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This Element shapes the discussion about corporate governance and boards of directors. The arena for boards and corporate governance
Value-Creating

is not static. In Boards, Governance and Value Creation (Cambridge, 2007) Morten Huse accumulated knowledge about boards with a
focus on behavioural perspectives. The present contribution reflects on what has been happening during recent years. It contributes to
g the literature around sustainable value creation in business and society. This Element brings an update of the content of t \J(‘; book,
‘% and thus provides a resource for students - as well as for reflective practitioners.

Welcome to Cambridge Elements, our new concept in academic publishing.

Cambridge Elements are original, concise, authoritative, and peer-reviewed scholarly and scientific research, organised into focused series edited by leading scholars, and providing
comprehensive coverage of the key topics in disciplines spanning the arts and sciences. Regularly updated and conceived from the stort for a digital environment, they provide a
dynamic reference resource for groduate students, researchers, and practitioners.
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Do boards really create values? The managerial paradox

Ordinary board behavior Entrepreneurial behavior
W ¥ FXFrY
Siiftini A sintia

¥ Risk aversion +  Risk willing
+  Control + Innovation
¥+ Focused on finance " Focused on knowledge
¥ Avoiding problems v Seeing possibilities
¥ Top-down approach v Bottom-up approach
= Decizlon-oriented = Process-oriented
= Hierarchy driven = Open source and user-driven
+  Short term value distribution +  Long term value creation
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Corporate governance literature
External actors/stakeholders
Short term value distribution
Avoiding problems

Risk aversion
Finance metrics
Control

Top-down approach
Decision-oriented
Hierarchy driven

Independent and detached:
Boards as a collegium

Table 1. The managerial paradox: Why boards are likely to destroy values

Entrepreneurship literature
The company/the entrepreneur
Sustainable value creation
Exploring and exploiting
possibilities

Risk willingness

Knowledge and capabilities

Innovation and strategy
development
Bottom-up approach

Process-oriented
Open source

Competence, impartial and
involved: Boards as a team
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Firm Infrastructure

Human Resource Management
Technology Development

Procurement

Support
Activities

Inbound Outbound Marketing

logistics Operations logistics || and sales Service {,

Primary Activities
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Theories about Boards of Directors
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How can boards
contribute to value
creation?

A value chain
perspective

Boards, Governance
Value Creation
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Approaching boards and value creation

* Values
People
Language
Cognition
Perspectives
Dynamics
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Are Boards Creating Values?

Directors and Boards Magazine,
23.4.2014

Is Your Company's Board of Directors
Creating Value — or Destroying It?

A fundamental shift in leadership is
taking place inside the boardrooms of

today's publicly-traded companies. Boards
that Lead: Corporate Governance that Builds
Value, a new Wharton Executive Education
program for current and aspiring directors,
examines the changing role and increasing
responsibility for these key stewards of corporate
value.



http://www.benchmarkemail.com/c/l?u=35A8730&e=46B804&c=2361C&t=0&l=44EC3B9&email=OvZmmh2WGsTMoevHDRjnzg%3D%3D

l l

External actors: Internal actors:
power and stakes power and stakes
Interactions and
reactions to pressure: — Board role
Trust, emotionsand o expectations/theories:
processes inside and Agency/Stewardship,
outside the RDT. RBV. etc
boardroom . / /
‘//' Formal and informal
rules andstructures: Actual board task
|, Board members: Codes, leadership, performance:/
Composition committees, evaluations
(incl diversity), >
competence and N b _ - "
characteristics, Decision-making and

Involvement: Cognitive
conflicts, preparation and
involvement, openness and Boards, Governance
generosity, creativity, Value Creation
critical attitudes

September 2007 Board members Board working style Board level outcome Corporate level je—
outcome

compensation

© Morten Huse
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Agency Theory

- Man is a sinner (opportunism)

- Adam and Eve were not allowed to
' ’ be in Paradise.Because they had
\ , been eating from the three of
/ knowledge they could not any
more see the difference between
good and bad (bounded
rationality/asymmetric information)

- Principals and agents

NORWEGIAN
BUSINESS SCHOOL




The History of CG and Boards

» Boards used as a tool for
external actors to control
internal actors (agency
theory/barbarian theories)
1976

« Boards used as a tool for
internal actors to control
external actors (Resource
dependence theory)

 Interlocking directorates

NORWEGIAN
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External actors

!
!

—

Agency theory

Resource dependence
Control internal Control external

—

Internal actors
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Values for whom?

Unitary perspectives Balancing
Discrete and short perspectives
term Relational and long
term

External ViTat is the best for | What is the b&ss.for
perspectives and the shareholders? the society and
value creation ' stakeholders?

Internal What is the best for | What is the best for
perspectives and the management the firm?

value creation and individuals in
the company?

La1oa1a 10 Juawidopaaa(g
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Agency theory The Extended Team Production
theor

WHAT IS A FIRM? Nexus of contracts Nexus of team-specific assets
\Y AN INR OIS  =Ne 1 =W N = 21V kAl Maximise return to shareholders Value creation through team production

MAIN ROLE OF BOARDS? Reducing costs of managerial Contribute to sustainable value
opportunism and distribute values  creation

back to shareholders

VALUE CREATION Focus on down-side: Limiting the Focus on up-side: Supporting the
ACTIVITIES destruction of value creation of value (e.g. through

innovation)
RISV AN A A IOV N =R Y I1==3 Independent and detached Competence, impartial and involved
STRATEGY PROCESS Arms-length involvement in Close involvement in the whole
ratifcation and and monitoring of process: formulating, ratifying,
strategic decisions executing and evaluating
BOARD CULTURE Decision oriented: Characterised by Process oriented: Characterised by

criticality and a questioning attitude open and generous discussions related
to diverse knowledge inputs and
opposing viewpoints

NORWEGIAN L em
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What is a firm?

Main purpose of a firm?

Main role of boards?

Core actors?

Entrepreneurship and value creating activities?

Strategy - Industrial economics inputs?

Strategy — Inputs from resource based
approach?

Team literature inputs?

Leadership literature inputs?

Strategy as practice?

Table 3. Why, when and how boards should act as teams

Nexus of team-specific assets

Value creation through team production
Contribute to sustainable value creation
Focus on stakeholder commitments

Focus on the upside — supporting the creation
of value, e.g. through innovation

Boards should identify and be used where they
add the most value, e.g. based on a value
chain approach

Applying core competencies, dynamic
capabilities, absorptive capacity and
ambidexterity — tangible and intangible
resources, e.g. social, human and relational
capital

Process-oriented decision-making culture,
including involvement, openness, generosity,
creativity, critical and impartial

Leadership, e.g. goal setting, coaching,
motivating, mentoring, evaluating and
developing

Understanding and regulating dynamics inside
and outside the boardroom




Firm value creation

Internal value External value
creation creation
Economic Internationalization, Financial performance,
| merger, restructuring, earnings, dividends, growth
va ue_ innovation, competitive
creation advantage
Social value |Employee well-being, Corporate responsibility and
: workplace safety, ethical behaviour, product
creation workplace ethics, quality and customer
programs for employee satisfaction, environment
training sustain.

B 052868k, &



USING THE CORE STRATEGIC MANAGEMENT LITERATURE

a. Value Creation: Sustainable value creation (competitive
advantage/rent) in the firm

b. Creating Values throughout the Value Chain
c. Resources and Core Capabilities
d. Absorptive Capacity and Ambidexterity
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PORTER'S VALUE CHAIN

v ;
P Firm Infrastructure
| W
o ¥ Human Resource Management
oS i
> o
[ = B Technology Development 2
=
w v Procurement
g
Inbound o h Outbound Marketing h
logistics e 0™ logistics and sales "
gis g
Primary Activities
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Value Creating Boards

Inbound Operation Innovation Resource Risk manage- Outbound
Contributions logistics and allocation ment and im- logistics
development plementation

—

mhuse@online.no
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Contributions
—>

Inbound
logistics

Value creating board tasks

Operation

Innovation Resource
and allocation
development

Risk manage-
ment and im-
plementation

Outbound
logistics

Legitimacy, Advisory and | Strategic Strategic Internal Output
Tasks

network, support management | control and control and control,

> lobbying and decision- compen- CSR-control
collaboration | making sation and
embedding
mhuse@online.no
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Independence — usual suspects

AGATHA CHRISTIE

POIROT

Insider/outsider ratio
CEQ duality

Board members’ shareholding \ | ',
Number of board members
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Independence?

e Each director or as a group?

* Independence from what and whom?
* Insiders vs. outsiders
 Who are insiders?

» Single or double independence?
 Information independence

JBLettRyde)
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Resources, Competencies and
Capabities

» Tangible vs. Intangible Resources
» Core Competencies

* Dynamic Capabilities

» Absorptive Capacity

o Ambidexterity

* Open innovation

/ EFMD f/
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Resources, Competencies and Capabilities?

Inbound Operation Innovation Resource Risk Outbound
logistics and allocation manage- logistics
development ment and

im-
plementation

Legitimacy, Advisory and | Strategic Strategic Internal Output
network, support management | control and control and control,
lobbying and decision- compen- CSR-control
collaboration | making sation and
embedding
Characteristics Social capital | Functional Dive_rsity and Deci_sions- Human Integr_ityz
of board and general relational making and capital negotiating
members/ —> competence | capital analytical Business and o
eSOUrces and b_oard mediating
experience

NORWFGIAN
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Board as a team: Use of Knowledge and Skills

As consultants on strategic change to the
senior leaders of more than 100 public and
private enterprises, we’re well aware that the
higher you go in the organization, the more
difficult teaming becomes: that’s just the

pavianadier Hisaricie, 7om  NNAtUTE OF the beast. Yet, the goal of turning the
Ritual to Real Work: The Board

As a Team’ [Summer 1998)] board into an effective, productive team is not
wriften when he was chairman ) . .

s o e ONly possible — 1t’s essential.

team development, that was one

of his core expeartise areas.
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Decision vs. Process-oriented

Decision-oriented

Process-oriented

Tasks

Controlling

Embedding

Culture

Independence

Criticality, creativity,
cohesiveness,
openness, involvement

Time spent by board
members

Fast — short meetings,
little time

Slow — long meetings,
much time

Board composition

Barbarians - Small and
homogeneous

Strategists - Large and
heterogeneous

Board-management
relations

Distance, Distrust,
vicious circles

Closeness, Trust,
virtuous circles

Outcome

Pre-determined — short
term

Open — long term

NORWEGIAN
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Board Leadership

 Board chair vs. CEO leadership
o Structures vs. leader

» Leadership roles
* Chairperson
» Figurehead
* Representative
* Supporter/mentor
» Strategist
* Expert “That’s my gut feeling. Now I'll recognize any other guts.”
* Coach/leader/motivator

NORWEGIAN 09
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How often does your company,

Board instructions ot boar o your team, G avay

e Board meeting structures ». /
o/

* Number of meetings

« Length of meetings l hll&l -d

* Away-days (two-days meetings) Getting away for facilitated board and
e Annual agenda corporate retreats pays dividends.

» Standard meeting agenda
* Notice, information, minutes and voting

 Ethics and whistleblowing

( AACSD)

/_, EFMD
“ EQUIS
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Board maintenance mechanisms

BOARD EVALIATIONS e

 Board evaluations

» Purpose of board evalations
* Who does what for whom and how Merton Hoou, THCAHIE Jonas Gabrielsson and

Board Evaluations: making a fit
between the purpose and the system

Baard evaluations can contribute to effective baards and impraved corporats financial perfar-

» Board development seminars B e e e

featuras of vartous possible beard svalustion systems. Basod an stato.of.the-art resaarch on
boards and gavemancs, we cantend that a comprehensive board evaluation system needs o
inciude decisions about: fa) the agent who evaluates the board; (b the content, or what the
evaluation shauld deal with; ic) the addressoe and otfer stakeholders far whom the board Is
o “valustod; and 1) how the boand 18 svaluaied. Thesa key decisices should not be soen 25
independont of sach othor 3s thay have consoquonces for the kind of systom that will ba
adopted. Follawing this argument, we present four difforent board evaluation systems:
o mm.mmw i beard a0 marker, (1) maskoto-board and () markat o-market. The
key mes: In thisartida
1he spstems of Board svalustions. There b na universal o —ona B mr Pt

. .
of directors. Board svaluations will not mest thelr purposs unlbess thers Is a fit between the
agent, th addressecs, the contont and the modalias of the evaluatian. 1t s mportint 1
know who s doing what for whem and how.

Keywoeds: Board of directors, svaluation af the board, corperate govemance rating/index

Board evaluations om corposats g e
e . g

T e, commpomsry wwor af copornte (Congas ot o, 1696; |r\g\nyudm|)«m
cries have rosulied in severalnovel deas 2002

and pers) tves of how 10 Improve the
formince and affcttverees of boarda. Ao
them, there have been requests far more sys-
tematic baard n-almllm\ ractices, relytng on
the belief that bred evahutiors can help 1o
prevent corparabe Exlures md o provide a

eocess for boards o ident X«(
#ps (Kial and Nicholson, 2. A formalised
system for board evabuation 1s, furthermone,
ame of the main requirements m many of the
corparat governance codes that have mush-

rootmed

activism. However, the features of bard
evahations have been neglected both in theol
and In practics. and twa decdes of

e e
. 70 Bt Pt L, 500 Canegp
o T 1 20 3, Mt M S S5

Thore are sevees resns which pesh -
waards. a gemeralized adcption of mare.
2tk board evahations. @ first Is that mﬂil
of direcines are Increasingly changing, from
“pawms” tn “potenitates” (Larsch and Machver,
1585, Baunds Fave Jung boen. comsiored]
mainly 3= “ormaments.on the camporate Christ.
mas tre” whose relvamoe was confined
within a purcly kgallsiic perspeciive (Mace,

widespread assmption that boards gereral

o nek worh afecivaly and ot bost are H
rubber-stamps or window-displyys. What has
happened m the recert pest s a mather diE
forent sicry. Bord members are Increasngly

Volume 15

g ld
B Lseversey,

“..E:. “E"""

e

Number 4 July 2007

’V W ASSOCIATION
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Value Creation throughout the Value Chain

DO [ Ope 0 pvatio Reso e O O DO [
VALUE Dg » DC3 0 = ) D8
CREATION Trerre b Hl=rrs =
Legitimacy, Advisory and Strategic Strategic Internal control Output
TASKS — | network, support management control and and control, CSR-
lobbying and decision- compensation control and
collaboration making embedding
Social capital Functional and Diversity and Decisions- Human capital Integrity,
RESOURCES general relational capital | making and Business and board | negotiating and
competence analytical experience mediating
Preparations Openness and Creativity, Decision- Critical Inde-
GROUP and generosity preparations, orientation attitudes, pendence
EFFECT- involvement cognitive preparations,
IVENESS conflicts, cognitive
cohesiveness conflicts
LEADER — | Figurehead Mentor and Leader and Strategist Chair Liaison and
su pporter motivator moderator
Work Ethics- and
— | Recruitment Introductions "Away.days” Rules and descriptions stakeholder
STRUCTURES evaluations and training Development structures Committees documents
evaluations Alone meetings Report _
evaluations
NORWEGIAN 32 < AviBA
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Legitimacy,
lobbying,
networking

Social and cultural
capital

Loyalty, identity
and involvement

Figurehead

Coordination

Recruitment
evaluation
Outside the
boardroom

Table 4. Board evaluations: A value chain and board characteristics vocabulary
BUSINESS SCHOQL The empirical relationships in the table is influenced by chapter 9 in Huse 2007.

Advising,
supporting,
mentoring

Human capital

Openness and
generosity

Mentor and
supporter

Introductions

Outside the
boardroom

Strategic
participation

Relational capital
and diversity

Process-
orientation:
Cohesiveness,
creativity and
cognitive conflicts.

Team
Motivator: Coach
and leader

Preparations,
dedicated meetings

Development
evaluation
In the boardroom

Monitoring, making Internal controls, crisis Output control

major decisions

Analytical capital

Decision-
orientation

Chair and
strategist

Protocols

In board meetings

management

Board and business

experience

Critical attitudes,

commitment, time and

availability

Coordinator, devil's

advocate and listener

Internal control
systems, incentive
schemes

Training

Between board
meetings

and embedding

Integrity and
negotiating
capital
Independence.
Board as a
collegium

Liaison and
representative

Stakeholder /
ethics
document
External
evaluation

All board
members
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