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"Don’t delegate strategy".  This is the principal piece of advice given by the task force created by the NACD (National Association of Corporate Directors) an association similar to Brazil’s IBGC (Brazilian Institute of Corporate Governance), headquartered in Washington DC. This group, composed of 41 experienced board members, was entrusted with the task of researching, preparing and submitting recommendations on the role of the Board of Directors in corporate strategy.  The final report, entitled “Report of the NACD Blue Ribbon Commission on the Role of the Board in Corporate Strategy”, was presented in October 2000 at the NACD’s annual conference.  It is 78 pages long and can be ordered through www.nacdonline.org. 

According to the report, board members must deeply involve themselves in the development, evaluation, and approval of the strategies of the companies whose shareholders they represent. Strategic errors, or flawed implementation of strategy, are the most common cause of corporate disaster.  On the other hand, over the last few years, misunderstandings between board members and CEOs have been the most frequent reason for the latters’ dismissal.

Although corporate strategy is acknowledged as a vital tool, in practice, boards of directors devote far too little attention to this matter.  In far too many cases, board meetings are spent analyzing results for the preceding period, when it is already too late to in any way influence the results (in more serious cases, this is equivalent to carrying out an autopsy).  Sometimes, corporate strategy is confused with the budget, when the latter is merely an instrument for measuring the effectiveness of the strategies applied.  Too often, strategic planning is delegated to the CEO or to outside consultants – sometimes to nobody.

So, what should the board contribute to the company’s strategic planning?

To begin with, a good board of directors together represents diversified corporate experience and the qualifications required for this position (the Code of Best Corporate Governance Practices, published by the IBGC, includes recommendations on the qualifications required for an effective board of directors).  This experience permits them to evaluate external scenarios and to enrich the executive board’s occasionally limited internal view. Today’s irreversible trend to globalization and to information technology and communication, must always be an intrinsic part of the analysis of medium term scenarios, and should overrule financial and political considerations that, generally speaking, only impact the short term. 

The second stage is to analyze the structure of the competition in the respective sector.  This can be greatly aided by the application of Michael Porter’s celebrated five forces model.  This model is based on the principle that the profitability of a given area of business is defined by the joint actions of buyers, suppliers, the current and potential competition, and the threat of substitute products.  These forces battle against the values created by the company and curtail its profits. But they can be affected by the players’ strategic actions and new scenarios.  An experienced board member can help in this analysis and suggest actions to improve the company’s position in relation to the competition’s forces.  

The third step is for the company to create (and/or maintain) an exclusive competitive edge, one that cannot be imitated by the competition.  The source of this competitive advantage could be in the significant differences in the products, or in processes that reduce costs or in special services available to a specific market segment. 

Strategies involving mergers and acquisitions, partnerships, and joint ventures merit very special attention.  In today’s world of increasing globalization, the scale of action has grown in importance and motivates companies in similar or complementary areas to work together, in search of operational synergy and volume.  However, many of these operations fail since they lacked integration of processes between the companies and also failed to create a true competitive edge.  The board must use its experience to challenge the feasibility of strategies proposed by the executive management board, and evaluate the financial, technological, human, and organizational resources required. 

Once a strategy has been defined and approved, it is vital to monitor and evaluate its implementation.  For this it is not enough to prepare and monitor a budget, although this too is an essential control instrument.  The board of directors must require the executive board to also periodically submit indicators relating to customers, processes, and organization representing the effectiveness of the strategic plan. Although it was developed to monitor operations, the Balanced Scorecard method offers a variety of concepts for monitoring strategies at board level.

In summary, strategic planning is a process of cooperation between the executive board and the board of directors.  The executive board makes proposals that must be analyzed, evaluated, criticized, and finally approved by the board of directors, which then becomes jointly responsible for the plan.  The degree of involvement of the board member with the strategy varies from company to company. In more traditional, longstanding companies operating in relatively stable sectors, this involvement tends to be diminished and more distant.  In new companies, or those operating in more agitated sectors, or those that are in crisis, the board’s involvement tends to be greater.  In many cases, when the supervision of a plan requires considerable time, the board can and should form a committee specifically for this purpose.  However, regardless of the circumstances, responsibility for approving the plan should always be incumbent upon the board and not upon the committee.
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