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Praise for How Boards Work


“How Boards Work is exactly what any prospective—or sitting—board member needs to understand the true rigors and realities of board life. Having seen it all, Dambisa Moyo offers valuable guidance on how boards can best focus their time and energy while grappling with social, governance, and environmental issues.”


—ARIANNA HUFFINGTON,
founder and CEO, Thrive Global, and former Uber board member


“How Boards Work offers a thorough and nuanced take on the ever-evolving role of corporate boards today. Dambisa Moyo provides a candid assessment of the challenges and opportunities that directors face and wisely warns of the dangers of stasis. The book is not only a must-read for the most tenured and experienced board members, but it also provides critical context to those who one day hope to have a seat at the table. CEOs and corporate leaders everywhere would also be wise to pick up this book.”


—MELLODY HOBSON,
co-CEO, Ariel Investments; chair of the board of directors, Starbucks; board member, JP Morgan; former board chair, Dreamworks; and former board member, Estee Lauder


“This highly engaging book will rightly attract those interested not just in good corporate governance but also the well-functioning of market-based economies. Drawing on her direct involvements on several boards of companies facing difficult decisions, as well as her global economic expertise, Dr. Moyo has written an indispensable guide to how boards function, malfunction, and, most importantly, should operate better. In not shying away from arguing for more assertive boards to overcome costly corporate failures and malaise, she sets out an action-oriented agenda for improving governance—to deal better with long-standing challenges, including better globalization and management of our environment, and to meet mounting new ones in a post-pandemic world. Simply put, this is a must-read for those who realize that, anchored by a more diverse mindset and modernized governance structures, companies can and must play a more important role in helping society overcome too many years of low, unequal, and non-sustainable growth, as well as proliferating mistrust and spreading marginalization.”


—MOHAMED A. EL-ERIAN,
president of Queens’ College, Cambridge University; board member, Under Armour; and author of The Only Game in Town and When Markets Collide


“Boards have incredible power to impact how companies and their stakeholders meet the challenges of the modern age. But boards are complex and living organisms that require more than just getting smart people in a room. Dr. Moyo’s book, informed by real-world experience in negotiating complex situations, should be a must-read for any board that wants to excel and have an impact today.”


—DAN LOEB,
founder and CEO, Thirdpoint, and former Sotheby’s board member
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To current management and employees, so they know what their boards do


To investors, so they appreciate boards’ limits and possibilities


To policymakers and regulators, so they are more aware of the trade-offs that boards face


To current board members, to help guide their reform agenda


To future board members, to help them grasp the board role


To the general public, so they better understand why successful boards and well-governed corporations are critical for society at large









Preface


I TOOK A SEAT ON MY FIRST LARGE CORPORATE BOARD OVER A DECADE AGO. In the years since, I have had the privilege of being intimately involved in corporate decision-making in an era of fascinating transformations around the world. From the early days of my professional career, I have been intrigued by the perspective provided by a board’s high corporate perch and its decision-making power.


As it turned out, corporate boards deal with issues that are ideally suited to my own academic and professional experience, including business, economics, finance, and geopolitics. The companies I have served span a wide range of sectors: banking, consumer goods, technology, oil and gas, media, and mining. Each company is worth multiple billions of dollars, most employ a workforce numbering in the tens of thousands, and many serve hundreds of thousands of customers around the globe. Every one of these companies relies on a dozen or so people, sitting at a boardroom table, to oversee a vast and varied enterprise.


In my time serving on corporate boards, I have witnessed and helped respond to some of the most extreme and testing situations in the corporate world, including




» the death of a chairman of the board while he was in office;


» multiple CEO successions, and hiring and firing of chief executives;


» buying and selling companies, including the sale of a global corporation for $100 billion, the largest global mergers and acquisitions transaction in 2016;


» enormous regulatory fines stemming from a crackdown on corporate behavior;


» activist shareholders seeking to disrupt the company strategy;


» the unique challenges of having an insider—a large, dominant, usually family member—shareholder on the board;


» expropriation of company assets by host governments; and


» massive corporate restructuring prompted by a share-price collapse.





In short, I have been through virtually everything, save a corporate bankruptcy. Yet the boardroom is not all fire and brimstone. Many companies—and indeed most of the companies I have been involved with—have maneuvered through an unstable decade without significant incident. They have increased their stock-market value, invested in innovation and their communities, and rewarded their shareholders with financial returns, despite difficult times. All have had to navigate an array of complicated global events and trends—from the 2008 financial crisis, to Brexit, to changing views around social issues, to the 2020 pandemic, as well as the specific challenges that individual companies face. Through it all, I have seen the important role that boards play in guiding corporations. I have seen what works and what does not. I have seen why boards must change to better suit the times, and specifically why they must become more assertive. For me, more than a decade of serving on corporate boards has been an opportunity to learn about the vagaries of global business, as well as to contribute to the running of many great corporations.


It is common knowledge that any corporation’s survival depends on the day-to-day leadership of its senior executives. Further from the spotlight, but just as essential, the board of directors sits at the helm of a corporation, making decisions that can lead to its success—or failure.


An Unconventional Candidate


I was thirty-nine years old when I joined the board of a large, publicly traded corporation for the first time. I was a young face at the table of SABMiller’s board, but it was not just my age that set me apart—it was also my race and gender. As a young, Black woman (from Africa to boot), my ascent into the corporate boardroom was unconventional in many respects. Among these was the fact that I did not come through the C-suite— the traditional route and selection test for candidates to a board position.


For as long as I can remember, I have been fascinated by how the disparate pieces of a jigsaw puzzle come together to form a clear, coherent picture. In much the same way, what appeals to me about being on a board is helping a company’s different business units—each with their own goals and aspirations—pull together toward a unified vision of the corporation. When contributing to board discussions, I draw on my academic and business experience, which has tended to weave together data and trends—economic, political, and social—to form a composite view of how the world economy is evolving and its effect on individual nations and global corporations.


I had been interested in serving on a corporate board for many years before I landed my first board seat. I was eager to contribute my perspective to important discussions about corporate strategy, succession, and culture—and I was especially keen to help shape the future of business. Yet as I began to pursue this ambition, meeting with numerous search firms and headhunters, it became clear that I was just one face in the crowd of people seeking board seats—many of whom had a great deal more experience running businesses.


What finally set me apart was my writing. In 2009, I published a book on the failure of international development policy that became a best seller, and I subsequently published several books that captured many of the defining dynamics of the world emerging from the 2008 financial crisis—from skepticism about market capitalism, to the disruption of geopolitics, to the rise of China and other emerging markets. In particular, my work has analyzed a number of long-term threats to the world economy: technology and the risk of a jobless underclass, demographic shifts in the quantity and quality of the workforce, worsening income inequality, natural resource scarcity and climate change concerns, unsustainable debts, and marked declines in global productivity. Ultimately, my work helps me form judgments on how best to deploy a corporation’s labor force and allocate its capital.


Writing these books more clearly defined for me, as well as for those recruiting, what value I could bring to the boardroom. Given my background and expertise, many of the boards I initially served on had significant emerging-markets footprints and international business interests. My books helped me stand out as someone who had real contributions to make in the boardroom, which was especially important because of the perception that boards are only seeking to enhance their diversity by appointing women, minorities, and people with diverse political views or country backgrounds.


This is not a superficial concern. If they are to succeed, companies really do need to cultivate a diversity of ideas. Boards composed predominantly of people with the same kind of background risk engaging in groupthink, as a wealth of evidence has shown. Factors such as race and gender can give valuable insights that provide boards with a more complete and inclusive perspective, but candidates need to bring more than their identity to the table. After all, the worst situation a person can find themselves in is having their ideas discounted because they are viewed as being in the boardroom only because of their race or gender. Ultimately, to warrant a seat, a prospective board member must offer relevant expertise and experience. To reframe this in a crude way, someone interested in gaining a place on a corporate board must ask themselves: Who from the management team would call me for advice, and when and why?


Diversity is just one of the many major issues facing boards today. I conceived this book, and wrote most of it, well before the coronavirus pandemic of 2020. But the first months of the pandemic only reinforced my conclusions about the importance of functional, decisive, and wisely run boards. The coronavirus may have amplified the challenges facing today’s global companies, but I believe now more than ever in the positive role these corporations—and their boards—can play in society.


Businesses are reckoning with a period of shocks, tremendous uncertainty, and heightened complexity that is testing whether corporations, and indeed capitalism itself, will survive. The damage caused by the 2020 global pandemic—both in economic terms and in the cost to human health—has intensified a debate about corporate power that was already underway. Today, popular opinion is turning against large corporations, and political, social, and cultural landscapes are shifting at a rapid clip. Boards go about their work acutely aware of the stakes of their decisions. Failure could imperil the health of the global economy and, with it, jobs, prosperity, human progress, and the “American way of life” that not only Americans but people around the world have long pursued. No one organization, government, or individual can provide stability amid the turbulence. But the 2020 global pandemic has revealed that corporations have an important and central role to play in navigating global disruption.


In all times, but especially in times of turmoil, corporate boards have a responsibility as custodians not just of a single organization, but of our economic well-being as a whole. The prosperity of society relies on corporate boards succeeding. If corporations are to succeed, change is imperative. This book lays out an array of reforms proposed to create strong, independent, diverse, technologically savvy, and socially responsible boards. The unique challenges of the twenty-first century demand nothing less. Championing a modernized approach to governance, this book specifies what it will take for boards to successfully oversee the enterprises of the future. The size, scope, and scale of today’s global corporations—combined with the powerful impact they have on people’s daily lives— underscore the importance of these changes. Boards can and must transform their thinking to meet the moment and rebuild trust in corporations.


This book is an insider’s account drawing on over ten years of corporate board experience to reveal the inner workings, tensions, and shortcomings of today’s boards. I aim to demystify for current executives and employees exactly what it is their boards do, educate investors about boards’ ability to effect meaningful change—both the limits and opportunities—help policymakers and regulators better understand the trade-offs and conflicting priorities that boards face, and guide the next generation of prospective board members. For current board members, my hope is to underscore the complex task of reform that is before them. I also hope that this book can help the general public better understand why successful boards and well-governed corporations are so important for society at large. At a time when corporations and their boards of directors are under greater public scrutiny than ever—not just from politicians and regulators, but from workers, customers, and communities—I hope this book can open up boardroom life to the world beyond the Wall Street analysts, MBAs, and corporate insiders who typically focus on these matters.


This is the book that I would have found invaluable when I took up my first board role. It covers not only the basics—what boards really do, how they are structured, and how strategies are set—but also the truly tough questions: how difficult decisions are made, what the major challenges will be in the coming years, and how boards can adapt to survive in a world of rapid social, economic, political, and technological change.


I came to my first board with a great deal to learn. One of my first lessons was that a board member’s responsibility extends beyond approving or interrogating big organizational proposals. More than anything else, the job is about showing good judgment in the face of difficult problems. Exercising that sort of discretion, above all, means being open-minded and accepting that there are no off-the-shelf solutions. Processes, regulations, and legal guardrails help organizations of scale operate effectively, but they can leave gray areas—where the board makes the judgment calls. The situations where the board can make the greatest difference are those that hinge on members’ ability to think beyond the strictures of conventional wisdom.


While this book does not address the specific roles and responsibilities of all fiduciary or governing bodies—be they the board of governors of a school, university, or hospital; the board of trustees of a museum; or the board of a nonprofit— this exploration of corporate boards allows for a comparison of governance practices. From board structures to decision-making processes, this book’s insights are instructive for those sitting atop a variety of organizations.


The boardroom can be a tough place, fraught with disagreements and difficult questions that need urgent answers. But board members can transcend conflict so long as they are united on the basics: that the challenges corporations face are existential, that fundamental change is inescapable in a rapidly shifting business landscape, and that organizations can only survive by leaving behind business as usual.


—DM, May 2021









Introduction


SCARCELY A MONTH GOES BY, IT SEEMS, WITHOUT SOME SORT OF CORPORATE scandal appearing in the business pages. Problems ranging from inept leadership, to sexual harassment, to operational failures, to outright financial fraud and embezzlement are engulfing large institutions. And there is a credible sense that the frequency of corporate mishaps and malfeasance in the years following the 2008 financial crash has far surpassed that of the previous decade.


This backdrop has galvanized a growing sense that global businesses are self-interested, corrupt, and do not work for much of society. The anti-corporate spirit has inspired employee revolts and environmental activism, and it has even influenced movements such as Black Lives Matter and #MeToo, the latter of which is estimated to have ousted over four hundred high-profile executives within an eighteen-month period.


The last two decades of business history are littered with examples of challenged and even disgraced companies. Boeing, Enron, General Electric, Kmart, PG&E, Theranos, the Weinstein Company, WeWork, and WorldCom are just a handful of the many corporations left in ill repute, their financial value decimated and the reputations of their leaders indelibly stained. In fact, this phenomenon extends beyond individual companies. Whole industries have been severely damaged, including the US auto industry, banking, and technology in the dot-com crash.


Of course, there are stark differences between the criminal acts that led to the downfall of Enron, Theranos, and World-Com and the managerial ineptitude seen in most other cases. But even so, what many corporate scandals have in common is that they do not rest on the shoulders of management alone. Often, boards also bear a measure of responsibility.


Most large global companies share a common leadership structure. The most senior key executives, often called the C-suite, include the chief executive officer (CEO), chief financial officer (CFO), and chief operating officer (COO). The C-suite is ultimately accountable to roughly a dozen people known as the board of directors. The board is charged with helping to oversee and shepherd the organization toward future success. When companies struggle or fail, workers, investors, and the general public are often left wondering what management and the board might have done differently.


Each round of unflattering headlines about corporations and their leaders prompts a set of reasonable questions: What exactly are these boards doing? Why are employees who com mit misdeeds allowed to leave with large compensation packages? And when businesses collapse without notice, with far-reaching consequences for jobs, the economy, and communities, is it not reasonable to assume that the board of directors has abdicated its duties?


There is no shortage of opprobrium leveled at corporations these days. It comes from all sides—from politicians, pundits, employees, investors, customers, and society at large—and some of it is wholly justified. Yet for every company attracting headlines for the wrong reasons, there are numerous others quietly thriving as their boards and management strive to do the right thing.


We take for granted that many companies deliver innumerable goods and services every day with minimal variance. Think about a drug company that can produce a million doses of penicillin without error. We only occasionally hear (let alone celebrate) such corporate success stories. One can only imagine that we would certainly notice a difference if we lived in a world where boards and corporations were more consistently and uniformly effective.


Given all the anti-corporate sentiment, it is worth saying explicitly what once would have been an article of faith: strong and successful corporations are in the best interest of society. Indeed, the centrality of corporations to human progress cannot be overstated.


For one thing, large corporations underpin the economy. According to Fortune, in 2019, the five hundred largest US corporations represented two-thirds of the country’s GDP: $13.7 trillion in revenues, $1.1 trillion in profits, and $22.6 trillion in market value. They employed nearly thirty million people worldwide. In Europe, stock market value was 78 percent of nominal GDP in December 2017.


By helping to create economic growth, corporations contribute to the betterment of society in many ways. First and foremost, they create jobs, contributing to workers’ livelihoods and counteracting poverty. They also provide a tax base that contributes to the fiscal health of governments. In 2018, the US government took in $208 billion in direct corporate income tax. However, even this substantial figure does not take into account the considerable indirect income taxes paid by the employees of those corporations or the sales taxes generated by their goods and services.


Furthermore, corporations drive innovation through their investments in research and development (R&D). The annual Fast Company list of the “World’s 50 Most Innovative Companies” underscores that corporations are at the cutting edge of transforming how we communicate, travel, cure disease, and combat illiteracy. Corporations also act as partners to governments in administering education, health care, pensions, and infrastructure. They are increasingly serving as agents of change, pushing for reforms and innovation in areas previously thought to be solely the purview of government—from environmental change to diversity and inclusion across the workforce. Finally, corporations make invaluable contributions to human progress, joining with government to respond to global crises like the 2020 pandemic. Leading pharmaceutical companies were at the forefront of the development of a vaccine and treatments against the coronavirus, producers and suppliers mobilized to keep essential goods moving toward society’s most vulnerable, and formerly obscure industrial companies took center stage as providers of necessary equipment such as face masks, respirators, and ventilators.


So the fates of corporations and society as a whole are closely linked. Just as corporate success lifts society, corporate failure has the potential to sap its vitality. Given the importance of corporations to our daily lives, GDP, government tax revenues, and technological innovation, it’s easy to see why corporate failures place economic and societal stability at risk. The growth of anti-corporate sentiment in recent years has even led some to hope for such an outcome—there are those who would cheer the destruction of the corporate landscape as we know it. Of course, they overlook the devastating consequences of such a scenario: the economy would contract, investment in innovation would plummet, millions of jobs would be lost, pension and health-care benefits would evaporate, and living standards would collapse worldwide.


The 2020 global pandemic and economic shutdown has offered an unnerving idea of what economic carnage might look like in terms of spiking unemployment and plummeting growth prospects, especially in the most affected sectors of travel, tourism, and retail. Recent memory provides plenty of examples of the fallout of individual corporate failure. Kmart’s bankruptcy and restructuring in 2002–2003 led to over sixty thousand job losses. The collapse of Lehman Brothers at the start of the financial crisis in 2008 destroyed nearly $700 billion and paralyzed the financial system. That crisis writ large had a devastating effect across the whole economy. A huge number of families defaulted on their mortgages and had their homes repossessed, with disastrous consequences for communities. According to the US Government Accountability Office, the combined cost of the 2008 financial crisis—in terms of lost economic output and wealth lost by US homeowners—was more than $20 trillion.


For all these reasons and more, the world needs strong corporations governed by strong boards. Rather than dismantle corporations—which would cause immeasurable harm to our lives and societies—we should focus our energies on reforming them. This should start with corporate boards.


A New Era of Uncertainty


The very notion of what an effective board looks like has shifted over the years. At a most basic level, board members consider themselves successful if they leave the company more prosperous and functional than they found it. At the very least, they should strive to maintain the company as a thriving concern. If a company must be sold, the board should endeavor to secure a premium value and not sell it for scrap; the board should certainly avoid filing for bankruptcy.


Leaving a good legacy is becoming harder, however, as the corporate board’s oversight role becomes ever more challenging and baseline notions about shareholder value and social responsibility shift with the changing times. Twenty-first-century companies are buffeted by unprecedented economic headwinds. Particularly after the onset of the coronavirus pandemic, the global economy is facing a deep and protracted recession, adding to already slowing long-term economic growth trends. Furthermore, de-globalization—in the form of new trade tariffs, capital controls, and increased barriers to immigration—threatens to harm global commerce and limit investment flows and the movement of labor, thereby worsening an already dire economic outlook.


As many nations abandon their strict commitment to the values of liberal democracy and market capitalism, it is becoming increasingly difficult for corporations to operate effectively. This new era of economic and geopolitical uncertainty brings with it a shortage of skills and talent; two-thirds of America’s workforce has a high school diploma or less. Global corporations also face a fast-changing competitive landscape that includes a new generation of rivals aggressively harnessing cutting-edge technologies that tap into the hearts and minds of modern consumers. Furthermore, global companies no longer compete solely among themselves but contend with increasingly fierce challenges from strong local and regional companies, especially in the world’s largest developing markets.


Though we may instinctively regard the CEO as the leader most responsible for grappling with these challenges, corporate boards exist to help senior management. These new and extremely complex problems are forcing boards and corporate leaders to reexamine the strength of their businesses through a new lens. In fact, the changing times have made boards more indispensable than ever. But unless boards can change with the times, and become more assertive, the companies they guide will struggle to keep up.


To the average person, the board’s job might seem unclear or even superfluous. Among the wider public there is a simmering suspicion that the work of a corporate director is not unduly demanding—that boards meet only a handful of times a year to offer high-level words of advice to management, taking on little personal risk in the process. Board members, in other words, are seen as having all upside—prestige, board fees, and shares in the company—and very little downside. After all, in the public arena at least, the buck stops with the CEO. Another school of thought looks with suspicion on the entire enterprise of board governance. These observers believe that a company’s board of directors only becomes relevant when the company runs into trouble, and that the very structure belongs to a bygone era.


I wholly disagree. Individual board members take on enormous personal and financial risk by serving at the helm of companies on which they can have a relatively limited impact. For example, board members can be sued for the decisions they make on behalf of the company, and their individual reputations can be lost as a result of a decision that was made in good faith but that led a company toward trouble. This is leaving aside the important work that boards do on a regular basis, quarter to quarter, determining company strategy, selecting the CEO, and guiding the corporate culture. I suspect that many of the misconceptions about boards stem from a lack of understanding about their actual role. Addressing MBA students in top business schools, I have often asked the question “What does a board do?” only to be met with blank stares. Even employees rarely grasp the scope of their corporate board’s work. In the eyes of many, it might seem that board members stealthily come and go without leaving any visible sign of their efforts. To understand why boards exist in the first place, it may be helpful to consider the history of how they developed.


A Brief History of Boards


In The Historical and Political Origins of the Corporate Board of Directors, Franklin Gevurtz explains that boards first emerged in the seventeenth century, and that many of their features have been the same ever since.


The 1694 charter of the Bank of England introduced the term “director” for members of its first board, which contained twenty-four members. According to Gevurtz, this charter served as a model for how the earliest American corporations would organize their own boards. More than a century later, New York’s 1811 Act Relative to Incorporations for Manufacturing Purposes allowed companies to form themselves rather than be incorporated through legislation. The law established what we would recognize today as a modern board structure, giving boards the responsibility to oversee “the stock, property and concerns” of their companies. In terms of board structure and responsibilities, the Bank of England’s charter set guidelines on directors’ tenure, including the number of terms they could serve. The 1811 New York act specified that board members had to be annually elected by shareholders. Later, the East India Company created possibly the first charter that gave the board the responsibility of hiring and firing the most senior executive of the company (then known as the governor).


“Governance” is a key concept for understanding the difference between a board and a CEO. In his book Principles, renowned hedge fund founder Ray Dalio defines governance as an oversight system that removes people and processes when they are not working well. It is a system of checks and balances on power, designed to ensure that the interests of the community always supersede the interests of any individual or faction. Dalio writes, “Because power will rule, power must be put in the hands of capable people in key roles who have the right values, do their jobs well, and will check and balance the power of others.” At the highest levels of the corporation, these capable people form the board. The essential difference between a board and a CEO is that a board is fundamentally a structure of governance, while the CEO is a day-to-day leader.


Within boards themselves, there is an important distinction between executive directors and nonexecutive directors (NEDs). Executive directors (including the CEO) are full-time employees of the company, responsible for finance, operations, and the implementation of strategy. NEDs are not employees and are engaged on a contractual basis and paid a flat fee for their services.


Beyond this basic distinction, however, governance structures can vary from country to country. For example, corporate boards in the United States and the United Kingdom are based on what is called a unitary board approach, meaning that the company’s executive and nonexecutive directors serve together on a single board. Under this model, NEDs also hold private sessions among themselves where they can express their unfiltered views on how the company is progressing and the performance of the CEO. The lead independent director will then pass on feedback to the CEO.


In Germany and other countries in continental Europe, corporate boards are typically governed in a two-tiered structure, consisting of a supervisory board and an operating board, where the former generally oversees the latter. In Germany, up to 40 percent of the operating board can be composed of the company’s employees.


Shareholders of some large American companies—for example, at Walmart, Microsoft, and Google—are advancing proposals to select board members from rank-and-file employees, echoing the German board structure. In a similar vein, a bill sponsored by US senator Elizabeth Warren in 2018 proposed that employees elect as many as 40 percent of board members.


For the most part, corporate boards—wherever they may be—share commonly accepted standards of operation. At a minimum, board members have attendance requirements and are expected to serve on committees responsible for matters such as audits, executive and staff compensation, nominations, and governance. Furthermore, most corporations have some form of articles of association: a governing document that includes guidelines to ensure that the board is neither too small nor too big, and neither too old nor too young.


It is important to emphasize that these conventions are not hard-and-fast rules; rather, they are guidelines and points of ongoing debate. Standards can vary from company to company and they can change over time. The average size of boards and the typical age at which directors retire are two examples. In the past, boards were often larger. It was not unusual for them to comprise fifteen members or more, but today there is a wide consensus that a number closer to twelve is ideal. As the average life expectancy has lengthened, many companies are extending the retirement age for board members from around seventy to seventy-five years old.


Board Basics—Structure and Role


Boards generally have three main committees: nominations and governance, audit, and compensation. These standing committees are a permanent feature within the board structure, and each generally requires three nonexecutive board members to form a quorum. Most boards also have a fourth committee, which oversees other areas such as risk, finance, or corporate social responsibility (CSR), if these topics are not already covered by one of the three main committees.


As its name implies, the nominations and governance committee has two main responsibilities. The nominations side consists of overseeing the process of identifying, vetting, and nominating potential new board members. As part of that process, the nomgov committee (as it is commonly abbreviated) evaluates the needs of the company and board at particular times and seeks to recruit individuals with requisite skills and experiences.


In some companies, the role of the nom-gov committee extends to overseeing the CEO succession process and broader recruitment into the C-suite. To this end, the chairman of the board will almost invariably sit on this committee. On the governance side, the nom-gov committee serves as the custodian of the board’s code of ethics, deciding how the company sets its tone from the top and providing ongoing oversight of the broader company culture.


The audit committee is responsible for ensuring the company’s adherence to accounting rules, which includes signing off on the company books and financial records before they are made public. This committee focuses on the effectiveness of the company’s controls and makes sure the company is operating in line with the operational, financial, and economic rules and regulations.


As a rule of thumb, the audit committee is backward-looking, whereas a board risk committee tends to be forward-looking, seeking to mitigate the multitude of risks facing the company. In cases where regulators insist that a company perform stress tests to measure its ability to withstand different shocks (as is common for banks and insurance companies), this task tends to fall under the purview of the risk committee. In some cases, companies choose to have a single committee that covers both audit and risk functions.


The compensation committee is tasked with approving the compensation of the corporation’s executives as well as managing pay policy across the staff. This committee makes recommendations to the full board, which then decides among allocating profits to shareholders (through dividends or share buybacks), reinvesting in the company, paying down existing debts, and remunerating staff via bonus payments and salaries. Very often, the committee relies on outside counsel to monitor their executive compensation and track if it is in line with peer companies and industry standards.


Today, at a time of widening income inequality in many countries, the board compensation committee is increasingly influenced by public policy surrounding issues such as gender pay equity and gaps between the highest and lowest paid within a company. This has led some companies to explicitly outline fair pay agendas, which will be examined in greater depth in this book.


Corporate social responsibility committees are a relatively new feature of some boards. By and large, the CSR committee mandate is to address environmental and social concerns. As we will see in the next chapter, this can be a challenging and constantly evolving set of responsibilities.


Having served on each type of committee over the previous decade, I can attest that they are critically important to the functioning of the board. Some boards are so dependent on their committees that a great deal of the board’s work is done at the committee level. This allows the full board to focus its energies on more substantive decisions and to deal with the unexpected, rather than the routine.


At least on the surface, most boards are structured as described above. A cursory look across many company annual reports reveals numerous similarities in what different corporations say their boards do. These views are echoed by industry associations—such as the National Association of Corporate Directors in the United States or the Institute of Directors in the United Kingdom—that codify the tasks of the board and set out best business practices. It is not uncommon, however, to find that board structures can vary in their details, and that most of today’s corporations have developed their own idiosyncratic views as to what the board’s role should be and how it should function.


My experience suggests, and I believe most board directors would agree, that today’s boards are tasked with three things: shaping the company strategy, selecting leaders (in particular the CEO), and safeguarding the company’s culture, ethics, and values. The first three chapters of this book explore each of these tasks in detail, while the final two chapters look at the landscape today’s boards are facing and the changes they need to make to flourish in a chaotic world.


We begin, in Chapter 1, with the board’s responsibility for long-term planning and the strategic direction of the company. In looking at how boards navigate this responsibility, we get a better sense of how they think and a deeper understanding of the traits that determine their success or failure. Chapter 1 highlights the complexity of this role, as strategic decisions require balancing short-term pressures with longer-term considerations. It looks at boards’ choices when allocating capital in the face of considerable regulatory shifts, economic headwinds, and political obstacles, as well as a rapidly changing marketplace where their customers, clients, and employees become more diverse.


Chapter 2 describes the board’s work of picking both the CEO and new board members. This chapter examines what the board looks for when selecting the CEO, how it monitors the CEO’s performance, how it assesses pay and punishments, and when it might decide to let an underperforming CEO go. The board task of picking the CEO is critical, as it entrusts one individual with the leadership of the whole organization. With regard to turnover in the boardroom itself, Chapter 2 surveys pressures on board structure including term limits, age limits, and the challenge of a combined chair-CEO role. Key board responsibilities include the succession and selection of the board chair, the lead independent director, and the chairs of different committees.


In my decade of sitting on corporate boards, I have seen how the meaning of “culture” has varied from company to company and shifted over time. Chapter 3 centers on this ever-changing facet of the board’s role. In recent years, the board’s responsibility for overseeing company culture has come to encompass issues such as fair pay, diversity and inclusion, environmental concerns, and even social and cultural matters such as gun control. This sort of responsibility is rapidly becoming a central part of the board’s duties, expanding its role beyond simply minding the financial bottom line and toward embracing good corporate citizenship efforts in areas such as education and health. Increasingly, a board is tasked with ensuring that its organization represents and reflects the fact that its customers, clients, and regulators are changing.


A range of headwinds have arisen to make board responsibilities more complicated and the board’s role more complex. In the coming years, boards will face the challenges of providing oversight amid exponential technological change; rising activism by ever more powerful investors; mounting geopolitical risks that are trending toward insularity, protectionism, and de-globalization; and a war for global talent. Chapter 4 explores each of these critical issues and how short-term thinking alters boardroom decision-making on strategy and investment. It examines how myopia can exacerbate many of the risks that boards face, which can further hamper their choices.


Finally, Chapter 5 presents specific proposals for reforming corporate boards so that they can better govern twenty-first-century corporations and more effectively tackle the deep, complex problems these companies face. First, boards should be given more say in devising the company strategy. Second, when hiring a CEO, greater emphasis should be placed on candidates’ moral compass and values. And third, committees dealing specifically with ethics should become a standard element of the board structure.


The twenty-first-century corporation is nothing if not globally expansive, operationally complex, and culturally evolving. Despite the headlines about corporate scandals and brazen failures of leadership, for many companies the proverbial trains continue to run on time as they have for decades or even centuries. Customers, by and large, continue to get the goods and services they need in a safe way, employees get paid on time, and—through it all, across countries, languages, time zones, and cultures—the pieces of the puzzle somehow fit together.


At the same time, calls for corporations to do more to support society grow louder and louder. Boards stand accused of being tone-deaf, behind the curve, and even patently corrupt. It is perhaps not surprising that the trend line of the Edelman Trust Barometer—an annual survey of trust in different institutions—for businesses has pointed downward for over a decade.


How Boards Work is not a tell-all or a whistle-blowing book—after all, as a board member and fiduciary, I am bound by confidentiality. Rather, it draws on my direct experience to assess how boards function and how they can do better. It shows how even a group of talented, qualified, intelligent people can get things wrong. And, ultimately, it challenges boards to use their power wisely.









CHAPTER 1


Setting the Company Strategy


THE OLDEST COMPANY ON WHOSE BOARD I HAVE SERVED HAS EXISTED AS an independent corporation for more than three centuries. Founded in 1690 on Lombard Street in London, Barclays has survived industrialization, two world wars, the Great Depression, decolonization, oil-price shocks, and the 2008 financial crisis. It has outlived whole nations and political regimes.


Barclays is certainly not the only company that has survived over one hundred years and endured a great deal of historical change. Other companies on whose boards I have served date back to the 1800s, such as the US oil major Chevron, which has been trading for over 140 years. There are American companies from even earlier still operating today: Cigna, the global health-service corporation, began in 1792, and banking giant JPMorgan Chase started in 1799. Toothpaste maker Colgate, financial giant Citigroup, and clothing atelier Brooks Brothers all opened their doors in the 1800s, each passing their two-hundredth-year anniversary. In the UK, the Royal Mail, a listed mail and courier company, dates back to 1516, Lloyds Bank opened its doors in 1765, the pharmacy Boots started in 1849, and the clothes maker Burberry began in 1856.


These companies have stood the test of time by developing strategies that allow them to fight another day. Behind each of these strategies has been a group of people meeting year after year to map out the company’s destiny and determine how to achieve it. This group—the board—helps the company seek opportunities and confront challenges head-on. To my mind, the task of setting company strategy is the most important role of the board, key to determining the company’s ultimate success or failure.


For a company as long-lived as Barclays, it may now appear that survival was assured from the start. But in business, progress is never linear and success is never inevitable. Even the most successful companies suffer ups and downs along the way— and odds are that at several points in their long histories, their independence and even survival were cast into doubt. Indeed, only sixty of the companies that made the first Fortune 500 list in 1955 were still operating independently in 2017. This chapter explains how strategic decisions about a company’s future get made and what sort of questions boards should focus on as they chart a company’s course.


A Director’s Duties


Boards don’t (and can’t) get every strategic decision right, and board members are acutely aware of the permanent costs of getting one wrong. In the United States, the duties of a board director are enshrined in state law as well as in federal securities law, and they include obligations known as the duty of care and the duty of loyalty.


The duty of care says that directors must be sufficiently informed before making a decision and that board members may reasonably rely on information, opinions, and reports provided by officers of the company or outside experts. The duty of loyalty requires board members to act in good faith and in a manner that they reasonably believe is in the best interest of the company and its stockholders. This requires them to advise other board members of any conflicts of interest they might have and prohibits them from taking personal advantage (for themselves or another corporation) of an opportunity that belongs to the company. It also obligates board members to keep corporate information confidential.


In the United States, these responsibilities are codified in law as the business judgment rule, which requires board members to act on an informed basis, in good faith, and in the honest belief that the actions they take are in the best interest of the company. (Boards are generally also governed by their own code of ethics that parallels the duty of care and duty of loyalty.) Crucially, the business judgment rule offers board members protections so that their actions will be justified as long as they can be attributed to any rational business purpose— even if those decisions later turn out to have a negative effect on the company. What this means is that beyond the collective responsibility of the board, each individual board director must ensure that they are consistently making strategic decisions in the company’s interest based on the available information.


At the helm of the board, and by extension serving as leader of the company, is the board chairman. In many companies around the world, the chairman is a nonexecutive director, though there are exceptions where the chairman is an executive director. In the UK, the chairman role is commonly separate from the CEO to provide an additional layer of checks and balances over the CEO and corporate executives. Meanwhile, for about two-thirds of US companies, the chairman position is filled by the CEO.


More and more, investors in US corporations are calling for the chairman-CEO role to be split. However, proxy agencies— such as Institutional Shareholder Services (ISS) and Glass Lewis, which vote on behalf of shareholders at meetings of listed or quoted companies—still overwhelmingly back the joint chairman-CEO model.


One obvious hurdle related to the combined chairman-CEO role is that the CEO can be fired by the very board they are expected to lead. While this arrangement may seem complicated, my sense is that these boards generally end up with a strong lead director, as they would with a split chairman-CEO. Having a senior, independent director in place provides the necessary checks and balances when the chair and CEO roles are combined.


The chairman sets the tone of engagement for the board, smooths out misunderstandings, referees relationships among board members, and acts as a liaison between the board and management. Ultimately, the chairman is responsible for ensuring the board stays true to its mandate. They also set the agenda for each meeting and decide how much time should be devoted to different topics.


Board meetings are a significant undertaking, lasting half a day in many cases and occurring four to five times per year. Bringing twelve board directors to corporate headquarters often requires flying them in from across the country or around the world. It is imperative, therefore, that board members are knowledgeable about the major issues facing the company. They receive their schedules and relevant materials well in advance of these meetings, allowing them to make the most of their limited time together.


Board chairs are subjected to the same rigorous vetting and annual reviews as other board members. They can be unceremoniously forced out, with all the nastiness of a political coup, because of shortcomings at the board level or failings by the executive management as a collective. One example of this occurred on October 12, 2016, when John Stumpf, the chairman and CEO of Wells Fargo, announced that he would be retiring, effective immediately, in the wake of a significant scandal involving the creation of fake customer accounts that provoked pressure from the public and lawmakers.


Boards and management are regularly charged with solving complex problems while equipped with incomplete information and facing enormous uncertainty. After all, the board-approved strategy will ideally withstand not just an ordinary economic downturn but also a significant crisis of unknown size and duration. The 2020 global pandemic is an example of such a crisis.


One can imagine being on the board of Boeing, the US aircraft maker, in March 2019, as it was dealing with the fallout from two fatal crashes of their new 737 MAX 8 aircraft within the span of five months. These crashes led to the entire line of planes being grounded and precipitated a 20 percent decline in Boeing’s stock price. The causes and consequences of the crashes were shrouded in uncertainty, so the board was largely seen as impotent and unable to shape the company’s narrative. For a time, it seemed inevitable that the company’s path forward would be defined by government regulation, customer fear, or unchecked speculation on social media. In such cases, the board and the company must act decisively to reset the strategy, urgently demonstrating that the board is in control and the company can recover from a dire situation.


The bottom line is that external shocks are inevitable. It is a board member’s responsibility to remain vigilant, assessing whether and to what degree such shocks will affect the business.


How Strategy Is Done


For the most part, boards meet once a year for two to three days to discuss, interrogate, and challenge the strategic plan proposed by management. This proposal typically consists of a short-term plan (STP) covering the next twelve months, a medium-term plan (MTP) for the coming three to five years, and the perennial question of what the company aims to achieve over the long term.


The end goal of these strategy sessions is to approve and endorse the company’s direction, while revising the company’s STP and MTP where necessary. For a simple example of how these plans interact, imagine that a company’s long-term strategic goal is to become the number one producer of widgets in China. The STP might be to deploy a marketing strategy that will ensure that more Chinese consumers become familiar with the brand. The MTP might be to build a factory and distribution network. Only by building off the short-and medium-term plans can the company achieve its ultimate goal.


The most effective strategic plans generally combine the very broad and the very specific. On a broad level, the company needs to define its mission before management and the board decide on the specific metrics of operational and financial performance. This strategic mission serves as a compass as the company codifies the bounds of its ambition. For example, a company must decide: Is it seeking to become the dominant leader by market share in a country, a region, or globally? Or is it aiming to be a market-leading brand, known globally for its quality—a top-flight luxury good as opposed to mass-market?


On a more practical level, the management team takes primary responsibility for strategy. This means that the CEO pitches and convinces the board of the strategic direction that the management team wants to take. But it is not a forgone conclusion that the board will accept management’s proposals. In these strategy sessions, the board directors and management test assumptions and debate the company’s plans for the future.


As a result, the board, along with management, is accountable for any strategic initiative it approves. The governance structure is meant to allow for—and even encourage—frequent disagreement between the board and management (and within them as well). In effect, this means that the board structure can only work if there is trust between the two groups.


In general, strategy sessions tend to be guided by discussions of trends expected in the coming decades, such as disruptive technological shifts. Because the strategy meetings are time constrained, it is essential that they are planned in a way that allows board members to drill down on the points most salient to the success of the business, avoiding detours into topics and details that distract from the core goal.


In essence, boards are always fighting the temptation to focus on immediate issues rather than longer-term strategic decisions. For example, even at a planned strategy session, the board members might end up devoting their energy to an urgent regulatory issue, rather than holding a strategic debate about the role of China and technology in the competitive landscape.


Regular board meetings provide the chance to delve deeper into the specifics of strategic plans. These meetings, outside the annual strategy session, occur at least quarterly and serve as essential checkpoints, offering an opportunity for the board to monitor the company’s performance and ensure that management is effectively carrying out the agreed-upon plans.


While management operates the company on a day-today basis, it is the board’s responsibility to look on from forty thousand feet. At its meetings, the board asks questions about whether the leadership is innovating enough, hiring the right people, and building the best management team, and whether the company is growing its customer base and beating the competition according to the latest plan. The board must remain open-minded about revisiting the strategic plan to determine if it is still keeping the company on track, or if new plans and new targets are in order. Board meetings are also an opportunity for the board to abide by its regulatory obligations, which often include releasing the company’s results to the public.


Boards regularly use their meetings to take stock of how the climate in which a company operates is changing. Typically, these meetings are shaped by an assessment of the macro environment—economic and geopolitical—as well as the micro environment.


Macro Factors


The macro factors that the board considers include the global economic and political outlook, the business environment, and shifts in regulations. These in turn drive changes in consumer preferences, the development of new technologies, and changes to public policy that can substantially affect the company’s top and bottom lines. In cases when these shifts are extreme, the board may be pushed to consider whether its business plan, or even business model, is in need of revision.
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