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Over the course of my career, it has been my privilege to be a member of many company boards. As a professor of business administration, I have always been interested in variety. Whenever I thought I could contribute something of value, I have accepted directorships across a miscellany of industries, and at companies of widely varying sizes, ranging from listed corporations to family-owned businesses in the US, Europe, Latin America and Asia.


Over the years, I have also lectured and taught in programmes aimed at company directors. At many companies, I learned so much that I felt rather than them paying me, it almost would be fairer for me to pay them. And with many of the programmes on which I have taught, I have had that same sense of having learned at least as much as I imparted; this makes me feel thankful to the students and to the rest of the faculty–often drawn from other world-class business schools.


These experiences have prompted me to write this book, in an attempt to put the best ideas I have learned into some sort of order, from the standpoint of the changes that companies are undergoing in the decade 2010-2020: technological progress in general and, especially, digitalization, globalization of the world economy, and huge markets opening up to everyone. These shifts are compelling companies to make far-reaching changes at great speed.


The board of directors can, and ought, to be key to the leadership of a business: encouraging the emergence of a robust strategy, achieving optimal value creation, treating employees with the respect they deserve as people, nurturing the company’s own culture – its values, its corporate citizenship – and, above all making sure that everything is done ethically and legally in all markets in which the company operates. These are the topics I propose to address in this book.


As an alumnus of Harvard Business School in the US and a professor at IESE Business School in Barcelona, the case-study method forms part of my mindset. As in my earlier books, I have tried to construct situations that resemble some of my experiences – although of course I adapt them slightly – to illustrate the way some directors behave and how company boards approach certain issues.


Finally, as a long-standing reader of The New Yorker, which for many years has discussed both the theory and practice of company boards, I am an enthusiast of its delightful cartoons on the subject. The editors of that publication have graciously allowed me to use some of their cartoons to illustrate this book.
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The economic downturn that began in 2008, the explosive development of the information society, the rising significance of ethical issues in the business world and its environment – particularly the political sphere – and phenomena such as increasing globalization, technological evolution and, especially, digitalization, have triggered a worldwide debate about the role of company boards. In many cases, it is clear that boards have been blindsided by business issues or misconduct by senior managers. The concept of ‘governance’ means framing rules, adopting them, putting them into practice and making sure they are followed.


Business involves the use of a number of models. Some are highly structured, such as the balance sheet, the income statement and the cash flow statement. Others are less quantitative and hence less tightly structured:


•  Strategy


•  Organizational schemes and people management (levels, areas of responsibility, assessment and remuneration policies, in-house career track, training)


•  Operational management (technologies, processes, equipment, sites, logistics, procurement)


•  Commercial management (marketing, advertising, sales)


•  Finance and relations with stakeholders in capital markets, banks, investment banks, potential investors (venture capital, private equity, business angels, stock exchange)


•  Innovation and its related research and development – and control of the whole, collecting information promptly and accurately and turning it into reports that allow for close monitoring by managers and using the internal audit function to ensure that the reports depict the reality and that the reality is within the rules the company must abide by (the law, industry standards, existing patents, commitments to third parties).


It is up to the board to ensure all these processes flow correctly and efficiently. In one sense, the board is an intermediate organ: company executives report to the board and the board is accountable to shareholders. However, it functions independently of either.


One of the classics of management literature is Alfred Sloan’s My Years with General Motors (1963).1 In the 20th century, General Motors was long considered the best company in the world: innovation in the automobile industry, rapid growth, international presence, brand management and so on. Alfred Sloan was the chief executive officer (CEO) of General Motors from 1918 to 1941 and a member of the board for 45 years, from 1918 to 1963. This period witnessed several recessions, the Second World War, spells of strong growth, the emergence of tough competition both domestically and internationally, and major technological progress.


The company’s success, however, had a lot to do with Alfred Sloan’s effective management approach, which he sets out in his book. The key decisions in the life of the company – ranging from foreign investment to handling a cutthroat strike – were made by an internal structure with the features of a governance body that today we would categorize as something between the ‘executive committee’ and the ‘shareholders’ meeting’.


Turning to the retail industry in that same period, History of Macy’s of New York by Ralph Hower,2 a leading faculty member at Harvard Business School, shows that the main decision-making and oversight functions were performed by what Hower calls the “board of operations” and the “advisory council.” Over the course of the 20th century, the institution of the board of directors did make some progress, but perhaps less so than the other management bodies mentioned above.


Since the start of the 21st century, however, company boards and corporate governance have become important issues of debate. The business world has clarified that corporate governance can, and must, stimulate value creation, make companies stronger and open doors to contributing to the community. This is an end-to-end concern: it triggers change, creates relevant knowledge and leads to the framing of new rules and standards. Professor Jay Lorsch, a leading business mind, now at Harvard Business School, has researched company boards thoroughly and one of his latest books explores what the future might hold for them.3 I have worked alongside him in programmes aimed at board members and it is likely that some of the ideas proposed in this book are the outcome of that partnership.
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RAIL BASIC PROVIDERS (RBP)



Patrick Collins was approached by an acquaintance, who was the chairman of the board of Rail Basic Providers (RBP), a European company that supplies railway construction materials – chiefly rails and sleepers. Patrick was offered a directorship. RBP, a firm with more than 50 years of history behind it, was now a subsidiary of a major infrastructure group that had been state-controlled for many years until it was privatized in the 1970s.


Patrick found that RBP had a robust balance sheet, acceptable performance, moderate growth, and a low profile. He tried doing some research into the industry, but there was not much out there in the way of information. He was surprised to see that one of the references on the recommended reading list was a book by one Charles P Cotton, Manual of Railway Engineering, published in 1874.4 This was a detailed set of instructions on building, regulating, and gaining government approval for railway construction projects in the UK and Ireland. Having read this dense tome, he realized that most of the innovation and change undergone by the railway industry was unrelated to the tracks themselves. RBP was largely dependent on earnings made on the maintenance of a large number of railway lines.


As an engineer, Patrick had worked at an infrastructure construction firm, which mostly engaged in building motorways, ports, tunnels, and airports, but had occasionally built sections of railway. On the face of it, he was comfortable with the technical side of the job. He had held a number of directorships and accepting this new appointment looked like the smart thing to do: there would be only six board meetings a year, each requiring just a two-hour flight to another city, and plenty of timing alternatives were available.


At his second board meeting, Patrick got a surprise. The supporting information was supplied at the meeting itself and was, in any event, very scarce. The chairman of the board was also RBP’s CEO. The other board members included two RBP executives, the executive president, two directors of RBP’s parent company, and the former CEO of RBP, now retired – like Patrick, he was characterized as ‘independent’. So there were eight board members in total.


The strangest thing about it was that very little was said at meetings about RBP itself. There would first be an overview of the latest data (usually several months old), then a few highlights – almost invariably about the parent company, only sometimes with a relevance to RBP’s order book. Discussion would turn from the business to the wider economy, and from the economy to politics, and gradually the meeting became a sort of free-flowing chat show, bearing no relation to RBP. Meetings would start at 12 noon and break for lunch at 1.30pm. But very often the directors would arrive late and the meeting would become much the same thing as lunch.


Directorships were well paid and Patrick didn’t know what to do. If he tried telling them this wasn’t a board meeting but a chat show, they might feel offended. It was clear to him, though, that this didn’t make sense in 2015 and that he shouldn’t be there–out of a sense of professionalism, but also because it might damage his reputation. At a later meeting, he resigned on the pretext that he was overstretched by an excessive workload. He thanked the other directors for having appointed him and offered to provide them with any assistance they might need in future.


Unfortunately, Patrick Collins’s experience is not exceptional. Quite a few company boards operate like RBP’s. Patrick’s story revolves around a board that doesn’t work as it should. Some members think of their directorship as a reward for services rendered to the company during their former tenure as executives. Others see it as a part of their current roles as company managers. And a few independent directors regard it as a form of remuneration for the prestige they bring to the company with their track record, or for the recognition attached to having held public office.


This sort of attitude may be more widespread at government-controlled companies and their equivalents, where technological, financial, and sales risks are low, as seemed to be the case at RBP. Yet a comfortable position could also serve as the springboard for taking controlled risks to widen the business in a meaningful way – even where this involves diversification. The company board could stimulate this kind of mindset instead of falling back on routine and red tape. What’s more, the unedifying example set by a chat-show board often leads to talent loss. In 2015, one thing is clear: what goes on in the board is known throughout the company.


Sometimes a board appointment is a form of remuneration. It can be a way of giving people a post-retirement, end-of-career reward, thanking them for their length of service or some special contribution they might have made; a way of padding out a senior executive’s compensation when the company pays less than the going rate. Sometimes, part of the compensation is the mere prestige of holding a directorship. Still, although boards of this sort continue to exist, there is a strong trend towards adding value from the corporate governance perspective.
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I was lucky to share several boards of directors with the author and
| have been able to appreciate his independent thinking, ambition,
energetic drive and optimism towards the future and his capacity
to surprise with very original perspectives when facing a variety of
questions. His presence enriches the discussions.”

Marc Puig, Chairman and CEO, Puig, 5.L.

“Pedro Nueno is for me a combination of wisdom connected to effort,
hard work and tenacity. One example are his results in China.
Félix Revuelta, President, Naturhouse.

“Backed by years of research and personal experience, Pedro Nueno's
book reviews the pillars of good corporate governance. He uniquely
combines experience, suggestions, humor and provocative questions to
provide a realistic picture of the, many times forgotten, responsibilities of
a good board. This is a must-read for directors who want to make a real
impact; there is no doubt that the present situation needs to be changed
and this is a clever guide for understanding why and how.”

Julia Prats, Bertran Foundation Chair of Entrepreneurship, IESE.

“Professor Nueno not only talks about what he knows but, most of all, he
knows what he talks about and explains it in a practical and educational
way. In this book we can find most of the advice with which he enriched
the discussions of our board of directors. He also provides a touch of
humor to such a complex and serious world as corporate governance.
An essential work.”

Tomés Pacual Gomez-Cuétara, President, Calidad Pascual

£1999 IN UK /52995 INUS.

LIDpublishing

.com






OEBPS/images/pub.jpg
LONDON
MADRID
MEXICO CITY
NEW YORK
BARCELONA

MONTERREY
SHANGHAI
BOGOTA
BUENOS AIRES
SAN ERANCISCO





OEBPS/images/cover.jpg
202
BOARD.

. i
ThequreolCompa 4Boards |
Lo i

=

Pedro Nueno





OEBPS/images/f0007-01.jpg
s
[ = =l
[ ]
=
(-
[——1
=]
| -






OEBPS/images/copy.jpg





