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Globalization, technological
change and the increased
pace of business are
transforming companies

in ways that demand a
response from boards

of directors. At the same
time, boards’ activities are
increasingly regulated. With
all that in mind, what traits,
aptitudes and attitudes
should board members
have?

CORPORATE GOVERNANCE « BOARDS OF
DIRECTORS » BOARD MEMBER TRAITS

m———pe===_he board of di-
rectors is going
through a profound
change, which is
driven by a range
of phenomena. A
major factor is the
digitalization of
our society, which impacts numer-
ous business processes and makes
information about company activ-
ities more accessible in less time.
The downside of thisadvanceis that
information managementbecomes
more difficult: in the digital age, it’s
best to assume that confidentiality
doesn’t exist.

In addition to digitalization, an-
other trend is the pressure to have
an increasingly global reach. Latin
America opened up to the world
in the 1980s. Asia, and particularly
China - its largest market — opened
up in the 1990s, as did Africa in the
first decade of the 2000s. The Mid-
dle East, Eastern Europe and West-
ern Asia are entering the game this
decade.

These trails were blazed by
companies that noticed and took
advantage of specific business op-
portunities; when other compa-
nies followed in their footsteps,
whole continents opened up.
Studies show that foreign invest-
ment strengthens the investing
companies, boosts the receiving
countries, and creates jobs in the
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home country. The deployment of
Spanish companies such as Banco
Santander and BBVA in Latin Amer-
ica strengthened these companies,
createdjobsinLatin Americaandin
Spain, and prepared them for their
next international step.

The same thing occurs with tech-
nology. A pharmaceutical company
that has products based on ad-
vanced specialty chemicals faces a
challenge if the biotechnology in-
dustry suddenly offers alternative
treatment options. Biotechnology
is another world compared to spe-
cialty chemistry and it requires
completely different scientific
expertise. If a shift is being con-
templated, the company needs to
explore the options carefully, and
ifit decides for change, carry it out
quickly.

Sometimes a company moves
forward in globalization or tech-
nological change by acquiring an-
other company that has a good idea
but that doesn’t have the necessary
size, financial or management ca-
pacity to execute it. It may seem
surprising when a major company
purchases a start-up that hasn’t
evenbegun to trade, but nowadays a
lot of major companies have discov-
ered that they can accelerate their
R&D by acquiring start-ups that
have developed business concepts
not yet advanced by their own R&D
departments. Large companies
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can incorporate these new busi-
ness concepts and develop them
rapidly at a global level, a process
that the start-ups would have car-
ried out more slowly. Some major
companies have reduced their own
R&D activities, redirecting some of
those funds to finding and acquir-
ing promising start-ups.

One of the most important re-
sults of this set of changes in our
economy and in our society is
the increasing speed of business
growth. Companies founded more
than 100 years ago developed their
international deployment during
that long time span. If they were
foundedinthe US, they came to Eu-
rope - perhaps after World War I -
and entered markets one countryat
atime foryears. Inthe’9os they may
have become interested in Latin
America, perhaps entering Mexico
and then moving into the rest of the
continent country by country. From
2010 onward companies moved
into Asia, again, one country at a
time: Japan, Korea, Southeast Asia,
China and, finally, India.

Today a major company can’t
contemplate a 100-year global de-
ployment process. The window of
opportunity for globalization is
small, and if that window closes, a
company may lose value and ulti-
mately fail.

WHAT A GOOD BOARD NEEDS

®_ A good board of directors to-
® dayandin the future should be
a catalyst for technology and inno-
vation, globalization, acquisitions,
and human resources development,
and it needs to accomplish all of
these tasks with speed, financial
coherence and high legal and pro-
fessional standards. These needs
place major demands on boards of
directors around the world.

Legal rigor is complicated by the
growing body of legislation that
governs boards of directors. Boards
face newregulations in many coun-
tries. For publicly traded compa-
nies, this legislation is more exten-
sive and demanding and covers the
provision of information, ethics
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monitoring, and the development
of monitoring systems.

As a consequence of all these re-
sponsibilities, both now and in the
future, board members must have
good knowledge of the company’s
industry, the global scenario, and
the company’s circumstances.
They also must have the capacity to
work jointly with other members
in order to encourage the rapid de-
velopment of the company and the
creation of value for shareholders.
Thereis noneed for allboard mem-
bers to be experts in all areas that
affect the company. But, among
them, they should be able to pool
knowledge and share abilities.

Boards of directors should place
high demands on membersin terms
of their personal and professional
traits and their ability to prepare for
meetings, make important contri-
butions to the board, and engage in
teamwork. Naturally, board mem-
bers should receive detailed infor-
mation about items for discussion,
and with enough lead-time that
they can consider it carefully.

Some areas of the company hold
special importance, such as those
related to people (hiring, training,
compensation and promotion);
all work concerning information
quality; and standards for ethics,
legal rigor and social responsibili-
ty throughout the company. Board
committees dedicated to these ar-
eas bring together board members
and company senior executives in
order to conduct research and share
the results with the full board. The
most common committees are the
Appointments and Compensation
Committee and the Audit Commit-
tee. Some companies create board
committees on other issues of par-
ticular concern (such as strategy or
technology).

Based on their own professional
activities and experience, individ-
ual board members may contribute
more substantially to some areas
of the board’s work than others.
In terms of personal behavior,
there are extremes that don’t work
very well, like talking too much or
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not talking at all. Board members
have to be aware of the intensity
of meetings and the importance of
contributing ideas, suggestions,
and concerns. But they should
avoid thinking out loud, repeating
themselves or going over informa-
tion that the other board members
already have.

When a board is of a limited size
and when its membership reflects a
range of backgrounds, ideally each
member should contribute to meet-
ings. Teamwork is more effective
if the team is of a reasonable size.
Eight well-prepared people can
have a more productive discussion
than 15 who receive the data when
they arrive at the board meeting.
The current trend is for boards to
become smaller.

Within this reasonable size, the
board should be diverse, not only
in terms of members’ professional
role (lawyers, economists, busi-
nesspeople, scientists), but also
in terms of their relationship with
the company (company executives
and shareholders, as well as inde-
pendent professionals). A current
topic of interest is the participa-
tion of women on boards of direc-
tors. Currently only 20 percent of
board members are women, a figure
that is explained by the percentage
of women that choose a career in
management. It is estimated that
this proportion will increase to 30
percent by 2020. Another change
under way is the globalization of
companies: this often results in the
incorporation of board members of
different nationalities and can even
result in the language of the board
being English, the international lan-
guage of business.

Board chairs have to be skillful,
because managing a set of such
highly accomplished people isn’t
easy. This task can be facilitated by
close collaboration with the secre-
tary of the board. For example, the
chair and secretary should discuss
ahead of time the content of the
next meeting, the information tobe
provided to members, and the agen-
da. They can also consider whether
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itwould be desirable to invite com-
pany managers responsible for the
topics under discussion. At each
meeting, members should cover the
general progress of the company
and also address one of its special-
ized areas of interest, so that each
yearall of the relevant areas are cov-
ered in meetings.

Corporate governance is as im-
portant for publically traded com-
panies as it is for family businesses.
Of course there are differences. In
listed companies, what prevails is
shareholders’interest in improving
returns in the short term, while in
familybusinesses the priority tends
tobe handing the company down to
the next generation, and therefore
meetings are oriented to the long
term. It’s clear that board members
should try to do what’s best for the
company, and do so with an ethical
approach, although it’s inevitable
that they will be influenced by the
priorities of the company’s owners.

The book The 2020 Board delves
into these issues systematically. Us-
ing the highly effective case meth-
od, it brings real-life examples to
bear, such as key moments in the
life of aboard and the circumstanc-
esof particular board members. For
an additional perspective, the book
includes vignettes about boards
published in the magazine the New
Yorker, which has dedicated space
to boards of directors for many
years.
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BOARDS OF
DIRECTORS
SHOULD PLACE
HIGH DEMANDS
ON MEMBERS IN
TERMS OF THEIR
PERSONAL AND
PROFESSIONAL
TRAITS AND
THEIR WORK TO
PREPARE FOR
MEETINGS
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