Guest, Kothari, and Pozen (2018) find that non-GAAP earnings measures lead
to excessive executive remuneration. One key mechanism Boeing utilizes to set
CEO pay is the risk-adjusted non-GAAP earnings. Ironically, Boeing adjusted
earnings higher for compensation due to the perceived risk reduction from the 737
MAX. These high non-GAAP earnings led to Boeing CEO’s excessive pay.
Despite the safety issues and long-term risks from the 737 MAX, it benefits the
Boeing CEO in the short run because of the higher non-GAAP performance
measure linked to enormous pay. This exposes the dysfunctional CEO compensa-
tion and incentive program at Boeing. Sufficient and substantial (non-superficial)
compensation committee independence, in the form of governance structure and
group dynamics, is critical for protecting the company from excessive executive
pay (Grant, 2014). Main and Johnston (1993, p. 353) vividly describe that “in the
absence of an independent compensation committee, managers write their con-
tracts with one hand and sign them with the other.”

The Role of Board Governance in Stewardship Theory

The stewardship theory is in contrast to the agency theory discussed above. The
agency theory assumes that the agent (i.e., executives) behaves irrationally and
opportunistically so that the principal (i.e., board of directors) needs to implement
robust monitoring mechanisms and objective incentive programs to deter the
opportunistic behavior of the agent (Eisenhardt, 1989; Jensen & Meckling, 1976;
Wiseman et al., 2012). However, stewardship assumes that the agent and the
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principal voluntarily and rationally work hand-in-hand for the best interests of
everyone and society (Davis et al., 1997; Eddleston & Kellermanns, 2007; Zahra et
al., 2008). At the core of this stewardship, it is assumed that opportunistic behavior
can be minimized by humanism, and hence, organizational costs can be reduced by
good corporate citizenship (Donaldson & Davis, 1991; Eddleston & Kellermanns,
2007; Tosi et al., 2003). Two factors, including external (environmental or situa-
tional) factors and internal (personal or intrinsic) factors, are the backbones of this
stewardship (Corbetta & Salvato, 2004; Davis et al., 1997; Vallejo, 2009). As to
external factors, a community-driven, low power distance, and experience-based
corporate culture and working environment foster the stewardship behavior of
taking responsibility, self-improvement, self-empowerment, accountability, and
loyalty (Eddleston, 2012; Nicholson, 2008; Vallejo, 2009). Regarding internal
factors, belonging, self-motivation, psychological rewards, and favorable interna-
tional relationships promote stewardship (Lee & O’Neill, 2003; Ryan & Deci,
2000).

However, the stewardship theory puts too much burden and trust on self-guid-
ance, which opportunistic CEOs can exploit. We argue that the reason for the
corporate governance failure at Boeing may be because the board of directors over
trusted their close friend, CEO McNerney, believing that he would voluntarily and
rationally behave in the best interests of the company, board of directors, share-
holders, customers, employees, and other stakeholders. On the contrary, he did
not. Instead, McNerney deceived and persuaded the compensation committee to
adopt the non-GAAP performance measure adjusted for perceived risk reduction
in the future. This resulted in the failed launch of the 737 MAX, damaged Boeing’s
reputation, led to a shrinking customer base, reduced profit, and caused the loss of
hundreds of lives. In Boeing’s case, it is plausible that McNerney used steward-
ship to mislead the board of directors and benefit himself.

Goals and Incentive Systems

Kerr (1975, pp. 775-779) used vivid examples of a Midwest manufacturing
company and an eastern insurance company to demonstrate a dysfunctional reward
system in which the rewarded behaviors were not what the principal wanted and
should have been discouraged. Several root causes were discovered by Kerr (1975),
which led to this kind of behavior; for instance: (a) overly relying on quantifiable
benchmarks or quantitative measures; (b) ignoring intangible behaviors such as
team-building and creativity; (c) hypocrisy—saying one thing while doing another;
saying such behavior should not be rewarded but rewarding the behavior; and (b)
overcrowding the reward standards. Kerr (1975) proposed three measurements to
combat the divergent behavior between the rewarder and the rewarded: (a) deploying
a state-of-the-art selection and review process, (b) strengthening training and social-
ization of the employees to align the goals, and (c) recognizing the dysfunctionality
of the reward system and revising it accordingly.

Moreover, Elson and Gyves (2003) found that well-intentioned, well-
thought-out incentive plans could be better and entrenched by managers to their



Pham et al. 179

benefit. CEOs are thought to be paid for good performance, but instead, the audi-
tors are the ones who help to show high values behind the scenes. The malfunc-
tioning incentive systems have intensified the greedy nature of some executives
and corrupted the corporate culture with personal fortune makers (Peregrine &
Elson, 2021). In Boeing’s case, the CEO takes advantage of the dysfunctional
incentive and reward systems that tie executive compensation to the non-GAAP
performance measure adjusted for perceived future risk reduction from the 737
MAX. The malfunctioning CPS increases the CEO’s pay but at the cost of long-
term stakeholder interests and product safety.

Methodology

Business studies are constantly challenged for their practical relevance and
progressive scientific achievements. Cooper and Morgan (2008) find that the case
study approach not only helps researchers respond effectively to these challenges
and contribute to relevant knowledge but is also a valuable tool for understanding
complex phenomena (too complicated for a survey or an experiment to deal with
causality) (Yin, 2014), testing existing theory, and generating new theory. Within
the domain of a case study, close attention is paid to specific processes and
outcomes of particular events, situations, organizations, or social units. Interviews,
documents, observations, surveys, and other data are curated to deeply examine
what is happening, why, how the processes interact, what the outcomes are, and
what we can learn from the case. The case study approach is beneficial for under-
standing a phenomenon that is hard to quantify or lacks sufficient quantitative data
(Schoch, 2016). Moreover, a case study’s outcome often provides readers with a
more practical lesson learned and an engaging experience. Since case studies are
qualitative, they provide researchers with people’s perceptions of a particular
phenomenon (Merriam & Tisdell, 2015) and diverse data sources (Yin, 2014).

We employ a case study approach to closely examine the corporate governance
failures and dysfunctional compensation incentive systems related to the 737
MAX launch. According to Yin (1989, 2014), case studies are thorough and
appropriate when researchers ask and answer the “how,” “why,” “what,” and
“who” questions regarding phenomena and actions in an organization. In Boeing’s
737 MAX case, we analyze: (a) How did Boeing launch the 737 MAX? (b) Why
was it launched even though the 737’s frame is unfit for modern jet engines? (c)
What are the driving forces and motivations underpinning the deployment of the
737 MAX with a fatally flawed design? (d) Who is responsible and accountable
for making the decisions about the 737 MAX launch? Moreover, (¢) Who benefits
or loses from the decision to launch the 737 MAX?

Even though the exploratory case approach has the advantages described above
and is appropriate for our study, it does face certain disadvantages. For instance,
the researchers might impose their preconceived biases, assumptions, or subjec-
tive opinions in data collection and analysis because researchers are highly
engaged in qualitative studies during these two stages (Tufford & Newman, 2012).
To mitigate this concern, the bracketing method is recommended by Tufford and

2 ¢
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Newman (2012) to ensure that researchers’ biases will not interfere with the
studies. Also, case studies are complex and challenging, often requiring signifi-
cant time and financial resources (Cooper & Morgan, 2008).

Governance of the 737 MAX Launch
Boeing’s Announcement of the 737 MAX in 201 |

In 2011, Boeing made a pivotal decision to redesign its long-standing 737 airplane
model, rebranding it as the 737 MAX, instead of embarking on the development
of an entirely novel aircraft to replace the half-century-old airframe. Subsequent
events would lay bare the profound repercussions of this momentous choice,
substantially escalating Boeing’s operational and reputational risks. Boeing’s
management believed this decision would “significantly mitigate our business
risk for the next decade.” Leveraging the purported mitigation of business risk, the
management successfully persuaded Boeing’s compensation committee to revise
the economic profit metric to calculate compensation performance scores.

Furthermore, in 2013, Boeing completed 737 MAX’s engineering ahead of
schedule, leading the compensation committee to recalibrate the economic profit
measure again, incorporating “product development” considerations. This series
of adjustments to the performance evaluation criteria was instrumental in driving
a notable increase in the compensation of Boeing’s CEO at the time, James
McNerney. His average annual compensation, initially at $19.6 million in the two
years leading up to the 2011 launch of the 737 MAX, subsequently increased to an
average of $26.5 million over the following three years.

James McNerney subsequently retired from his role as CEO in 2016, passing
the baton to Dennis Muilenburg, who confronted the daunting task of managing
the fallout from the two catastrophic 737 MAX crashes in 2018 and 2019. The
insights gleaned from our investigation underscore the potential for incentive-
based compensation structures in industrial enterprises to yield adverse long-term
consequences.

Policies on Executive Compensation at Boeing

Our study of Boeing’s executive compensation practices indicates a pattern driven
by self-serving motives, focusing on enhancing the CEO’s benefits. This approach,
unfortunately, had negative repercussions for the company and led to the tragic
loss of lives. In the crucial year of 2011, when the 737 MAX was launched, James
McNerney was the CEO of Boeing, a position he had held since 2005. Before
Boeing, McNerney had worked closely with Jack Welch at General Electric (GE)
and later led 3M. The timeframe of our analysis extends from two years before the
introduction of the 737 MAX to three years after its launch, concluding with
McNerney stepping down from his role as CEO and from Boeing’s board of
directors.
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Figure 1 offers a graphical depiction of the analysis, showing that in the four
years preceding the 2011 launch of the 737 MAX, the average annual compensa-
tion for the CEO was $19.3 million. This figure experienced a conspicuous surge
to $23 million in the launch year. Subsequently, his average compensation stabi-
lized at $26.6 million for the ensuing three years.

Boeing’s proxy statements include a section titled “Executive Compensation—
Compensation Discussion and Analysis,” which sheds light on the company’s
compensation policies. This section features “Performance Highlights” to justify
the compensation awarded based on standard financial metrics such as revenues,
operating cash flows, order backlog, and earnings per share. Notably, the CEO’s
pay is primarily determined by a CPS, which is based on a calculation of “eco-
nomic” profit. A CPS above 1.0 indicates Boeing exceeding its annual economic
profit targets. As defined by Boeing, economic profit is “after-tax profit minus a
capital charge.” As we discussed, this metric has influenced managerial decisions,
contributing to the inadequate investment in the 737 MAX.

Our study’s Table 1 presents data compiled from Boeing’s proxy statements
from 2007 to 2014. The 2008 statement was the first to outline company perfor-
mance highlights, likely influencing the CPS calculation. In 2009, two years
before the launch of the 737 MAX program, Boeing’s CPS was 0.7, indicating a
30% shortfall from the target. However, in the subsequent years, the CPS consist-
ently surpassed this benchmark, with highs of 1.6—1.7 recorded during 2011-2013.
Recognizing that the CPS is Boeing’s internal measure for gauging economic
profit, calibrated against specific benchmarks, is crucial.

Boeing’s financial performance demonstrated a significant increase in reve-
nues in 2011, rising from $69 billion to $91 billion by 2014. This impressive
growth was driven by the launch of the innovative Boeing 787, which experienced
a dramatic rise in deliveries, escalating from just three units in 2011 to 46 in 2012,
as reported in the 2012 annual report (p. 26).

Table 2 in our study vividly illustrates this growth, emphasizing that the
increase in the order backlog was due to the rising demand for the 737 MAX. This
aircraft program became the only one to experience an expansion in its backlog.
Over three years, this backlog nearly doubled, reaching approximately 4,300
units, offsetting declines in other commercial aircraft programs.

In a 2011 conference call, Boeing CEO James McNerney highlighted the sig-
nificant cost savings achieved by modifying the existing 737 model instead of
developing a brand-new aircraft. The savings in R&D costs, particularly for
engine modifications, were estimated to be between 85% and 90% compared to
the $11 billion projected for designing a new airplane. This decision, as analyzed,
likely saved Boeing close to $10 billion by avoiding the development of an entirely
new design (Flight Global, 2012).

This strategy to reduce R&D expenses can be viewed as a form of earnings
management, where curtailing such costs can enhance current earnings (Miller &
Xu, 2019; Shi et al., 2021).

Boeing’s internal evaluations suggested that this cost-conscious approach
diminished business risks. Therefore, before any revenue or sales were generated
from the 737 MAX program, the company lowered its risk profile. This had a dual
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Table 4. Correlation Matrix: Company Performance and CEO Pay (2007-2014).

EP - Cash CEO
CPS EP Target Revenues Flow Backlog EPS Pay
Company performance  1.00
score
Economic profit (0.22) 1.00
EP minus target 094 006 1.00
Revenues 048 0.10 042 1.00
Operating cash flow 0.58 028 0.72 0.69 1.00
Backlog 032 031 029 0.91 0.47 1.00
Earnings per share 069 029 072 0.69 053 079 1.00
CEO pay 046 (0.11) 0.36 0.87 049 083 0.70 .00

Table 5. Boeing CEO and 201 | Compensation Committee: Alumni from General Elec-
tric and McDonnell Douglas.

James McNerney: Career Overview

* General Electric Executive (1982-2000)
* Boeing Board Member (2000-2016)
* CEO of Boeing (2005-2016)

2011 Compensation Committee Overview

* John McDonnell and Kenneth Duberstein: McDonnell Douglas Alumni

o Board Members of McDonnell Douglas until 1997

o Boeing Board Members since 1997

o Compensation Committee Members at Boeing since 1999

* Mike Zafirovsky and David Calhoun: General Electric Alumni

o GE Executives: Zafirovsky (1978-2000), Calhoun (1981-2006)

o Boeing Board Members: Zafirovsky (since 2004), Calhoun (since 2009)

o Boeing Compensation Committee: Zafirovsky (since 2009), Calhoun
(since 201 1)

effect: first, it improved the actual economic performance against the set targets,
and second, it significantly boosted the company’s performance score for that
year.

Boeing identifies the key factors that influence its actual performance. While
the company’s revenues and operating cash flows remained approximately con-
sistent with the average of the preceding two years, Boeing perceived an improved
mitigation of risks, exceeding expectations.

Table 4 outlines the correlation coefficients among several vital metrics: CEO
compensation, CPS, economic profit, revenues, operating cash flows, backlog, and
earnings per share (EPS). The primary focus of our analysis is on the factors that
influence CEO compensation, CPS, and economic profit. Notably, despite its crucial
role in the computation of the CPS, economic profit does not show a positive
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correlation with the CPS. This discrepancy arises because the CPS evaluates eco-
nomic profit relative to a predetermined target rather than in absolute terms.

The Linkage Between Boeing’s Dysfunctional
Compensation Incentives and Flawed MCAS

A jetliner that Boeing initially conceived in 2011 as a comprehensive success with
minimal business risks ultimately transpired as a catastrophic failure, riddled with
immeasurable business risks. Following the first 737 MAX crash but preceding
the second one, the FAA conducted an assessment, revealing that the crash rate of
the Boeing 737 MAX substantially exceeded that of previous Boeing models
(Pasztor & Tangel, 2019). The FAA’s internal risk assessment highlighted concerns
with the 737 MAX design, indicating a potential for one fatal crash every two or
three years. This assessment was in place even before the first crash occurred,
when Boeing’s engineers had already raised alarms about the design. This study
will elucidate how Boeing’s asserted “risk reduction” measures propelled the
CEO’s remuneration in 2011. Of paramount significance, the compensation
committee within the board of directors played a pivotal role in fostering the
perverse incentives that led to the budget-constrained launch of the 737 MAX,
ultimately culminating in the MCAS debacle.

The MCAS in the 737 MAX aircraft was introduced as a solution to a significant
design limitation. This issue stemmed from the original 737 airframe’s inability to
accommodate modern, larger jet engines due to limited ground clearance, a design
choice tracing back to the post-World War II era when planes were boarded via
movable staircases. This low clearance, once an advantage, became a liability in the
era of jet bridges (Vartabedian, 2019). The MCAS was designed to offset the instabil-
ity caused by the powerful engines positioned unusually low, forward, and inward on
the wings.

This design choice was also influenced by the management’s goal to reduce
costs in aircraft development. Instead of designing a new aircraft similar to the
Airbus A320 family or Boeing’s discontinued 757, Boeing modified the existing
737 model.

Moreover, the MCAS feature needed to be fully disclosed to pilots or, to some
extent, the FAA. The MAX was marketed on the premise that pilots certified on
previous 737 models would not require additional training, thereby saving Boeing
various costs related to training and adjustment (Rindfleisch & Heide, 1997; Shi
& de Jong, 2020). This particularly appealed to airlines like Southwest, which
operated a fleet of 737s (Gates, 2019). However, had the full capabilities of MCAS
and its potential to take over control of the aircraft been disclosed, it would have
necessitated additional pilot training.

Lastly, Boeing’s executive compensation policies have incentivized cost
cutting and lack of transparency, described above. This is supported by the CEO’s
letter to shareholders and the 2011 annual incentive assessment detailed in the
2012 proxy statement, as mentioned in the “Introduction” section.
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Insufficient Independence of the Compensation
Committee

Chairman and CEO, James McNerney

For a more comprehensive insight into the tight-knit relationship between
McNerney and the compensation committee, it is beneficial to explore his profes-
sional history, as outlined in Boeing’s 2012 proxy statement. This document
reveals that McNerney’s career began in 1982 with a series of management posi-
tions at the General Electric Company. His tenure at GE culminated in the role of
president and chief executive officer of GE Aircraft Engines, a position he served
from 1997 to 2000.

After his tenure at GE, McNerney assumed the CEO role at 3M, a company
headquartered in Minneapolis, where he served from 2001 to 2005. Intriguingly,
he concurrently held a position on Boeing’s board starting in 2001. In a somewhat
unconventional turn of events, McNerney took on the CEO role at Boeing, where
he had been an external director. This transition prompted his departure from 3M
in July 2005.

Boeing’s proxy statement reveals that McNerney was a board member for both
IBM and P&G. Interestingly, the statement omits specific details about his
involvement in the compensation committees of these companies, particularly his
position as the chair of the committee at P&G. This background in compensation
committees is likely to have equipped McNerney with the expertise and insight to
exert influence on Boeing’s compensation committee.

Compensation Committee Overview

Three of Boeing’s board members also held positions on Caterpillar’s board,
including Boeing’s lead director, David Calhoun, who served in a similar role at
Caterpillar; Boeing CEO and Chairman Dennis Muilenburg; and Susan Schwab, a
professor at the University of Maryland School of Public Policy and former US
Trade Representative during the second Bush administration. Furthermore, there
were overlapping board memberships with Marriott International, where two
directors, Lawrence Kellner (ex-CEO and chairman of Continental Airlines) and
Susan Schwab, were also part of Marriott’s board. Additionally, Schwab was a
board member at FedEx.

Mike Zdfirovsky: GE Alumnus

While McNerney might have been the inaugural GE alumnus to grace Boeing’s
board, he was no longer the final addition to this lineage. In 2004, he was joined
by Mike S. Zafirovsky, a former associate from his days at GE. The presence of a
trusted confidant on the board may have played a role in facilitating McNerney’s
appointment as CEO in 2005. According to the Boeing 2012 proxy statement:
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Mr. Zafirovsky spent nearly 25 years with General Electric Company, where he served
in management positions, including 13 years as President and Chief Executive Officer
of five businesses in the consumer, industrial and financial services arenas, his most
recent being President and Chief Executive Officer of GE Lighting from July 1999 to
May 2000.

David Calhoun: GE Alumnus

McNerney was one of many Boeing board members with a background at GE.
Mike S. Zafirovsky, a former GE colleague, joined the Boeing board in 2004,
potentially influencing McNerney’s CEO appointment in 2005. Boeing’s 2012
proxy statement highlights Zafirovsky’s extensive 25-year career at GE, including
his final role as president and CEO of GE Lighting until May 2000.

In 2009, during McNerney’s CEO tenure and after nine years on the board,
another ex-GE colleague, Mr. Calhoun, was appointed. The 2012 statement docu-
ments Calhoun’s long career at GE, with roles such as vice chairman, president,
and CEO of various GE divisions, including infrastructure and aircraft engines.

Including two former colleagues on the board raises questions about their inde-
pendence. Notably, by 2011, during the launch of the 737 MAX, both Zafirovsky
and Calhoun were members of the four-person compensation committee that
determined McNerney’s salary, casting doubts on the fairness and neutrality of the
compensation decisions.

John McDonnell and Kenneth Duberstein: McDonnell Douglas Alumni

Following Boeing’s 1997 merger with McDonnell Douglas, board members John F.
McDonnell and Kenneth M. Duberstein transitioned to Boeing’s board. They both
served as long-standing members of Boeing’s compensation committee, each taking
turns as a committee chair at various times until McDonnell’s retirement in 2011.

The critical point is that the two committee members had long-standing profes-
sional relationships with McNerney, dating back well before their involvement
with Boeing. Even though the non-GE alum members had established long-term
associations, their close connections pose legitimate concerns about their ability
to assess each other’s professional decisions critically.

A 2018 news report highlighted the strong bond between McNerney and
Calhoun, underscoring their close working relationship at GE. McNerney
described Calhoun as an inclusive leader who values diverse perspectives and
synthesizes them effectively (Lovegrove, 2018). This description raises questions
about the suitability of such traits in a compensation committee member oversee-
ing a CEO with whom they have a close professional history.

Zafirovsky, who shares a substantial professional relationship with McNerney
and has reported to him at GE, also exemplifies a similar lack of independence
(Lublin, 2007).
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Ironically, in October 2019, Calhoun was appointed Boeing’s non-executive chair-
man, arole previously held by CEO Muilenburg (Tangel et al., 2019). While Muilenburg
was not involved in the initial development of the 737 MAX in 2011, Calhoun was
instrumental in launching the 737 MAX with limited funding, highlighting a concern-
ing overlap of responsibilities and relationships within Boeing’s leadership.

Conclusions and Discussion

Numerous quantitative studies have explored the relationship between firm
performance and CEO pay, such as those supporting a positive correlation (Kaplan,
2008; Tosi & Gomez-Mejia, 1989) based on agency or optimal contracting theory.
Conversely, others indicate a weak relationship (Jensen & Meckling, 1976;
Shleifer & Vishny, 1989; Tosi et al., 2000) rooted in managerial power or entrench-
ment theory. Additionally, research has been conducted considering the interplay
between firm performance and CEO pay, including the hybrid application of
optimal contracting theory, managerial entrenchment theory, and Hambrick and
Mason’s (1984) upper echelon theory (Shi et al., 2021). However, there is a gap in
qualitative case studies focusing on the negative aspects of incentive pay and its
impact on the ethical decision-making process.

Based on the agency theory (Kaplan, 2008; Tosi & Gomez-Mejia, 1989), the
stewardship theory (Davis et al., 1997; Tosi et al., 2003), the managerial power
theory (Bebchuk et al., 2002), and the managerial entrenchment and rent extraction
theory (Jensen & Meckling, 1976; Shleifer & Vishny, 1989), we analyze the detri-
mental effects of the dysfunctional incentive pay and the weak non-independent
board structure on management’s decision-making processes regarding the Boeing
737 Max. Our study complements and extends Catchpole’s (2020) finding that
Boeing’s cost-driven culture attributes to the demise of the 737 Max and Herkert,
Borenstein, and Miller’s (2020) study that examines the unethical engineering
and commercialization processes of the 737 Max. Different from the perspective
of organizational complexity and cultural influences (see Perrow, 1999, 2004;
Vaughan, 1996; and the section “Beyond Complexity—Insights from the Corporate
Governance and Executive Compensation Theories”), this article investigates
other root causes (e.g., dysfunctional incentive pay, non-independent board) leading
to the poor managerial decisions made toward the 737 Max crises.

Several insights are coming to light from this analysis. First and foremost, an
in-house third-party oversight committee for executive compensation, rigorous
engineering, and airplane safety is needed to deter opportunistic managerial
behavior and fortify the monitoring mechanism to better serve stakeholders’ and
Boeing’s long-term strategic goals. Second, we believe that a balanced corporate
culture between meticulous engineering (i.e., rigorous R&D and testing) and pro-
duction (i.e., high financial earnings), along with a less-hostile working environ-
ment, can discourage unethical opportunistic behavior and in turn help managers
to focus on long-term goals instead of short-term earnings. Third, hiring an out-
sider CEO with expertise, engineering background, and on-flight experience in
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Boeing airplanes will result in better understanding of airplane engineering and
smoother communication with the engineers, test pilots, and FAA regulators.
Recruiting an outsider CEO will also bring about fresh new ideas and changes
needed to turn around the current culture driven by cost and earnings (Shi &
de Jong, 2020). Moreover, an outsider CEO can help avoid conflicts of interest as
well as strengthen the independence of the board. Fourth, incentive pay should be
tied to strategic long-term success (Lin & Shi, 2020; Shi et al., 2021) instead of
financial earnings easily manipulated and exploited by the CEO (see Bergstresser
& Philippon, 2006; Murphy, 2013). We strongly suggest that the pay-for-
performance incentive program be formed based on the fit between the CEO’s
strategic decisions and the core competency (i.e., in Boeing’s case, strong, rigor-
ous, efficient, and effective engineering). Fifth, the performance measure for the
incentive pay must be objective and based on Boeing’s strategic success rather
than arbitrary measurements inflating executive compensations (see Jensen &
Meckling, 1976; Shleifer & Vishny, 1989). As such, the performance measure-
ment can be both quantitative and qualitative. We recommend that Boeing imple-
ment safety standards and rigorous testing into the compensation incentives, not
just earnings. Sixth, the managerial decisions made have to be in the best interests
of engineering safety, rigor, effectiveness, and efficiency while being strategically
successful against the rival Airbus. This is achievable via the incentive pay
program tied to strategic goals rather than mere financial earnings, as discussed in
points 4 and 5). Seventh, we suggest that Boeing’s communication channels
among executives, engineers, test pilots, and regulators be transparent, straight-
forward, easy to navigate, and smooth and fluid to minimize the agency cost of
information asymmetry from stalled information and non-transparency. Eighth,
the CEO contract has to be incentivized by Boeing’s long-term strategies and
stakeholders’ best interests rather than short-term earning goals.

Furthermore, our examination of the 737 MAX Jetliner case underscores the
pivotal role played by Boeing’s compensation committee’s ineffective corporate
governance. The functioning of this committee holds significance in ensuring
prudent management within the company, thereby ensuring the delivery of safe
products and the preservation of sustainable and consistent earnings. Our findings
underscore the essential role of Boeing’s compensation committee in shaping
executive compensation. Consequently, the selection and composition of this
committee are of paramount significance for achieving effective governance at
Boeing. This naturally leads us to inquire about the composition of Boeing’s com-
pensation committee, the duration of their service, and the process by which they
are appointed. Additionally, it is imperative to establish processes and policies that
shield the compensation committee members from organizational political influ-
ences that could undermine their performance.

One cannot help but contemplate whether a more diverse compensation com-
mittee, encompassing a broader range of personal relationships and backgrounds,
would have been more assertive in challenging the CEO’s risk assessments.
Ironically, Boeing’s compensation committee did have a single female member at
one point, but her tenure lasted just one year in 2010, after which she served
on other committees. The similarities in professional backgrounds and prior
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relationships among the committee members raise legitimate questions about the
transparency and integrity of the selection process. The tightly knit and homoge-
neous nature of the committee in 2011 was not ideally suited for robustly scruti-
nizing the CEQO’s assertions regarding the reduced risk associated with the 737
MAX. In 2018, McNerney even commended committee member Calhoun, stating,
“He appreciates others’ perspectives more than his own in many cases and does a
good job of synthesizing things.” While such qualities may be commendable in
personal relationships, they do not necessarily reflect independent oversight.
Regrettably, Boeing has yet to learn from these lessons and take steps to enhance
the diversity of the compensation committee, in terms of both personal relation-
ships and professional backgrounds.

This study also offers valuable insights into business ethics. Fang and Slavin
(2018) propose an adherence to “Golden Rule” ethics, rooted in the teachings of
Confucius and monotheistic religions, which contrast with “ethical egoism,”
which focuses on self-interest. However, the Boeing case practically challenges
applying the “Golden Rule” ethics. The mistakes made by Boeing’s management
and board would not have been quickly resolved by simply adopting this ethical
approach. Instead, it required an organizational culture fostering “adversarial col-
laboration,” a concept advocated by Kahneman and Klein (2009) and Tetlock and
Mitchell (2009). Such a culture would encourage the board and its committees to
critically scrutinize the management’s claims about risk and potential rewards,
challenging assumptions and decisions to ensure more ethical and practical
outcomes.
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