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The real challenge for directors isn’t regulatory compliance—it’s high
performance. To achieve it, they need to systematically examine their
purpose, tasks, talents, information, and agenda.

Building Better Boards

by David A. Nadler

In business, as in families, overly permissive
parenting is often blamed for egregious misbe-
havior. Recent scandals have exposed some
boards as too passive, too indulgent, or flat-out
oblivious to what goes on around them. As a
result, companies facing new governance re-
quirements are scrambling to buttress finan-
cial reporting, overhaul board structures—
whatever it takes to become compliant. If they
stop there, though, compliant is all they’ll be.
That would be a shame.

The key to better corporate governance lies
in the working relationships between boards
and managers, in the social dynamics of board
interaction, and in the competence, integrity,
and constructive involvement of individual di-
rectors. Patently, this is not the stuff of legisla-
tion. In fact, as others have noted (“What
Makes Great Boards Great,’ Jeffrey A. Sonnen-
feld, HBR September 2002), many corporate
scofflaws already had in place the “reforms”
now prescribed as a vaccine against miscon-
duct. Boards dissatisfied with lowest-common-
denominator improvements cannot count on

answers imposed from outside. Instead, they
must think aspirationally and act practically,
deciding where they want to go and then
equipping themselves for the journey.

That journey will probably be a long one.
Everyone knows what most boards have been:
gentleman’s-club-era relics characterized by
ceremony and conformity. And everyone
knows what boards should be: seats of chal-
lenge and inquiry that add value without med-
dling and make CEOs more effective but not
all-powerful. A board can reach that destina-
tion only if it functions as a team, as we have
come to understand teams over the past few
decades.

The high-performance board, like the high-
performance team, is competent, coordi-
nated, collegial, and focused on an unambigu-
ous goal. Such entities do not simply evolve;
they must be constructed to an exacting blue-
print. At Mercer Delta, we call that act “board
building”

The challenge of board building is huge;
most companies don’t know where to begin.
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To help them, we’ve developed an agenda and
a set of tools that boards can use to define and
achieve their objectives. The following guid-
ance derives from our recent work with the
CEOs and directors of more than two dozen
major companies on the topics of board effec-
tiveness, governance reforms, and CEO per-
formance appraisal and succession.

We also collaborated with the Center for Ef-
fective Organizations at the University of
Southern California in Los Angeles to survey
more than 300 chiefly independent directors
representing the boards of more than 200
large corporations. In general, the results of
our survey mirrored our firsthand observa-
tions. One point that emerged repeatedly was
the importance of regular self-assessment
when building a strong board.

The Right Mind-Set

Board building is an ongoing activity, a pro-
cess of continuous improvement, which
means boards must keep coming back to the
same questions about purpose, resources, and
effectiveness. The best mechanisms for doing
that are annual self-assessments. According to
our survey, conducting and acting on such as-
sessments are among the top activities most
likely to improve board performance overall.

Of course, not everyone does what they
know is best for them. Only 56% of respon-
dents to our survey said their boards’ perfor-
mance is formally evaluated on a regular basis.
And only one-quarter of those—or 16% of the
entire sample—have a plan to address the con-
cerns raised by their assessments. Clearly,
many boards lack data from which to draw
conclusions about their success and processes
for using the data they do have to improve.

But to assess or not to assess isn’t really the
question: The New York Stock Exchange now
requires annual board evaluations. Compa-
nies do retain great flexibility around what to
assess and how, as well as how to apply the re-
sults. Some boards skate by with paper-and-
pencil surveys comprising recycled checklists
cobbled together by another company’s attor-
neys. That will keep them listed, but it won’t
do much to improve their minimalist ap-
proach to governance.

Others treat self-assessment as a transfor-
mational exercise. The boards of Medtronic,
Service Corporation International, Bank of
Montreal, and Best Western, among others,

have self-assessed themselves into high-per-
formance teams, rethinking members’ roles
and working relationships. Such extensive re-
invention requires serious time and energy—
scarce commodities for directors and CEOs.
Self-assessment is no cursory glance in the
mirror but rather an exhaustive culling of
quantitative and qualitative data through sur-
veys, confidential interviews, and facilitated
group discussions.

The investment is worth it. By making rou-
tine the practice of rigorous introspection,
boards ensure that they are fit to cope with ex-
isting circumstances and adapt to new ones.

The Right Role

Like most quests for change, board building
begins with a vision. Specifically, boards must
decide how engaged they want to be in influ-
encing management’s decisions and the com-
pany’s direction. With this step, they move be-
yond the letter of reform and begin to focus on
its spirit. We have identified five board types
that fall along a continuum from least to
most involved. (See the exhibit “How Engaged
Should We Be?”) At the start of any board-
building program, the directors and the CEO
should agree among themselves which of the
following models best fits the company.

The Passive Board. This is the traditional
model. The board’s activity and participation
are minimal and at the CEO’s discretion. The
board has limited accountability. Its main job
is ratifying management’s decisions.

The Certifying Board. This model empha-
sizes credibility to shareholders and the im-
portance of outside directors. The board certi-
fies that the business is managed properly and
that the CEO meets the board’s requirements.
It also oversees an orderly succession process.

The Engaged Board.In this model, the
board serves as the CEQ’s partner. It provides
insight, advice, and support on key decisions.
It recognizes its responsibility for overseeing
CEO and company performance. The board
conducts substantive discussions of key issues
and actively defines its role and boundaries.

The Intervening Board. This model is com-
mon in a crisis. The board becomes deeply in-
volved in making key decisions about the com-
pany and holds frequent, intense meetings.

The Operating Board. This is the deepest
level of ongoing board involvement. The
board makes key decisions that management
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then implements. This model is common in
early-stage start-ups whose top executives may
have specialized expertise but lack broad man-
agement experience.

The point of this exercise ism’t to pack
boards into rigid boxes. These characteriza-
tions are, after all, essentially archetypes. Real-
world boards slide back and forth across the
scale, their levels of engagement changing as
issues and circumstances do. A passive or certi-
fying board in crisis, for instance, may morph
temporarily into an intervening board to re-
move the CEO, and then into an operating
board until a new leader is in place.

Still, selecting a level of engagement pro-
vides the philosophical framework for every-
thing that follows. Simply having that conversa-
tion is a significant first step toward improved
board performance. The board may find that it
disagrees sharply with the executive team about
its role; or that individual directors harbor diver-
gent views, making it difficult to act in concert.

Having characterized itself to itself and to man-
agement, the board can evaluate each subse-
quent decision for fidelity to the model.

The Right Work
Establishing an overarching level of engage-
ment helps board directors set expectations
and ground rules for their roles relative to se-
nior managers’ roles. But an engagement phi-
losophy—Ilike most expressions of general
principle—does not apply equally to all
spheres of activity. Boards, after all, poten-
tially participate in dozens of distinct areas.
Many board tasks are familiar legal obliga-
tions: approving mergers and acquisitions; pro-
viding counsel to senior management; hiring,
firing, and setting compensation; evaluating
the CEO; ensuring effective audit procedures;
monitoring investments; and so on. The latest
governance requirements call upon boards to
spell out those duties in written charters. At
the end of each year, they go down the check-

How Engaged Should We Be?

At the start of any board-building program, the directors and the CEO need
to agree what their level of involvement will be. The following are five possible

board models, which fall along a continuum from least to most involved.

LEAST INVOLVED [ | [EEEEEEEEEEErrr et e e e e et e e e E TP iy mmimmn MmosT INVOLVED

The Passive Board
- Functions at the discretion

The Certifying Board

of the CEO. the CEO is doing what the
- Limits its activities and par- board expects and that
ticipation. management will take

corrective action when

- Limits its accountability.
needed.

- Ratifies management's pref-

erences. .
dependent directors and

meets without the CEQ.

- Stays informed about
current performance and
designates external board
members to evaluate
the CEQ.

- Establishes an orderly
succession process.

- Is willing to change

management to be
credible to shareholders.
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- Certifies to shareholders that

- Emphasizes the need for in-

The Engaged Board

- Provides insight, advice, and
support to the CEO and
management team.

- Recognizes its ultimate
responsibility to oversee
CEO and company perfor-
mance; guides and judges
the CEO.

- Conducts useful, two-way
discussions about key
decisions facing the
company.

- Seeks out sufficient industry
and financial expertise to
add value to decisions.

- Takes time to define
the roles and behaviors
required by the board and
the boundaries of CEO
and board responsibilities.

The Intervening Board
- Becomes intensely
involved in decision
making around key issues.
- Convenes frequent,

intense meetings, often
on short notice.

The Operating Board

- Makes key decisions

that management then im-
plements.

- Fills gaps in management

experience.

Copyright © 2004 Harvard Business School
Publishing Corporation. All rights reserved
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Which Tasks Are
Most Important?

Sample:
1. strategic direction

Using a form like the one shown here, board directors and management can rate the existing and
optimal levels of board engagement for each strategic business activity on a scale of one to five.
(One represents areas that are chiefly management’s responsibility, and five represents areas that
are exclusively the board’s responsibility.) This exercise may surface gaps between where the board

needs to be focused and where it is actually spending its time and resources.

2. strategic plans

3. strategy implementation

Strategy
1. strategic direction

Current Engagement

2. strategic plans

3. strategy implementation

Strategic transactions
4. major investments

5. portfolio change (M&A)

Operations
6. R&D

7. manufacturing

8. marketing and sales

9. 1T

Human resources and organization

10. leadership development

11. non-CEO executive compensation

12, human capital

13. organization

14. corporate culture

Financial management
15. financial strategy

16. capital structure

17. liquidity management

18. dividend policy

19. financial reporting

Risk management
20. enterprise risk management

21. ethical performance and compliance

22. audit

External relations
23. brand positioning and integrity

24. shareholder relations

25. legal and regulatory

26. other constituencies

CEO effectiveness
27. CEO performance appraisal

28. CEO compensation

29. CEO succession

Corporate governance
30. board effectiveness

31. director selection

32. director assessment

Other (please specify)
33.
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N R RN

R N )

Desired Engagement
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NO
ENGAGEMENT

Low
ENGAGEMENT

MODERATE
ENGAGEMENT

HIGH
ENGAGEMENT

EXCLUSIVE
ENGAGEMENT

NOT APPLICABLE/
DON’T KNOW
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Boards must recognize
which directors need
help, which should not be
nominated for another
term, and which should

be cut loose.
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list and affirm, “Yes, we did that” But that is a
recipe for compliance, not necessarily for good
governance. A better approach is to translate
these mandates into categories of work, each
composed of several activities.

Using a form like the one shown in the ex-
hibit “Which Tasks Are Most Important?” di-
rectors can rate the existing and optimal levels
of engagement for each activity on a sliding
scale. Activities that are chiefly management’s
responsibility receive a one; activities that fall
exclusively within the purview of the board get
a five. Senior managers should fill out the
same form.

The results provide fodder for two forms of
gap analysis. First, by comparing actual and
desirable levels of engagement for each activ-
ity, the board can plot in great detail where to
pump up or down its energies. Second, juxta-
posing directors’ and managers’ views of the
board’s role may surface disagreements that
otherwise act like submerged mines. Occa-
sionally, the reverse happens: The directors at
one large media company we worked with,
for example, were pleasantly surprised when
managers rated the board’s optimal involve-
ment in some areas higher than the board
had rated itself.

This exercise has other applications as well.
As the directors are considering all the scenar-
ios that might require changes in involve-
ment, they’re forced to contemplate the fu-
ture. The board can also use this form to track
how well it is fulfilling its self-defined mission
and whether meetings devote the right
amount of time to the right topics. Finally, it
is a starting point to determine whether direc-
tors possess adequate skills, experience, and
knowledge in the areas that matter most.

The Right People

A team is only as good as its members, and
high-quality board members are alarmingly
scarce. Eighty-one percent of our survey re-
spondents said it’s become more difficult to
recruit qualified directors; close to 40% said
their boards lack an effective process for se-
lecting new members.

In addition, reform efforts unduly empha-
size several narrow aspects of board composi-
tion. Sarbanes-Oxley prescribes a heavy dose of
independent directors, but the real issue isn’t
independence; it’s competence. We are not re-
ferring merely to the technical expertise of

audit committee members but to all compe-
tencies related to the company, its environ-
ment, and its industry.

Composition assessments look at both the
collective capabilities of the board and the at-
tributes of each director. Again, our survey is
revealing. More than 90% of respondents said
their boards possess the collective capabilities
to be effective. By comparison, directors’ indi-
vidual proficiencies inspired less confidence.
Only:

» 73% of respondents said their colleagues
have detailed knowledge of the company’s in-
dustry;

» 69% said their colleagues have accounting
and public-reporting expertise;

» 61% said their colleagues understand the
company’s key technologies and business prac-
tices;

» 60% said their colleagues possess expertise
in global business issues;

» 58% said their colleagues contribute po-
tentially valuable external contacts.

The work-categories exercise described ear-
lier is the cornerstone of composition assess-
ment. Boards take inventory of each director’s
strengths—based on professional experience
and technical knowledge—and align them
with activities that require maximum board in-
volvement. The resulting capabilities profile il-
lustrates the match—sometimes the alarming
mismatch—between what the board needs
and what directors can actually do. Such
knowledge is critical for producing director re-
cruitment profiles.

Continental Airlines, for example, was de-
termined to enlist the best directors possible
to help fight the battles engulfing its industry.
The board thoroughly analyzed the com-
pany’s business issues to determine what
skills and experience it needed. Directors ze-
roed in on knowledge of the airline and travel
industries, an understanding of marketing
and consumer behavior, access to key busi-
ness and political contacts, and experience
with industry reconfiguration.

The board then defined the capabilities
and qualities expected of all directors, such as
independence, business credibility, financial
expertise, confidence, and teamwork. To be as
representative as possible, it took into ac-
count directors’ knowledge of geographic
markets—particularly their knowledge of key
Continental hubs—CEO experience, leader-
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ship in the business sectors, and gender and
ethnic diversity.

Next, the board assessed all of its directors
and mapped their skills, experience, and back-
grounds against the new criteria. The gaps be-
came fodder for hypertargeted recruitment
profiles. In the end, several board members
voluntarily stepped down to make way for new
directors who had the capabilities Continental
needed to compete successfully.

Capabilities profiles also provide a safe
mechanism for directors and senior managers
to broach sensitive subjects. “For about a year,
I’'d wanted to raise the issue of recruiting more
directors with industry experience,” said the
CEO of a Fortune 500 company involved in a
massive turnaround. “I felt sure this issue
would make several board members defen-
sive, so I held off” Then the board performed a
composition assessment. “To my surprise, they
raised this issue themselves,” the CEO told us,
“and tasked the nominating committee to de-
velop a list of board candidates with exactly
the kind of experience I felt we needed—all
without my having to be the heavy”

Evaluating personal performance, of course,
requires precision and delicacy. It is not surpris-
ing that 76% of our survey respondents report

that the boards on which they sit conduct no
individual assessments. Under growing pres-
sure to perform, however, boards must recog-
nize which directors need help, which should
not be nominated for another term, and which
should be cut loose. Consequently, more
boards are adopting formal assessments of in-
dividual directors, including peer review.

The peer review at one multinational finan-
cial services company illustrates how such as-
sessments work. It comprises 18 questions
rating individual members’ demonstrated
knowledge of key areas, their understanding of
and preparation for their roles as directors, the
quality of their input or advice, and their con-
tributions to board interaction. All board
members, including the member being evalu-
ated, fill out the form. (The exhibit “What Are
Our Members’ Strengths and Weaknesses?”
compares the ratings one director gave himself
with the ratings others gave him.) The com-
pany furnishes such reports to each board
member and to the board’s independent chair-
man, who uses them to guide discussion dur-
ing directors’ annual reviews. Peer feedback
has influenced decisions about recruitment, re-
tirement, committee leadership and selection,
and education initiatives for directors.

What Are Our Members’ Strengths and Weaknesses?

Use of peer-review tools is becoming more
common among boards interested in for-
mally assessing their individual directors. In
the example here, the performance of one di-
rector at a multinational financial services
company was rated on a scale of one (lowest
performance) to five (highest performance)
in four areas: contributions to board interac-
tion; knowledge of key areas; understanding
of director’s role; and quality of input at
meetings. His peers generally gave him more
credit for his knowledge than the director
gave himself. But when the subject was inter-
action, the director’s peers perceived him as
undermining board deliberations by talking
too much, listening too little, and squelching
constructive debate. Meanwhile, the director
clearly considered listening and engaging to
be among his strong suits.

HARVARD BUSINESS REVIEW ¢ MAY 2004

effective with
others

—o— how | rate myself Persuasive  valuale

—mm—  how my peers rate me

cuatedy finance
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The Right Agenda

Agenda management is a mundane-sounding
subject if ever there was one. Agendas, how-
ever, dictate what the board discusses and at
what length. To control the agenda is to con-
trol the work of the board.

Historically, management has been in con-
trol. Nearly 60% of our survey respondents
said they can’t influence their own agendas.
The result has been decades of choreographed
ceremonies substituting for meetings where
real work gets done. At many companies, direc-
tors routinely endure a parade of precisely
scripted presentations, occasionally followed
by perfunctory discussion and the inevitable
vote to ratify management’s recommenda-
tions. CEOs, if so inclined, can overload the
agenda with so many show-and-tell segments
that they crowd out serious questions, trouble-
some concerns, or authentic debate.

“At many U.S. companies, the board meet-
ings are shorter, and there’s much less discus-
sion,” says one retired CEO who has sat on the
boards of both U.S. and European companies.
“It’s more, ‘Bang, bang, here’s a nice presenta-
tion on interesting issues. It’s like going to a
diner for a meal. If you don’t finish your food
fast, they will take it away from you”

But with the call to accountability, corpo-
rate boards can no longer doze behind the
wheel while management steers. To the extent
that CEOs participate in the board-building
process (and CEOs must participate in the
board-building process) they acquiesce to some
level of power sharing—a high level in the en-
gaged, intervening, and operating models. The
presiding director can collaborate with the
CEO to devise an agenda agreeable to both. Al-
ternatively, at the end of each board meeting,
participants can collectively set the agenda for
the next one. In any case, the rating of tasks
(which, you’ll recall, has been blessed by both
the board and management) is the touchstone.
Directors and managers can review the agen-
das and minutes of meetings past to ascertain
how much time they devote to each area. They
then compare those findings with the board’s
priorities to establish a correlation between in-
terest bestowed and time spent.

The board at Target, a corporate governance
leader, has gone further, transforming agenda
management into something of an art. At the
start of each year, the board sets three top pri-
orities—for example, strategic direction, capi-

tal allocation, and succession planning. It then
places each topic at the top of the agenda for
at least one upcoming meeting. Target’s board
also devotes one meeting a year to setting the
strategic direction for each major operating di-
vision, an acknowledgement of the company’s
growing complexity. Directors never stint on
questions and debate, requiring management
to submit major items for board approval at
least one meeting prior to the scheduled vote
so they have the chance to discuss them. But
they are chary of their time and insist that pre-
sentations be short and to the point.

Boards should find ways to stay engaged
with the company’s issues outside of regular
meetings as well. Even without managerial di-
versions, board meetings are simply too
packed with must-accomplish items to allow
an in-depth examination of any one. That is
frustrating for directors who want to dig
deeper into the meatiest subjects, most nota-
bly succession planning and strategy. Annual
off-site meetings or retreats, one-on-one con-
claves involving CEOs and directors, and sit-
downs between groups of directors and em-
ployees who have common interests all make
the intervals between meetings fruitful.

The board’s standing committees can also
provide continuity. In response to the height-
ened focus on accounting and financial re-
porting, for example, many audit committees
now meet—in person or via teleconferenc-
ing—more often than the board as a whole.
Certainly, committees give directors the
chance to concentrate on specific issues, de-
veloping deeper expertise in the process. But
in general, boards have come to rely less and
less on committees, motivated in part by the
concern that some will emerge with greater
influence than others and impair directors’
ability to work together.

The Right Information

The corporate secretary of a major company
explained to us the “dark side” of communica-
tions between senior management and the
board. “There are two equally effective ways
of keeping a board in the dark,” he said. “One
is to provide them with too little information.
The other, ironically, is to provide too much.”
The secretary went on to describe his own ex-
perience on the board of a public corporation:
“We received reams of financial information
in advance of each board meeting, which was
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Without the right
information, in the right
format, at the right time,

board members may be
left in the dark.
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way too much to absorb and could not be
properly understood without considerable
background information.”

Thus do boards fall prey to the confusion of
data with information, which is no less real a
problem for being a cliché. Too many board di-
rectors are overwhelmed by fat stacks of often
insignificant numbers but lack the right infor-
mation presented in the right way to produce
informed action. We’re constantly surprised—
though perhaps we shouldn’t be—when direc-
tors who have served on boards for years con-
fess that they don’t really understand how
their companies make money.

Certainly, boards face a huge information
challenge. Directors are outsiders with limited
time to learn about the company. If knowledge
is power, then the balance lies with managers,
who live and breathe operations. Indeed, only
28% of the directors in our survey said they
have independent channels for obtaining use-
ful information about the company. The rest
rely on what management chooses to share
with them. Throughout our research, direc-
tors asked us repeatedly, “How can I tell what’s
really going on?”

In some cases, a little class time helps cor-
rect the imbalance. One company we worked
with, for example, decided that its board
lacked the background to intelligently review
its strategy, business model, and performance.
So the CFO walked audit committee members
through the company’s balance sheet line by
line and later did the same for the entire board
in an intensive three-hour workshop. Direc-
tors, including some who had been on the
board for years, came away with a much better
understanding of important issues.

In that case, the board diagnosed its own
problem. Other boards, however, suffer from
a more general discomfort: the feeling that
something is missing or preventing them
from doing their jobs. Often, that something
is a particular kind of information. The board
of Axcan Pharma, for example, conducted a
self-assessment that exposed concern about
the conflation of chairman and CEO roles.
Further conversations narrowed the focus: Di-
rectors, it turned out, worried less about the
conflation of roles than about a lack of infor-
mation regarding acquisitions the CEO was
pursuing. The solution was to change the in-
formation flow to the board rather than sepa-
rate the two roles. Similarly, at Best Western,

directors expressed dissatisfaction about the
board’s role in strategic direction. Their chief
complaint? They weren’t getting information
on risks and returns before being asked to rat-
ify major initiatives.

Such knowledge malnutrition is common.
Boards often subsist on just two sources of in-
formation. The first is retrospective data on
corporate performance and operations—in
other words, trailing indicators. The second is
presentations by management—particularly
by the CEO, whose articulation of a vision and
interpretation of financials significantly shape
boards’ views. Given those meager rations, it’s
no wonder companies get into deep trouble
before their boards find out.

Not long ago, we worked with a board that
was under sharp criticism for taking too long
to remove a CEO following major performance
shortfalls and spectacular valuation declines.
But the directors shouldn’t have been faulted
for dragging their feet. As one explained, “Six
months ago, we had a very articulate CEO who
made a very eloquent case about the company,
and we had financial measures that indicated
we were one of the most valuable market capi-
talization companies in the country. How were
we to know what was going on below? In fact,
once we saw the problems, we acted with
blinding speed, although in many ways it was
too late”

It is management’s responsibility to ensure
that boards get the right information at the
right time and in the right format to perform
their duties. The best boards design processes
to deliver formal information that combines
both leading and lagging performance indica-
tors, which will vary by industry and company.
But boards should also be free to collect infor-
mation on their own, informally and without
management supervision. Directors at General
Electric and Target, for example, are required
to periodically visit company facilities unac-
companied by senior executives.

The Right Culture
Against a backdrop of governance progress,
many boards appear positively antediluvian.
The boardroom is dark and richly paneled. A
plaque engraved with a member’s name
adorns each chair. No one argues passion-
ately about anything. Robert’s Rules of Order
prevail.

Those are just some visible artifacts of tradi-
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Do We Have an Engaged Culture?

Engaged cultures are characterized by candor and a willingness to challenge. In
each of the following areas, engaged boards reflect the social and work dynamics of

a high-performance team.

Agendas

» The agendas limit presentation time
and maximize discussion time.

» There is lots of opportunity for infor-
mal interaction among directors.

Norms

« Board members are honest yet con-
structive.

« Board members are ready to ask ques-
tions and willing to challenge leader-
ship.

« Board members actively seek out
other directors’ views and contribu-
tions.

» Board members spend appropriate
time on important issues.

Beliefs

“If | don’t come prepared, | will be
embarrassed”

“If | don’t actively participate, | won’t
be fulfilling my responsibility.”

“I’ll earn the respect of my fellow direc-
tors by making valuable contributions
and taking responsibility for what we
do together”

“If I can’t carry my load, or if | can’t
agree with what’s going on, | should
resign.”

Values

 The board serves the business commu-
nity by actively participating in gover-
nance.

» The board is responsible to the com-
pany’s various stakeholders and con-
stituencies.

« Board members are personally ac-
countable for what goes on in the
company.

» The board is responsible for maintain-
ing the company’s stature in the in-
dustry.

« Board members respect one another.

HARVARD BUSINESS REVIEW ¢ MAY 2004

tional board culture—a huge obstacle to direc-
tors seeking greater engagement. Culture is a
system of informal, unwritten, yet powerful
norms derived from shared values that influ-
ence behavior. We know that culture affects
teams: Even those doing the same work with
identical structures and similar composition
perform differently depending on their social
systems and beliefs. Thus, passive boards, gov-
erned as they are by formality and reserve, will
perform differently from boards like the one
described in the exhibit “Do We Have an En-
gaged Culture?” Engaged cultures are charac-
terized by candor and a willingness to chal-
lenge, and they reflect the social and work
dynamics of a high-performance team.
Structures, composition, information flow—
these things can be designed. Culture, by con-

trast, develops over time and tends to reward
those who perpetuate it, making it difficult to
change. At one financial institution in the
midst of a self-assessment, some directors ar-
gued for a more open and participatory cul-
ture. But the majority clung to the status quo.
Proponents of change recognized that as long
as the board’s composition stayed the same,
the old culture wasn’t going anywhere.

Boards cannot easily change their cultures.

But as members start to act as a team, board
cultures will change. The closer directors get to
an engaged culture, the closer they are to
being the best boards possible.
Although governance reform is, strictly speak-
ing, an imposition, boards should view it as a
catalyst. Yes, it is far harder to clean house
than to simply tidy up, but the rewards are
proportionately greater. An ambitious board-
building process, devised and endorsed by di-
rectors and management, can turn a good
board into a great one. But that transforma-
tion happens only when boards define their
optimal roles and tasks and marshal the peo-
ple, agendas, information, and culture to sup-
port them.

At its most effective, board building contrib-
utes not only to performance but also to mem-
ber satisfaction. “I've served on this board for
nearly ten years, and this is the first time I've
really sat down and thought about how we
have been working together,” said the director
of a consumer products company engaged in
such a project. “Our discussions always focus
on how we are addressing everything on the
overloaded agenda. Now that I've spent some
time thinking about this, there are definitely
some things we could do better.

“It also made me think about why I joined
this board in the first place,” he said. “Some-
where between all the meetings and the calls,
I seem to have lost sight of that”
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