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Key Criteria to 
Raise Board 
Effectiveness
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he call on boards to step up 

effectiveness has never been 

louder in this day and age 

when activist shareholders 

increasingly reflect a general impatience 

with boards.  Today, it is largely agreed 

that boards must do more than the 

traditional perfunctory role; shareholders 

expect boards to participate deeper in the 

business and, indeed, be capable of acting 

when necessary.

Numerous whitepapers have emerged on 

how to raise effectiveness and performance 

of boards.  Among the myriad “best 

practices,” capability, process and team 

dynamics tend to receive just passing 

mention, although if given proper attention, 

these “unglamorous” practices can, in fact, 

dramatically raise board effectiveness.

1. Capability
Board members need on-going capability 

building, just like any other employee in the 

business.  While board members come with a 

track record of business achievements and 

personal success, the business, the market, 

and external environment are not static.  

Furthermore, the board has to work closely 

with a full time executive team, which spends 

all working, if not waking, hours immersed in 

the specifics of running a business.  The 

board cannot fulfil its role unless it possesses 

a commensurate level of knowledge and 
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understanding about the business.

The responsibility of acquiring sufficient 

knowledge and skills mostly falls upon 

individual board members.  A less haphaz-

ard approach is to implement systematic 

programmes (individualised or in group 

settings) to build capabilities.  Among the 

many topics that board members need to 

grasp, focused attention on the following 

pays large dividends:

Behaving as a Board Member
By this, we don’t mean the “legal role and 

responsibility” of being a board member, 

which goes without saying.  We mean the 

behavior when working with fellow board 

members, and the personal interactive 

styles or techniques of listening, clarify-

ing, debating, and concluding.  Let’s face 

it; board members possess strong 

personalities.  Prior to taking on the 

appointment, many of them have had long 

experience as leaders or chief executives.  

Deep and productive collaboration among 

a group of “alphas” in a board can only be 

possible if everyone is sufficiently savvy to 

get pass egos and zero-in on substance.

Understanding the Business and 
the Market
Every business today faces rapidly changing 

market conditions.  Traditional value 

chains are reconfigured due to disruptions.  
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Technology advancement, customer 

behavior changes, and regulatory reforms 

are just some sources of change.  At the 

same time, strategic and operational 

details in large companies are not just 

more complex, but also in a constant state 

of flux.  To stay relevant, boards can 

benefit from continuous update and 

re-education about all these factors.

2. Process
Quarterly lunch followed by a three-hour 

meeting is no way for boards to be 

impactful.  Even with clearly laid-out 

agenda, expecting board members to add 

value at single sittings is expecting genius 

on-demand.  A better way is to take a page 

from operational disciplines: structure 

the work (including self-work and small 

group interactions, not just meetings) 

according to the logical process of the 

topic1 in question.  This helps assure 

quality output from the board.

Take strategy formulation for example.  

Most companies follow a structured 

three- to six-month process that includes 

analysing external conditions, assessing 

internal capabilities, formulating options, 

evaluating potential returns, selecting 

course of action, and planning for imple-

mentation.

The board should be involved in this 

process2 as it unfolds, not just at the end 

to review and make decision on the 

output.  This allows the logic of the 

process to play out in the minds of board 

members, giving them the time to reflect 

deeply upon supporting information, as 

well as the opportunity to contribute to 

the thought process step by step.  Specifi-

cally, this means the board should also be 

involved in the following in strategy 

formulation tasks:

Determine needed input and analysis.

Interpret data and analysis output to 

draw insights.

Define the strategy “solution space” 

and help uncover alternatives.

Scrutinize assumptions about trends 

and changing conditions.

Establish decision-making criteria for 

selecting strategy.

3. Team Dynamics
Being a board member is engaging in 

“team sport.”  Shareholders care not how 

individual board members do, but what 

they achieve collectively.  Resources are 

abundant in the areas of building high-

performance teams.  A board should pay 

particular attention to:

Working Relationship between 
Chairman and CEO
Whether or not required by law, the roles 

of the chairperson and CEO are best 

separate.  However, the quality of collabo-

ration between these two roles is subtle; it 

boils down to the day-to-day working 

relationship.  In a healthy chairperson-

CEO working relationship, neither domi-

nates the other and both are willing and 

free to challenge the other.  Most impor-

tantly, together they explicitly demon-

strate the common goal of striving for 

success of the company.  This sets the 

tone and expectation for the rest of the 

board.  Good board dynamics start from 

good chairperson-CEO dynamics.

Diversity of Board Members
The war for board talent is intense and 

putting together the “right” board is, 

perhaps, the most difficult task any 

chairperson can face.  The ideal repre-

sentation needs to possess independence 

for accountability, ability to challenge the 

executive team, and diversity to prevent 

decision biases.  Most boards do not 

achieve the ideal representation across 

the numerous dimensions.  This is why 

the above-described capability building 

and process-driven work approach are so 

important.  Any deficiency due to limita-

tions in representations may be overcome 

through subsequent enhancements.

Nevertheless, several key “markers” of 

good board representation exist.  If a 

chairperson finds these markers mostly 

absent in a board, he or she is strongly 

advised to consider changes.

Majority of board members are 

non-executive and truly independent 

with no management ties.

Executive board members also include 

the chief financial officer3.

Board members may have significant 

stockholdings but can act without 

conflict of interest.

A large proportion of board member 

compensation is tied to company 

performance (e., equity, options, etc).

A formal board and board member 

evaluation is in place and held at least 

annually.

Case Study
At one of my Hong Kong client compa-

nies, the board could have been much 
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more effective if improvements were 

made as described above.  The board then 

could have laid a firmer hand to help avert 

the decline in the company’s market 

position.

First, the market in which the business 

operated had dramatically changed over 

the past few decades.  Due to disruptions 

in new technology and business models, 

alternatives emerged and siphoned 

customers away.  The board continued to 

accept a view about the market that 

underplayed how the appearance of 

e-commerce upstarts changed the behav-

iour of customers.  Adhering to an 

out-dated strategic solution space, this 

company fought an uphill battle, trying to 

stay viable in a shrinking overall market.  

More systematic enhancement of the 

board’s collective knowledge about the 

business and market would have 

prompted different discussions.

Next, quarterly meetings, either 

in-person or by teleconference, were the 

primary means of work for the board.  

Annual business plan and three-year 

strategy were reviewed only during board 

meetings.  Although questions were 

asked and assumptions scrutinised, these 

were performed on the content presented 

by management.  The quality of strategy 

would have been higher if board members 

were more involved during the strategy 

formulation process.

Lastly, the chairperson (being the 

original founder and CEO) was so deeply 

involved in day-to-day business that he 

might as well be the “true” CEO.  In this 

case, we really have one person being the 

chairperson and CEO.  Furthermore, 

some of the board members were 

previous executives or had ties with the 

chairperson.  The end result was a strong 

tendency for the board and the CEO to 

defer to the chairperson’s view.  Chang-

ing the team dynamics, either through 

team performance expert intervention or 

restructuring board representation, 

would create a more productive environ-

ment where healthy debates about core 

issues could take place.

Summing up
A common implication underlying the 

above-mentioned ideas is that a board is 

like every other team in a company.  It is a 

group of people with specific skills 

collaborating to fulfil a responsibility and 

achieve a goal.  To perform well, a board 

thus needs proper capabilities, effective 

ways to work, and teamwork.

Too often boards are considered to be above 

the fray, and thus not subject to the same 

performance management techniques so 

dutifully applied to the rest of the company.  

It is time to apply what we already know 

about organisations and teams to help 

boards step up their effectiveness.
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Mr Alan Huang is a Partner of 

McKinsey & Company.

1. Board topics generally fall under: (1) helping 

develop and approve corporate strategy; (2) 

evaluating corporate performance; (3) appointing 

the CEO and planning for succession; (4) setting 

executive and director compensation; and 

(5) ensuring good governance and compliance.

2. Survey of 700-plus boards by McKinsey 

reveals that the most impactful boards spend 

significant time on strategy. The best-

performing boards spend as much as 300 per 

cent  more than the average time on strategy. 

( 2) 700
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3. Advocates include David Beatty, Conway 

Chair of the Clarkson Centre for Business 

Ethics and  Board Effectiveness at the 

University of Toronto’s Rotman School of 

Management, who served on more than 35 

boards in five different jurisdictions and has 

been board chair at eight listed companies.  

A strong, independent CFO who is not 

overly deferential to the CEO is required. 


