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The Board of Directors and Competition

Guilherme de Noronha Dale*
Dynamic and competent boards of directors are increasingly perceived as an essential prerequisite for major Brazilian corporations.  In today’s business, ethical concepts such as board members’ openness, integrity, and transparency are of paramount importance to the shareholders who now demand the presence of tougher and more independent minded directors to ensure a satisfactory balance in the Board of Directors.

In the past, the role of a board of directors was little more than a legal formality.  Appointed by the owners of companies or their principal executive officers, their activities were significantly circumscribed.  Most of the time, they were restricted to ratifying strategic and operating decisions which had already been taken by the owner of the company, or by the head office of a multinational or government corporation, in the case of state-owned businesses.

Globalization has introduced new concepts of commercial openness and privatization resulting in an unprecedented new business scenario where competition has become more frenzied.  The finalization of so many mergers and acquisitions, capital investments by private pension funds in the Brazilian market, and the corporate search for capital through share subscriptions in institutional markets have resulted in more widely distributed share control, still something of a novelty in this country.

Shareholders dividing corporate control feel the need to elect a forum to decide a company’s direction and this is, unquestionably, the Board of Directors.  More and more companies are facing the fact that it is no longer feasible to center strategic decisions on their owners, or head office, or, in the case of a state-owned company, the government to which it reports.  All members must be heard in an ever more complex and competitive environment.

The role of the new Board of Directors is to focus on the company’s strategic management.  Its members must have in-depth understanding of market growth and of the human, financial, technological, and organizational resources required to sustain the company’s medium and long-term business strategy.

The Board must be involved in establishing operating targets, must periodically check that these are being met, and must also take part in the selection and future recruitment of better quality executive officers.

Another vital point is that the Board must refrain from interfering in company operations.  In discussing operating result targets, its role is to guide and support the executive officers, and to ensure they are motivated by flexible and creative benefits aimed at meeting these goals.  Control should be achieved via indirect management techniques, such as auditing, consulting, market surveys, image ratings, etc.

To meet this ever more demanding range of requirements, the criteria for appointing a Board of Directors can no longer be based on friendships or family ties founded on trust but not always on competence.  Thus, in a scenario such as this, why not seek to use the cream of the skills and experience of other successful executives?  After all, these executives are also worthy of trust, with the added benefit of their proven competence.

Now, given that a highly professional ambience is essential for an effective Board of Directors, the process of its composition requires professional recruiting work handled by specialists in this field. 

Firstly, the shareholders must be in full agreement regarding the background of the executives sought for the company’s Board, in the context of business seniority, knowledge of the respective business sector, specific knowledge, and the ability to side-step conflicts of interest.

Next, the candidates must be identified from among the presidents, executive officers, and directors of other companies, based on the background required.  This process produces a list of potential candidates who are then analyzed based on the degree to which they meet the specific requirements of the company and ranked on this basis.  Only then is it feasible to approach and make an offer to such candidates, to be able to adequately negotiate compensation, and to present them to the shareholders’ committee.

A Board of Directors composed of executives of documented competence and seniority with mutually complementary skills, is a powerful weapon in today’s competitive business battlefield.
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