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ISN’T IT TIME FOR DIVERSITY AT THE TOP?
The case for board diversity

By Susan Shultz

Isn’t it ironic that the one group with the power to decide the fate of our organizations, the board of directors, is the one group that has typically been randomly selected, poorly informed, rarely evaluated, and almost never held accountable? You have a rare opportunity to make a difference—to transform boards into engines of success. And you can do it through diversity. 

My premise is simple: better boards = better companies. 

Warren Buffett says it best: “The real action has to come at … the board. The directors stand at the pinnacle of power”*.

What is a board? Boards of directors are a critical success factor for all organizations, public and private—especially smaller organizations, the very companies without the in-house resources of Fortune 500s. Nothing is more important than the board. It oversees the business, hires the right leader, ensures the leader has the resources to succeed, and approves the best possible corporate strategy. Boards exist to represent those without a seat at the table. Analysts know this and pay a 20% premium for a good board. 


The first step to a good board, a strategic board, is recruiting. Define a thorough process. Create a broad matrix of skills and attributes; recruit for future needs; and create a brain trust of backgrounds, experience, perceptions, intellect, skills, and culture. 

 
 If you don’t know what you are looking for, how do you find it? Too often, recruitment has more to do with relationships, co-workers, golf buddies, or star appeal than with strategic value. Too often, recruitment starts with the person, not the need.

When we professionalize our process, we can begin to bring more diversity. Today, about 162 minority directors sit on the boards of the top 200 S&P companies.
 At first glance, this doesn’t sound bad. But look more closely: 41% of the top 500 S&P companies have zero minorities on their boards. Of the remainder, the overwhelming majority, over 80%, has only a single minority. And minority women hold only 3% of all Fortune 500 corporate board seats.
 
This is unacceptable. If we don’t have diversity at the top, how can we be responsive to the mushrooming diversity of our population—our employees, our consumers, our suppliers, our globe, which are all critical to corporate success? 

There are so few director positions that we shouldn’t waste them. Directors are serving on fewer boards. Here is our opportunity to diversify. Diversity means that you have access to the best, period. One minority director is not enough. Token directors perform well below their ability in a group in which they are different. 

Equality in the boardroom is the logical springboard to equality in the workplace. Among the largest boards, the S&P 500, 9% of directors are African American and 78% of boards have at least one black director. The numbers are even worse at the smaller companies. We must bring more blacks onto boards. It is up to each of us. We need to dispel the myths.
Myth #1: There are no minorities who are on a par with our existing members. 
Often this is corporate speak for “there are no available minorities who are CEOs of the largest multinational companies.” Traditionally, the majority of corporate directors have been drawn from two sources: active and retired CEOs. At the best boards, this model is passé. Diversity encompasses discipline, age, responsibilities, geography, and culture. Almost no boards consist only of CEOs. I challenge you to name a well-thought-through profile for a director that a black cannot fill.

We recruited a director for a NYSE hardware, technology company that had just acquired a large software company in Texas. We defined the ideal criteria as a current CFO of a public software company larger than our client, someone who had dealt with the street. Diversity was a priority: the candidate needed global experience, a special culture, the ability to serve, and deep industry knowledge. In addition, the candidate had to be someone young enough to serve for 10 years, and, of course, someone with the ideal culture and without any conflicts. The director we recruited was the CFO of a large publicly traded California software company—a black woman.

Another misconception is that all directors must be from within the same industry. Studies show that a board made up exclusively of industry insiders is likely to be of considerably less value than a diversified board. 

Myth #2: The only qualified African-Americans are already over-committed. 
Not true. Such directors, the directors who tend to be recycled because they are trophies, because they are safe, are the only potential ones known to the board. Louis Sullivan, former Secretary of Health and Human Services, currently sits on five boards. Vernon Jordan serves on six boards, down from 10. 

One reason for the diversity vacuum is the lack of contact that most minorities have with powerful decision-makers. They are essentially invisible. Their relative newness to their position, the fact that they tend to be younger and don’t belong to the same organizations, the fact that they may have grown their own business—all diminish the likelihood that a CEO or director seeking a board member will know them. 

We put people on boards because we trust them, we know them, we admire them, and we identify with them. We play golf with them. We put them on our boards because they are just like us. We need to change this dynamic.

What can you do?

· Educate yourself. Learn about governance. Read governance sites such as those of accounting firms and www.nacdonline.org. 

· Know who is on the board at your company. Ask who sits on the boards of companies where you invest, where you do business, and where you shop.

· If there is inadequate minority representation, write a letter as a shareholder, as a customer, as an employee. 

· When the proxy comes, ask, “Where are the minorities?”

· Launch a campaign to recognize the boards in your community with the most diverse boards and publicize the companies with no minority directors. 
· If you are asked to recommend a candidate, do so only if the individual is qualified. Too often, when we seek a black director, we are referred to blacks who are successful but who are entirely unqualified relative to the criteria we describe. Any successful directors must be able to contribute strategically to the business of the business.

· Strongly consider serving on at least one board.

· Explore non-profits and advisory boards. 

· Express your interest to bankers, directors, officers, CEOs, investors, corporate attorneys, auditors, and search firms. 

· Target five companies whose boards you could benefit and would enjoy being on. Learn who the directors and officers are as well as who the outside counsel and auditors are. Circulate your list and the names to your network and ask for an introduction. If you don’t find an introduction, make an appointment with the governance committee chair.

· Be particular. Interview the board, just as you expect them to interview you. Most important, ask why they want you. Is there D & O insurance? Meet with other officers, advisors, and the board members. Find out what they can and cannot do.

· Once you are on the board, be prepared to do more than sit there. Be prepared to keep topics alive to be sure people have really thought them through. 

As a rule, we find out that governance counts when something really bad happens.
  How do you know if you have a good board? You measure it—independently, confidentially, and professionally. If there is no assessment, no accountability, how can shareholders know the board is effectively representing them and doing its job?

We probably will never know the opportunity cost of making the wrong decision, a slow decision, or no decision.

You can make the difference in helping boards fulfill their mission of adding value to the corporation and avoiding the big mistakes. You can serve on boards and help diversify them so they are responsive to all stakeholders. I urge you to do so.

The dramatic untold stories are the hundreds of companies, public and private, that have avoided crises and have succeeded because of the advice and counsel of strategic boards of directors.

If we don’t govern well, government and the regulators will do it for us.

Better boards = better companies.

Susan F. Shultz is a partner with OakBridge Global/SSA, a company that helps corporations strengthen their boards of directors. She is also CEO, The Board Institute, which improves boards with a suite of scientific, Web-based, independent, 360-degree assessments. www.ssaexec.com. 
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