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A EUROPEAN VIEW

The CorponateBoaddidrfnaieition,

by BOHDAN HAWRNMIWSHYNY Directar, CER (International Management Institute), Geneva

oards of directors used to be

B[T)eaceful corporate sanctuaries.
heir importamee, their iimtensity

of involvement varied across compa-
nies and countties. Some were
merely ornaments at the top of the
corporate structure; others exercised
the ultimate powen of deeision in all
key areas of eorporate lite. Some
beatds met te have a geed RER,
exehange business gessip, and
perform the neeessary legal formality
of appreving what Rad already taken
place. OhRiis Mgt frequently, sery-
tinized v8IUMIRRNS repars and
prepesals, 3Rd made decisions that
fetermingd the future Realth and
perfarmance a8t the e8rparatian. I
MBSt £3see; [he BN felt secure
3nRd ynehaliengsd, BBA iR thair
SI3HUs 35 [Re SYBreMme gQVeming
8r8an 8f the £8IRRRALON and iH thelr
AgAt {8 BEIREILALe (HEMsegIves:

In the seventies, all boards came
under pressure, as a number of
factors converged. After several
decades of expansion, successiul
innovations, and prefits, many
corporations had to jam 8R (he
brakes and adjust te a leaner fife. But
society's expeetations, whieh had
matured in the heydays af growih;

could no longer be nourished easily.

Worlkers expected iincreasing
wages, job security, improved
werking conditiens, and mare say in
management. Customens began to
compare advertised promises against
the performance of products—and
grumbling Inereased. Communities
whese very existence depended R
eofpoiate decisions wanted (o be
eaunted in. Hame eauntty SOVEA-
Fents, URder pressure af infation,
unempleyment, Budget, and Halanee
8t payments deficlis, demanded
greaier eprperate eampliamee With
their palisies:

Host country governments wanted
the subsidiaries of foreigm corpora-
tions to march more to the tune of
their national objectives and less
to the rhythm of foreign-based
corporate headquantens. Caught
between market downttumms and
rising constiluency demands, some
corperations could not adjust and
went off the ralls. Others, in their
anxiety te eontinue to perfatm well,
Fesgrted 1o sueh expedients as
SWaPPIRgG corporate favers of
greasing willing hanes. News,
spreading guicky, was sften wiown
gut et prapestion; and the beards, §s

the bodies ultimately mregponsible,
frequently looked pale under such
circumstances: mot swfficiently
informed, not sufficiently lknow!-
edgeable, or mot sufficiently assertive,

It is against the above badkgmound
that 1 shall review the nature and
direction of changes in boards—iboth
changes that have taken place and
Hosewhich are necessary of likely.
My approach grew from a discus-
sion with former eolleague Dr. J.|.
O'Conmell, then a CEl faculty mem-
ber whe earfied aut researeR on
beards in six European countirs; Re
is new prefesser and dean of the
Graduate Sches), Bentley College,
Waltham, Mass.

Regponsibilities

Boards first emerged as a group of
owners or as direct nomiimees of the
owmens to whom they owed their
sole responsibility; Board members
were the custodians, protecting
propenyy, preserving assets. The
regponsibility was discharged by
appointed managers, whase achieve-
ments were summarized in an amnual
report and presented to the assambly
of owmers. This was the pure share-
holder era of corponate life.




The Corporate Board in Tramsttion

With time, owmership spread and
became diluted. Shareholders grew
numerous, buying and selling at will
their piece of ownership. Most of
ther were known only to the
campany computer Thus, the llinks
between the ownesns and their repre-
sentatives an the boards lbecame
fragile. And as eorperatioms, having
became big and pelent, taok on lives
of their awn, their perpetuation
beeame meie impeorant than the
maximizatien af dividends r share
priees. The Beatds gradually shifted
their commitment te the COrperFation
itself aAd away fram fis awneis, the
sharehgldeis. Legally things did nat
E€Range; the insiriments remained:
There were still annval reparis and
the 3RRUal Sharehalter 2ssamBlies
With tReir proxy mechanism fhat
fgeilitated the self-perpetuation 8i
the Bagrde:

Re=oently, new claimants, who
represent more organized constituen-
cies, have begun to appeal to the
media, to the general public, and to
governmenis.. While their nature and
pewer vary, the laber constituencies
have been guite significant. In sueh
€OURtiRS as Germany oF the Seandi-
AaYian nations, pewerful URieRs have
abtained the right far empleyres 8
be represented AR Beards. 1ihe ralio-
Aale is that wermers, whe will gfien
Stay With &R BRIBFPHISE th
their warking Iives, are mare affected
By Baard decisionz—=3and thus have
3 §reaier sigke in them—1than are
FHSAYMBYS Sharensiders Whe ynlgad
Mk shares at the slighiest Negative
$ignal from fhe sigek market 1A some
£4ses, Wheie Ihe Very syrvival of &
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and Volvo's operatiom located there.)

In the U.S,, minonities, feeling that
they supply much labor but are not
asked for many ideas, have aspired
for board represemtation. Consumers,
for example, having been told that
they are ultimate decision makeis
because they vete with theit dollars,
have learned that such veting does
net always result in better, safer, f
cheaper preduets. The premise of a
more direet vate iR the Hoardroom
has seemed an atirastive alternative.

Thus, the stakeholder era has been
bom. This is the newest corporate
incarnatiom. If we accept the motion
of board responsibility to stake-
holders rather than just to share-
holdeers, winat is the nature of that
responsibility? Clearly, the interests of
different constituencies vary and
sometimes even clash, such as higher
wages versus cheaper products. So
one responsibility of boards must be
to reconcile such interests. To achieve
this, the various stakeholder repre-
sentatives must accept the fact that
their primary responsibility is to facil-
itate the effective functioning of
the corporation. They cannot be
spokesmen acting withim the marrow
mandate of their constituencies;
rather, they must functiom with the
understanding that, whille taking into
account the interests of their constit-
uency, they will seek to make those
interests compatible with the basic
requirementts of corporate health;
innovation, ethical behavior, profita-
bility. Philosophicailly, the Dutch have
advanced the furtihest along this line,
establishing the balance between
conscience and constituency; each
board member must act for the good
of the corporatiom according to his
good conscience, taking into account
his constituencys interests while not
being a mere spokesman for them.

If one accepts the staketholder
concept, then new instrumenis and

new institutiomal interfaces are
required for the board to fulfill its
responsibilities to these various
stakeholdens. Anmual reports, which
used to focus on sales, operations,
and financial aspects, willl now have
to be addiessedi—as is often the case
already—to different constituencies
with different content. Warkers’
eouncills, meeting with relevant
publie autheritirs,, may be as neces-
Sary as present eneoumens with
finaneial analysts.

Roles

As responsibilities change, so must
the roles of the boards, the things
they actually do. When the regponsi-
bifities were mainlly of a custodial
nature, the main tasks of boards
were verificatiom of results, hiring,
rewarding, or samctioning semior
managers.

As enterprises grow in size and
complkexitty, there is a shift of loyalty
and commiitimesintt away from owners
and toward the corporation itself.
This has involved the boards more in
the decisioms about fulure actions.
Howewer, given the professionaliza-
tion of management, only the inside
board members tended at first to
initiate decisioms. The outsiders
provided informatiom about markets,
suppliers, sources of credit; they gave
some advice and "ratified™ decisions
submitted for formal approval by
management. Since those in execu-
tive positioms controllled inside infor-
mation and had more directty
relevant expertise, they assumed
more power and boards became their
captives. This was facilitated by the
practice commom in Northh America
of the chairman also heing the chief
executive officer,

With loss of management control
in some large corporalioms, with
unethical behavior in others, and
with board membens disclaiming




responsibility in many such
instances, pressure emerged to
feview the duties of boards. It
seemed advisable to separate direc-
tien, supervision,and evaluation firom
the actual implementation of
deeisioms. Thus, the board would
define the mission and objectives of
A coFperatian, establish polieies,
meniter their implementation,
evaluate the perfarmance of the
gorporatien =itneluding that ef the
ehiet exeeytive offieer—-arid, ideally,
g3sess s ewn perfermance. Bul {8
E8FFy BUt SUYER &R evaluaiien effee:
Hyely the rgles of the eRairman and
EES must 8BViouRlY Be separaied. it
is diffieylt I8 preside gver 8RS QWA
jHEZMERt, particyary wheR it 18
£arfied 8t By 8RR aubardinates.

The Sructure

Boards were created originally as
single entities and long tended to
operate as such. When greater
pressure was placed on performance,
gpecial commiiters evolved, such as
executive, personnel, and com-
pensation. Then, regulatory bodies
demanded the creation of audit
commiltess to ascertain greater
aecountabilliy:.

Some coumtnies, such as Germamy,
went furtther. They imposed by law
two-tier boards, one supervisory and
one management. Ve Genmans itdlt
that this woulld awtomatically
separate direction and evaluation
from implementatiom, making boards
more independent of management
and therefoie mere accountable.
Elsewhere, as in Sweden, tRere is only
one beard; but sinee anly the
managing direetor in coFporate
management ean §it an the Heard,
and Re dees Aot A6t 85 iz ChAIFMAan,
there is 3R appreximatien af the
German practiee. IR NaFfth Amerieg,
the trend is in the same JiFEEtian:
There is & rapid shift {oward

appointing a majority of outside
membens and separating the rales of
chairman and CEQ, a recent case
being that of IBM, Such a shift
towards de facto, twe-tier beards will
be furiher accelerated because sueh a
structure can accommeodiate mare
readily the various stakehelder repre-
sefntatives an the beards, Witheut
impeding the funetioning ef the
earporation.

Compaosition

Once the owmnens, or “their” men,
would sit on the boards. When the
boards wete pulled into the decision-
making process, “management's”
buddies often were invited to join
the board. The process of accession
shifted from one of appointment (o
that ef co-eptation by the beards.

Since boards will now be more
representative in order to legitimize
the corporation vis-a-vis its various
constituencies, the trend is bound to
be toward stakehaolder regprasanta-
tives getting on boards through a
imoie genuinely elective process. The
twortier boards, o their equivalent,
will become the general pattern in
erder te accommodhte this. This
supervisery beard without execytive
membeis will meet less freguently;
degide 8A Major invesiments, make
dispesitiens st prefits, and aApPROIAt
top exeeutivgs. TRis will, iR tUFR, keep
fhe Board aut af the iimplementatign
funetien and reduee the patential
grea g conflict BefwRen constity-
EREY FEPresEniatives.

Boards must not only be findepen-
dent in order to be accountable and
credible, they must also be compe-
tent, or they will not give proper
direction to corporate activitigs. Tuwo-
tier boards assure independence, but
they de net guarantee competence,
which reguiies knowledge of markets,
praduets, technolgy, industry strue-
ture, esmpetition, and trade patterns.

These requirements imply effort and
time, and anyone whao sits on a board
will thus need to reduce his Iboard
membeiships in order to commit
more time to each individual board.
In the lang run, it probably means
professional outside board membeirs.
To create such a pool, earlier retire-
ment by top executives may be desif
able.

Conclusions

Like any organism, a board consists
of several compomemts which have to
be compatible. When one compo-
nent changes, the other must follow.
Corporations function in sodikpolit-
ical contiexts which, as they evolve,
place new demands on corporations.
As the corpoiation$ supreme
governing bodly, the board must
regpond te such demands, accepting
new responsibilitrs. As resnonsitili-
ties ehange, s6 must the reles, the
structuie, and the compesitien of
beards. Only the harmeonious evelu-
tion ef all af these aspeets ean assyre
Both greater aceeptability of and
smeeth fUREtBRIRG By Beards. Token
Minekity represeniation af audit
Eommifiee 18eatieR Will ABE suffice.

After examining the experience of
various coumtnies, one can deduce
the general direction of change:

# Increased board neesgmmsthilities
to sectors of the populatiom affected
by the activities of the corporation.

m Sharper segregmtion of direction,
monitorinmg, and evaluation imple-
mentation.

® A more truly elective process

H A two-tier simucture or its eguiva-
lent.

u Sgparation of the duties of the
chairman of the board and the chief
executive officer.

Individual countries and compa-
nies may move at a difierent pace,
but they are likely to move in these
general directians. a
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