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Preface

This book discusses key aspects of business, ownership, and governance, and
their deep connections to value creation. And to its opposite, value destruc-
tion. The interplay between ownership and governance is rarely addressed in
the academic and professional literatures, which remain centered on publicly
listed firms. Though shareholders of such firms are often referred to as “own-
ers,” their number typically reduces their power to that of voting in public
elections. Indeed, their interactions with boards of directors and corporate
executives are often reduced to listening to presentations at the Annual
General Meeting and then voting on the proposals submitted by the board.
These are limited, often contentious, and can barely be called conversations.

The situation is completely different when owners are few and identifiable.
This is the case for founder and entrepreneurial firms, and for firms owned by
private equity, families, or a state. These are cases where ownership manifests
its wider dimensions and where ownership truly matters. Yet this subject is
rarely addressed from a value creation perspective, governance typically dis-
cussing the relationship between corporate boards and executives and, par-
ticularly after the 2007-08 financial crisis, between boards and regulatory or
government authorities. Yet ownership is critical not just for short-term per-
formance but also for the longer-term sustainability and success of enterprises.

The distinct nature of such identifiable ownership is the focus of this book.
We aim to draw a sharp line between the governance of owner-led and owner-
governed firms and that of so-called market-led firms, which as we will explain
shortly tend to be or become “executive-led” firms. The importance and com-
plexity of the ownership task is largely underestimated. This is the topic our
book explores: ownership as an integral and foundational part of governance,
with a particular angle on value creation.
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The complexity of the ownership task is further amplified by the natural
biases that permeate all personal and group interactions. Owners of compa-
nies and directors on their boards are particularly prone to these biases. The
professional and academic literature rarely details these topics together, nor do
they handle them with sufficient clarity. They often indulge in “best practice
governance” or in the legal and regulatory aspects of governance. This book
aims at starting to fill this gap. Our treatment of these issues characterizes the
competencies owners and directors must possess for governance to be effec-
tively exercised in the firms they own and govern, and for value creation to
occur in a sustainable way.

The efficient market hypothesis that has prevailed for decades has too often
equated value creation with stock price performance. It has left relatively little
space for the role of ownership beyond the stock market valuation, engulfing
governance in the study of stock market dynamics. Real ownership is typically
absent from these debates, as there is no need for it, the market taking care of
all matters in an efficient way.

The 2007-08 financial crisis and its global consequences have shown how
failures in governance can be disastrous. The roots of the crisis have been well
described by Nobel laureate Joseph Stiglitz' as a failure of governance at mul-
tiple levels (executives, boards, regulators, and governments). Some of its still
ongoing effects are being exacerbated in the current COVID-19 crisis: a
regime of low-interest rates, large government indebtedness, a growing dis-
connect between leading value creating businesses, and value appreciation in
the financial markets. Again, ownership has hardly been addressed in such
discussions, except for the benefits to owners of the appreciation of their
shares, or of their challenges in the face of falling equity values.

Following the 2007-08 financial crisis, and again in the COVID-19 pan-
demic, citizens had to rescue many corporations. They collectively became the
ultimate owners of iconic companies like AIG, GM, Royal Bank of Scotland,
and UBS. Governments acted on their behalf as proxy owners. The expense
was massive and government ownership expanded as a result. Paradoxically,
governments, as owners, have often done well in such rescue operations,
which is remarkable given the unpreparedness of governments for such
ownership.

Another major change in liberal capitalism is the growing size and impor-
tance of institutional investors representing end-retail investors (e.g., pension
funds, insurance companies, mutual funds). If ownership by the state and
ownership by the people—the end-retail investors—are on the rise, surely
ownership effectiveness must and will become a subject of greater importance.
The impact of state versus private ownership in these funds should also become
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increasingly clear for all to see, with clear consequences should differences
indeed emerge from this comparison.

Changes and crises always have consequences, often unintended. They also
have one virtue: they concentrate the mind on the essential factors driving
value creation and the key role that effective governance plays in such instances.

The practice of governance has been excessively shaped by what boards of
listed firms do, and then particularly in the US, whose firms are the most
studied. The US is the biggest economy in the world and has been the Athens
of the study of business. US firms have also provided by far the largest amount
of high-quality data for academics and governance professionals to examine
and research. US listed firms are the most written about in the Anglophone
global business media. As beautifully described by Alfred Chandler,” they
have given a picture of firms as managed and ultimately governed by their
executives. And indeed, CEOs often double up as Board Chairs, focusing
business scholars on the executive leadership of these firms, or on their stock
market performance. We refer to this situation as executive-led governance.
This is paradoxical as this reality is often referred to as (stock) market-led gov-
ernance. It is far from being solely a US reality; it is equally present in coun-
tries such as the UK, France, and Japan.

Our book takes a contrarian view, namely of firms led and governed by
their owners, who may or may not be Chairs and/or CEO:s of their firms. This
starting point is unique and leads to the main contribution of the book:
regardless of national and legal aspects, it is crucial, for a thorough knowledge
of value creation and governance, to understand that the governance practices
of owner-led firms or firms with identifiable owners differ substantially from
those Chandlerian firms with many shareholders. Shareholders in listed com-
panies may be labeled as “owners” but de facto enjoy little if any power in the
exercise of their ownership beyond a vote at the Annual General Meeting,.

Let us add too that stock listed firms are a small minority in the ecology of
firms: the World Bank estimates that there are about 43,000 listed companies
in the world,? approximately 10% of which are listed in the US, while the
number of companies in the world is estimated to be above 213 million.* Of
course, most of these companies are small, if not exceedingly small. But these
numbers confirm our point that the world of listed firms is a small and biased
sample in the galaxy of companies. The second aim of our book follows from
this: to draw what is distinct in the governance of owner-led firms, to detail it,
and to guide corporate owners on the trajectory of value creating ownership.
The ownership task does not necessarily become more complex as the business
grows, for with growth comes the access to greater talent, intelligence, and
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experience. In comparison, the task of the small business owner appears more
herculean.

Ours thus stands at odds with the Chandlerian view of corporate leader-
ship, still shared by many CEOs and Executive Chairmen. This view holds
that the crux of business life and value creation rests with executives. Our
approach immediately imposes greater precision in the language of gover-
nance. In our treatment, a board is a generic term: it is the adjective that
precedes it that fully defines and operationalizes the term. We will explain that
there are “Owners’ Boards,” “Corporate Boards,” and “Business (Unit or
Management) Boards” and we will argue that the roles and responsibilities of
each of these boards differ. As each of these three boards impact an organiza-
tion’s purpose and the execution of that purpose, one key question for us will
be to examine how to align these boards on value creation. Decisions on
growth, risk, and financing are instances of how each board impacts value
creation, and how poor alignment may result in the destruction of value.
Separate chapters will be devoted to examining these facets of value creation.

Another distinction we draw in this book pertains to executives and direc-
tors of a multi-business corporate entity as compared with those of a single
business. The board members of a banking group, for example, may consider
that they are governing a single business, defined as banking. The reality is
much more complex: a banking group typically hosts multiple businesses,
such as retail banking, corporate and investment banking, consumer finance,
and asset management, to cite only a few. Each of these corporate units, some-
times called “divisions,” is a business, with a distinct value proposition and
specific competitors, delivering and creating value in its own way, and driven
by its own strategy. Ignorance of this multiplicity of businesses inside a bank-
ing group might lead the board of such a group to think of formulating a
single strategy aiming for specific “business” goals. Value destruction will
invariably result as each business in such a banking group requires distinct
leadership, goals, and strategies, which cannot be simply “averaged” away or
reduced to group statements and decisions uniformly applied to the separate
business units. This observation has a second corollary: the roles of corporate
(or group) executives are more related to those of board members governing
the multi-business corporation than they are to the executives of the group’s
business units. The latter aim to make a difference in their respective and dis-
tinct competitive business contexts. Corporate executives do not run these
businesses but rather oversee the group’s multiple businesses. These observa-
tions invite corporate executives, as well as their board members, to take an
interest in this book.
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Many owners behave as if they were the Board of Directors, demanding that
their boards formally approve what they as “owners” decide. They state that
this is their right as the masters and owners of “their corporation.” Regretfully
for them, and fortunately for the other stakeholders of the business, this is not
the way liberal or democratic capitalism functions, which assumes that owners
and their corporations are distinct legal “persons” whose interests may align
but may also diverge. This is precisely why liberal capitalism puts the responsi-
bility for the corporation with its Board of Directors. When the latter board is
“captured” by owners and becomes excessively subservient to them, the board
may provide legal protection for the owner (which some devious owners indeed
enjoy and need). But such boards will not protect their owners from value
destruction. Such situations occur when owners force decisions that lack the
necessary operational understanding of the business or when owner decisions
are based on erroneous hypotheses regarding the business context or the func-
tioning and capabilities of the owned organization.

An understanding of the differential and complementary roles of owner,
corporate, and business boards is fundamental to effective ownership and gov-
ernance of owner-led firms. This understanding is particularly important for
family enterprises which are vital drivers of the economies and societies in
which they operate. Detailing the interplay and in particular the value creat-
ing roles of owners and owners” boards in such contexts will be the third goal
of our book.

Our broadest aim is to underline that governance actors, if they are indeed
aiming for value creation and eager to be responsible and effective actors,
must possess standard governance competences, as well as basic business and
industry knowledge. They must also be able to think through and follow
effective board- and group-level deliberative and decision-making processes.
They must learn to address the value creation conflicts that invariably charac-
terize interactions between different stakeholder groups. The lessons from the
Macondo (BP/Deepwater Horizon) and Fukushima (TepCo) disasters, as well
from the many financial and now pandemic crises we have faced, should not
be forgotten. These point to major risks and massive costs when governance,
ownership drivers, and stakeholder needs are not sufficiently understood, or
managed effectively. In sum, there is a mantra that boards ought to take to
heart: “Organizations — just like people - inevitably die; all wish to die well, as
healthy and as old as is possible; let foolishness, stupidity or ignorance not detract
us from this wish.” In fact, this mantra is applicable to all of us, including in
our personal governance and in that of our families.

Our treatment is divided into three parts, each representing one of the legs
of a “tripod” on which ownership effectiveness rests. As is the case for any
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tripod, all three legs matter: the structural elements (referred to as the owner’s
hardware), the relational elements (the software) that allow owners to man-
age the social and emotional dynamics of ownership, and the fact that owners
are people, subject to emotions and egos. Owners have histories, defining
experiences, memories, and talents. No owner is perfect. All owners have
shortcomings and biases. We will refer to these defining personal and idiosyn-
cratic aspects as the humanware of ownership. A single missing or even ill-
functioning leg of the tripod risks rendering ownership ineffective. We end
this Preface by detailing the main elements of the hardware, software, and
humanware of ownership.

Part I describes the “hardware” of value creation in owner-led firms. It
presents the key structural requirements for value creation. This part deals
with the “WHAT,” the “Mission” of the enterprise, which provides its foun-
dational structure. The literature often refers to this as the purpose of an
enterprise, but we will provide a more precise meaning for the notion of
Mission and include values and governance arrangements as well. Two frame-
works are presented that are key to implementing the Mission inside an enter-
prise. These frameworks form the backbone of the ideas developed in this first
part. One is our MGSF framework, which requires the need to align the
Goals, Strategy, and Fundamentals governing the enterprise, and project it
into the future with its Mission if value creation is to result. The second is the
Three Boards framework consisting of the Owners’, Corporate, and
Business Boards. These represent the three governance levels typically
encountered in privately owned firms. They provide the main backbone on
which governance rests. These three boards are rarely addressed together and
distinctly as we will do in this book. This is necessary to avoid the risk of con-
fusion or loss of alignment, and eventually value destruction. No matter how
noble one’s dreams, no matter how valuable one’s insights, our thesis is that
businesses require a clear-sighted and disciplined view on what precisely con-
stitutes value creation and how the subject is approached within a corporate
and ownership structure. Obtaining clarity and disciplined alignment on
these issues is the primary mission of owners. This specification fundamen-
tally distinguishes owner-led firms from publicly listed ones. In the latter this
alignment is a rather haphazard outcome of forces applied by shareholders,
board members, and other stakeholders, including, of course, executives, but
also suppliers and partners, and, increasingly so during the last few years,
regulators.

Part II deals with the “software” required to sustainably guide and adapt
value creation in changing contexts. This part addresses the relational aspects
of corporate governance and the omnipresent and dangerous behavioral
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biases, at individual or group level, that pose serious challenges to effective
board work. This part highlights the “HOW? of ownership and governance,
which concerns the “Process” of decision making that is the heart of board
work. The HOW is critically affected by interactions among the members of
the three foundational boards. Of concern are the corporate board’s interac-
tions with owners on the one hand, and with executives and managers on the
other, as well as regulators and other stakeholders. We here follow the path-
breaking work of Kahneman and Tversky, who created the subfield of behav-
ioral economics.’ The novelty in their scientific examination of how people
make decisions lies in their descriptive viewpoint, which contrasts with the
prior normative treatment premised on hyper-rational actors. Their more
realistic models allowed substantial progress in our knowledge about human
decision making, as we will explain in this second part of the book.

Having convinced our readers of the seminal findings of Tversky and
Kahneman and their followers, we present our FPL (Fair Process Leadership)
methodology that counters these biases. FPL provides the different gover-
nance actors, owners, directors, and managers with a better chance of remain-
ing on the positive side of risk and of traveling the path of effective decision
making and implementation for real value creation. FPL also identifies the
factors that cause individuals or groups of individuals to enter the path of
value destruction. The methodology favors involvement of stakeholders and
their commitment to the decisions made. In sum, FPL provides the software
to both engage and align owners, boards, executives, and stakeholders in deci-
sion making.

Part ITI presents the “humanware” underlying the complex and often sur-
prising human aspects of ownership and corporate governance that Tversky
and Kahneman brought to light. They were not the first, as the Greek poet
Homer, in both the //iad and the Odyssey, beautifully narrated how humans
can, tragically, lose their way in matters of ownership, family, and, above all,
personal ambition. Anais Nin wrote, “We do not see things as they are, we see
them as we are.” Nin describes how our identity is the principal root of the
many biases that cloud individual and collective decision making.® Sydney
Smith, cleric at the University of Oxford, similarly noted these origins of our
biases: “Iz is, then, a matter of sovereign necessity, before we decide on great ...
questions to ... review, with an honest severity, those peculiarities of disposi-
tion, situation, and education, which may communicate an unfair bias to the
mind, and induce us to decide, not as the truth of things, but as we are ourselves.”
Character, context (parents, family, position in society, the city and country
where we came from), and education (by our parents, family members, teach-
ers, and mentors) all shape our biases and, in turn, our contributions to group
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decision making and dynamics. In short, our third part thus concerns the
“WHOM.” It reviews the different leadership styles and patterns of owners,
as well as the critical transitions that they make in their quest and that act as
milestones marking their developmental road.

Our treatment of ownership and governance takes distance from the stan-
dard treatment in the economic theory on the governance of the firm, where
the key model is the principal-agent model, generally associated with Jensen
and Meckling.® The setting of this model concerns the definition of an agree-
ment or contract between the owner (the principal in the model) and the
business manager (the agent). The principal and agent have different attitudes
toward risk. The agency problem is cast as defining the contract for the agent
that most benefits the principal. The model sits at quite a distance from nor-
mal governance contexts: it relies on a single principal (when shareholders are
numerous and far from uniform) who owns a company as the sole share-
holder. Any application of the agency model to governance immediately hits
upon the question as to whether the board should be considered the principal,
with management as the agent, or whether the principal is the owner, and the
board the agent. The necessary introduction of a Board of Directors sitting
between shareholders and management suggests either a doubly layered
principal-agent model, or the introduction of three layers of principals and
agents (owners, directors, and managers), which is not the model’s setting.
Viewing the application of the agency model to governance as rather complex
and unsettled, our book focuses on the substance and structural complexities
of governance, including the dynamic interaction of the three boards (owners,
corporate, and business boards) searching for alignment as described by the
MGSF framework and supported by a number of other frameworks, where
FPL takes a prominent role in supporting positive relationships by the owner
with the Board of Directors and the firm’s stakeholders.

In developing our ideas, we recognize that much of management and eco-
nomic teaching and research is still viewed to be “as clear as mud.”® To escape
the curse, we have aimed for transparency and clarity in the formulation of
our hypotheses, and in the arguments and foundations on which these
hypotheses are built. Our aim throughout is to present a practical book for
guiding owners, directors, and business leaders, with a particular focus on
business families. Entrepreneurial founder-owned firms, as well as state and
private equity-owned entities, are in our purview as well.

Corporate governance is the domain of well-written policy and regulatory
manuals, of which there are plenty. These writings are usually normative,
abounding in the “should” and the “will.” They emphasize the responsibilities
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of board members and the many tensions a professional practice of gover-
nance generates. They typically do not present the academic knowledge in a
practical manner that helps board members, their owners, and their execu-
tives manage these tensions and exercise their responsibilities more effectively.
This is what we aim for.

This book is based on the popular INSEAD education course Value
Creation for Owners and Directors. The course has its origins in a long and
very early morning car ride in 2007 from Fontainebleau to Brussels, where
two of the authors debated how to help the owners of a large Belgian family
business group become more effective in addressing their challenges. The
authors, who had been invited to help this business family, asked the family
leaders to first reflect on the mission pursued by their family business, and on
the risks entailed in their enterprise, before structuring the leadership succes-
sion they faced. They had been asked to present “helpful academic knowledge
relevant to the issues at hand.” The family did find the authors’ presentation
insightful and their intervention helpful in addressing their challenges.

This positive engagement encouraged the authors to launch the course for
business owners and directors mentioned earlier. Every iteration of the course
furthered insights, validating some of the authors’ main views while sharpen-
ing others. The book that follows presents these insights and views, refined by
the now ten iterations of the course. The course and this book are immeasur-
ably better for the many insights and comments gained from our participants.
Every group left behind thoughts, histories, experiences, and wisdom. All of
them have and deserve our heartfelt thanks. Having tested our ideas on many
cohorts, the time had come to write things down for greater diffusion. It gen-
erated further reflection. While writing the various chapters, we regularly
experienced Oscar Wilde’s saying: “7hought arises between the tip of the pencil
and the paper.”

The third author, and INSEAD MBA, joined the first two after writing a
case on governance and succession in the Tata Group. The collaboration was
so positive that the original two authors asked him to join in writing this
book. His experience in governance as executive, independent director, and
investor added a wealth of contextual and conceptual knowledge to the book.
The engagement has undoubtedly resulted in a higher-quality book.

Singapore, Singapore Massimo Massa
Mumbai, India Kai Taraporevala
Flendruz, Switzerland Ludo Van der Heyden
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Chapter Outlines

This book discusses the hardware, software, and “humanware” required by
effective owners and directors aiming for value creation. Each element of this
tripod is exposited in a separate part of the book. Key ideas are presented in a
linear, chapter by chapter manner. Our suggestion to readers is to follow the
advice to the Rabbit in Alices Adventures in Wonderland: *“Begin at the begin-
ning,” the King said gravely, ‘and go on till you come to the end.”

The key concepts developed in the book are presented here, in brief fash-
ion. This should help all readers, particularly those readers that do not wish to
follow the advice given to the Rabbit, preferring to read chapters out of order.

Throughout the book, case studies, real-life examples, as well as interviews
of owners and directors provide illustrations and context for the arguments
presented. Many examples are given, each presenting facets we can learn from.
These examples teach us in two ways:

¢ DPositive examples or good practices where owners, boards, and top man-
agement got it right. They obey the Anna Karenina Principle, based on Leo
Tolstoy’s book, where he writes: “All happy families are alike; each unhappy
Jamily is unhappy in its own way.”" In these positive instances, success is
achieved when a set of principles are all validated. Such examples also dem-
onstrate that success is a systemic property, and not the result of a single
“silver bullet,” or of a subset of factors. They attest to the systemic complex-
ity of achieving success when all principles must be validated.? As we stated
earlier, these principles fall into three macro-characteristics, referred to in
this book as hardware, software, and humanware.

* Negative examples or bad practices, showing case studies of enterprises that

failed. These follow what we might call the Charles Munger Principle, after

Xvii
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the business partner of Warren Buffett. Munger explained this method of
learning in his 1986 Harvard School Commencement Speech: “What
[Johnny] Carson said was that he couldn’t tell the graduating class how to be
happy, but he could tell them from personal experience how to guarantee misery.
What Carson did was to approach the study of how to create X by turning the
question backwards, that is by studying how to create non-X> Case studies
here explain why success proved elusive.

An outline of the book, with brief chapter summaries, is presented next.

Chapter 1. Introduction: Corporate Ownership

The introduction illustrates the main characteristics of the exercise of effec-
tive ownership. It also presents an ownership typology. We qualify ownership
types according to the other roles owners may also assume: founder, Chair,
CEO/General Manager, board director, shareholder, or a combination of
these. This categorization distinguishes ours from more usual explanations
based on ownership structures and looking at ownership mostly as exerting
“control” over a business. The typology allows a clearer discussion of the inter-
action between ownership and governance.

Part I. Hardware: A Value Creation Framework

Value creation is defined by an anteceding requirement: the need to define
value by a proper definition of the mission of the firm. This underlines that
the definition of mission? is the essence of the owner’s role, from which all else
derives. This observation leads us to present our MGSF (Mission, Goals,
Strategy, and Fundamentals) framework that we regard as critical for the
effective governance of high-performance companies. Our Three Boards
framework (Owners, Corporate, and Business) provides an integrative gover-
nance architecture, which along with the MGSF framework structures the
firm’s governance for effective value creation.

Chapter 2. The Primacy of an Owner’s Mission

The owner’s mission sets the purpose of a company and gives it a clear
direction. Ciritically, a mission thus determines the value to be created by cor-
porate ownership as progress on this mission.

The ability of owners to determine the mission of the corporation they own
is one of the fundamental characteristics distinguishing owner-led firms from
publicly listed ones. In the latter, after the mission is set by owning founders,
subsequent changes in mission are typically set by the Board of Directors, if
not by the management, and then approved at the General Shareholders
Meeting. Owners generally know why they own a business and what they seek
from it. Well-set out missions provide companies with a clear focus and greatly
enhance the chances of longer-term success.
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A mission statement thus frames value creation for an owner-led company
as making progress on the mission. This cannot be repeated enough.
Companies whose missions are not well set out inevitably lead to value
destruction, a consequence of wrong and in effect value destroying mission
statements. Disagreements or compromises among owners about the mission,
or a persistent lack of alignment among owners, boards, and management and
continued disagreements on what the mission ought to be, unavoidably fol-
low this state of affairs. They set the firm up for failure.

The first task of an effective Owners’ Board (OB) is to craft a mission and
then anchor this mission in shareholder agreements and in the corporate char-
ter. Missions may be changed when contextual factors force a change, or when
owners change.

Owner-led companies consequently benefit from another characteristic
relative to their publicly listed counterparts: they are able to change the mis-
sion more swiftly. Changing the mission of publicly listed firms invariably
leads to shareholder contests about the opportunity or desirability of such
a change.

Chapter 3. The Board of Directors: Governing the Mission

The Board of Directors (BoD, though throughout the book we will also
use the unqualified term board when referring to a BoD) lies in the middle of
the transmission chain linking owners with the management. In liberal capi-
talism, boards are legally responsible for the organization they supervise.
Hence, in the legal view of the firm the board is the organization, while the
owners are not. This is why it is so important, in owner-led firms, to anchor
value creation in the preferences of the owners. It also follows that in such
firms it is important for boards to regularly provide feedback to owners and
managers regarding value creation, and also to ask for guidance from both.

One of the key tasks of the value creating BoDs is to maintain alignment
with the owners. This is done by ensuring that owners indeed see the com-
pany to be delivering value, by showing the progress realized by the company
in pursuit of the owners’ mission. This requires the Board to see to it that its
decisions and those made by executives are aligned with the mission. Using an
analogy from how a country is governed, the mission acts like a constitution,
goals might be considered laws governing the country, and the Board acts like
a supreme court ensuring that the laws are aligned with the constitution.

The alignment exercised by the BoD takes many forms: selecting CEOs
and other members of the senior leadership team that are aligned with the
mission, crafting jointly with these executives the company’s goals, in line
with the mission, and monitoring their implementation. Indeed, when CEOs
and executive teams pursue actions at variance with the mission, they



XX Chapter Outlines

inevitably lead to a clash with owners who will consider value creation to be
denied. Boards must then intervene to restore alignment and return harmony
to the organization.

One of the outcomes of the BoD’s discussion with the executive team may
be that it reveals the mission to be impossible or too costly to deliver; in that
case it is up to the board to engage the owners in a discussion of a needed
modification of the mission, realizing that is not the BoD’s purview, but that
of the Owners’ Board. In crisis times, the BoD often becomes front-line as the
crisis typically results from ineffectiveness in the senior leadership team.

Effective boards regularly review progress and check that the goals pursued
remain aligned with the mission. In fulfilling their responsibilities, boards of
privately owned firms lie at the center of the “duality” between ownership and
the management of the owned corporation, ensuring continued alignment so
that the business continuously delivers the value expected by the owners, and
also the other stakeholders who must be informed of owners’ preferences as
revealed by the mission.

Chapter 4. The CEO and the Executive Team: Responsible for Executing
the Mission

CEOs and their executive team are responsible for turning the mission,
defined by the owners, into reality. They operationalize the mission by align-
ing business activities with the owner’s mission by crafting the goals. They also
provide feedback to the BoD on progress in value creation, and warn the BoD
on challenges in execution. Good governance is defined by the absence of
surprises. But surprises do happen; what should not happen is that surprises
known to executives are not known by the BoD, or the owners. This is where
strategic planning and risk management become essential.

Chapter 5. Goals, Strategies, and Fundamentals

Missions are generally long term in nature. Goals translate missions into
practical, quantifiable medium-term objectives that then trigger the search
for short-term action plans. Goals can be broadly quantified around three
main dimensions: profitability, growth, and sustainability. It is important
that boards and executive teams understand the interactions and especially
the trade-offs between these three dimensions. It is impossible to pursue all
three goals simultaneously, at least in the short term. Boards need to address
this major challenge with executives, as, at least in the short term and possibly
also in the medium term, these three goals cannot be pursued simultaneously.
Executive teams thus face clear trade-offs which they need to recognize and
manage. Boards are there to support executives with necessary clarifications
on the goals that need to be pursued.
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Strategies are the action plans that executives deploy following the choice
of mission by owners and the selection of goals by the board, in collaboration
with the executive team. In case growth is chosen as the goal, for example,
typical strategic choices are: build, buy, or ally strategies.” The selection of a
strategy does not depend solely on goals, it also depends on company funda-
mentals: the type of industry the firm operates in, the client’s ecosystem, sup-
pliers, competitors, regulators, where and how the company generates cash
flows, the types of risks the company faces and needs to mitigate against, as
well as the company’s ability to raise financing. Examples are presented illus-
trating how strategies are selected by examining cash flow generating
opportunities.

Chapter 6. Fundamentals: Financing and Risk

Owners must understand how company fundamentals affect the selection
and success of the strategies, and hence of risk, and how they may alter the
results expected from good strategy execution. These interactions naturally
have a bearing on financing opportunities. This point deserves to be fully
recognized, as growth requires financing. Location of a company, for example,
has a great influence on cash generation potential, both in supply of investors
and demand for investments. These interactions too must not be ignored.

In our discussion of a company’s financing needs, we follow the risk-return
paradigm of modern finance. This paradigm identifies risk as the fundamental
factor in financing. Deviating from the classical Modigliani-Miller treatment,
which asserted that financing had no bearing on the value of the firm, equity
financing through IPOs enables and influences strategies, as it changes the
nature of ownership. The chapter concludes with a discussion of the impact of
financing on overall value creation.

This book classifies risk in three types: volatility, Black Swan, and obso-
lescence. Two of these risks, volatility and Black Swan, are investigated in this
chapter. The third risk, obsolescence, is dealt with separately in Chap. 7.
Obsolescence acts like a cancer, though treatment and recovery are possible.
Examples again illustrate the impact of these risks on strategic choices.

Chapter 7. Control and the Corporate Board

Language being central in governance, this chapter begins with a definition
of control. Owners, directors, and executives must align on control, and agree
on the what, the why, and the how. We illustrate how control is typically
achieved through a variety of structural mechanisms. This is our entry point
for distinguishing, in a multi-business setting, the responsibilities at the cor-
porate level (Board of Directors) from those at the business level (CEO and
executive management of the business units). A clear and complementary
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differentiation of the role and function of the corporate board as distinct from
that of the business unit boards is thus obtained.

Chapter 8. Obsolescence and Counterfactual Thinking

Obsolescence is the silent killer of companies. It often operates insidiously.
Through several examples, we illustrate how boards usually do not spend suf-
ficient time appreciating a company’s obsolescence risks, understanding when
these arise, when they grow, and what they consist of. In this context, we also
present counterfactual thinking as a key competence for owners and boards
to possess. Our recommendation to boards and owners is for these obsoles-
cence risks to be made more visible as a pre-condition for an effective treat-
ment of this corporate cancer, and to apply counterfactual thinking more
rigorously as a way of examining what treatments will be more value creating
and contribute to greater sustainability. Our formal discussion of obsoles-
cence and counterfactual thinking is another distinguishing feature of
our book.

Chapter 9. MGSF and the Three Boards

This chapter closes Part I of the book by reviewing the entire Mission,
Goals, Strategies, Fundamentals framework (MGSF), underlining again its
central importance as a foundational tool for the alignment required for a
firm’s value creation across the three boards: owners’ board, corporate board,
and business board. The distinction between the three boards is often too
foggy, leading to overlap and confusion as to their distinct roles, as opposed to
synergy and complementarity. This lack of clarity lies at the root of a great
number of governance inadequacies and pathologies and turns a potential
synergy into a needless and soon emotional confrontation of power and
authority. The resulting deficit of firm performance may ultimately threaten
the survival of the enterprise. A good understanding of the proper hardware
of governance is vital.

Part II. Software: Effective Collaborative Processes and the Need to
Manage Self

This part begins by building proper awareness of the many biases prevailing
among governance actors and of the need to understand how these biases
affect decision making at individual and group level. Our proposition is that
good software is central to decision making in such a context, which is the
essence of what boards do.

This chapter shows how good governance software supports and drives
proper collaboration between the various actors and organizational units
involved in decision making. Board decision making is complex because sev-
eral groups or individuals (which metaphorically can be regarded as the soft-
ware modules) must interact synergistically. The use of good protocols and
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processes (the software macros) is vital to produce good decisions by our three
boards, and for the successful implementation of these decisions. Individual
and group biases are akin to programming errors in IT software, leading to
errors when the corresponding software is invoked. The prevalence of such
biases must not be ignored; unfortunately, many of these biases arise uncon-
sciously. Only through an open, collective, and confrontational treatment can
these biases be addressed. This is where Fair Process Leadership (FPL) proves
invaluable. It is a powerful antidote, if correctly applied, for the ever-prevalent
biases that cloud organizational and corporate decision making and action.

The chapter lays out the benefits obtained through the proper application
of the FPL framework and explains why its effective use indeed counters the
many biases that affect the quality of communications and exchanges between
corporate governance actors, and organizational actors more broadly. Effective
FPL leads to higher board and corporate performance; conversely, FPL viola-
tions reduce board and corporate effectiveness. In one form or the other, be it
explicit or implicit, FPL is not just an option, or as we have stated before, a
necessary foundational tool for value creation. What is also interesting about
FPL is that it introduces fairness in the governance and corporate scene, not
as the fair share that is so dear to shareholders and stakeholders, but as fair
play among them.

We do believe that the critical role of FPL will increasingly become recog-
nized as a foundation for effective corporate governance. The promise that
family-owned and family-controlled enterprises hold in this regard is clear to
us. FPL must be rooted at the ownership level to durably impact the enter-
prise going forward, and become an integral and durable part of it. The
absence of the ownership anchor is a risk for listed firms, the market on its
own showing no clear proclivity for FPL due to its shorter-term focus. Most
conflicts affecting family firms can be seen to result from FPL violations.®

Chairs and CEOs may not commit to FPL, possibly out of ignorance. But
even when committed, our experience shows that the quality of Fair Process
changes as the leader changes. The presence of the “L” in the acronym FPL
reminds us of this fact, which may cause a disruption in fair process when
chairs and CEOs change.

Chapter 10. Delusions, Confusion, and Biases

Individual and group biases corrupt a rational and fact-based approach to
governance. This chapter lays out problems that affect CEOs and their execu-
tive teams, as well as owners and their Boards of Directors. A lack of awareness
of these biases in companies is akin to flying blind or with only a partial view.
Understanding these biases is the first necessary step toward building a more
accurate view of reality. The second one is effective treatment of the biases.
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This chapter also shows that substantial alignment and durable commit-
ment are required for value creation. At the same time, it is now well accepted
that heterogeneity is an essential ingredient for effective decision making,
including for correctly framing the challenges facing the enterprise, its gover-
nance, and its ownership. Heterogeneity is also fundamental for the effective
generation of options and for thoroughly exploring the alternatives available.
Yet, heterogeneity may also render board work unmanageable. Heterogeneity
thus needs to be managed; left unmanaged it may become destructive.

This makes board composition a crucial decision, often paid insufficient
attention to by owners and excessively subjected to owners’ biases and prefer-
ences. We all know how strategies and tactics in sports teams are highly depen-
dent on the selection of players and coaches. The same holds for owners and
their boards. Examples are presented to illustrate this key point, and to high-
light the ways boards succeed in conquering this challenge, and go astray
when they do not.

Chapter 11. Biases in Action and How High-Performance Teams
Address Them

Boards are teams, sharing the common goal of value creation and being
collectively responsible for the company they supervise. This chapter explores
what it takes for teams to become performing, or, on the contrary, how they
lose their performance edge. To make the point vividly and grasp it better, this
chapter provides a detailed account of a tragedy that occurred on Everest in
1996 that involved three mountaineering teams led by business owners that
were running businesses, albeit small ones. The Everest metaphor works well
as boards also are small teams, pursuing a challenging and difficult mission,
and regularly submitted to major “storms” and turbulence. Getting out of
distress often feels like having to conquer Everest. “Going to the top” is an
ambition that fuels any group or board aiming for high performance.

The individual and team biases affecting the performance of the two climb-
ing teams are described in detail. The tragic impact of these biases on the
effectiveness of two of the teams is explained, making horrific outcomes easier
to understand and appraise. These stories will help the reader spot similar
issues on their boards, thus preventing their boards from meeting similarly
tragic ends.

Ways to combat these biases are explored, repeating the argument that
good processes engender and support effective teamwork, and also why. The
translation to effective board work is straightforward. Indeed, we have seen
that these Everest stories are very engaging for boards we have presented them
to, leading them into a fruitful—and sometimes passionate—discussion of
their own effectiveness and their ability to avoid crises and catastrophe.
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Chapter 12. Fair Process Leadership: The Path to Positive and
Collaborative Dynamics for Owners and Their Directors

Fair Process Leadership (FPL) is an integrative and inclusive approach to
leadership that emphasizes high levels of engagement and transparency with
stakeholders, as well as objective evaluation of both outcomes and process,
driven by an unabating commitment to continuously improving the leader-
ship process. FPL confronts human biases head-on and leads to more effective
decision making.

Here we explain FPL as a dynamic framework consisting of a cycle of five
stages, identified as Engaging, Exploring, Explaining, Executing, and
Evaluating. The disciplined and thorough application of this cycle results in
critical voices being heard and addressed, and value creating actions being
taken and implemented with strong commitment. Our experience is that the
cycle is often not followed in a disciplined way, or when it is followed, it is
done so too superficially and with insufficient thoroughness.

A historical example, that of Napoleon Bonaparte and the French Empire
that resulted from his forceful actions after the French Revolution, is a strong
example of the power of FPL. Details on this period of France history when
its power and impact on the world stage were unequaled are provided in
Appendix B as not all readers may wish to know the specifics of this mythical
leadership figure, who starts out as an executive, then becomes CEO and later
Chairman, and eventually owner. The example is interesting for it illustrates
the power of FPL in the rise of Bonaparte, the young military officer, who
perfectly executes the missions that he is given. But FPL is also useful to pin-
point the enormous destructive power unleashed by the multiple FPL viola-
tions that emerged when the general took on his imperial clothes. Having
become the nearly sole “owner” of the French Empire, and having transformed
it into a family business, Napoleon, the Emperor, destroyed most of what he
had contributed to during his ascent to power. Beyond its historical signifi-
cance, the example attests to the immense destructive powers of ownership
when FPL norms are violated.

Chapter 13. Fair Process Leadership Illustrated: Applications to
Owners, Board Members, and Executives

This chapter deepens our FPL discourse in the world of owners, board
members, and managers. We examine the story of Carlos Ghosn, which in
many ways is a modern-day replica of the Napoleonic story. Both Napoleon
and Ghosn are uniquely talented leaders, who both had plenty of victories to
celebrate in the ascending part of their reign and created empires, Ghosn’s
consisting of two companies, Nissan and Renault, committing to a formida-
ble alliance challenging large rivals such as Toyota, GM, and VW.
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But their ownership was ultimately neither wise nor fair. The ends of these
two remarkable leaders are similar: both men end up in prison, on a distant
island, Longwood House for Napoleon, a Japanese prison then a Lebanese
one for Carlos Ghosn. Both were betrayed by some of their closest associates.
Both acted—at least psychologically—as if they were the owners of the orga-
nizations they led. Their boards did not stop their destructive behaviors. Their
stories illustrate vividly the immensely negative impacts repeated and pro-
longed violations of FPL have on individuals, leadership teams, boards, orga-
nizations, and their multiple stakeholders. As one corollary, these stories also
plead for a clear separation of chair and CEO roles.

Part III Humanware: Owners as Leaders and Value Creators

The third leg of our governance tripod is denoted Humanware. It connotes
the intrinsic and pervasive human dimensions of ownership, governance, and
value creation. People come to ownership and boards with their character and
personality, shaped by their histories and memories, with their myths and
ideologies, anxieties and dreams.

This makes governance an intricate and profoundly human affair. Hardware
and software are ultimately activated and deployed by people. We all know
from experience that humanware must be compatible with hardware and soft-
ware for computers and smart phones to be of value to users. When this is the
case, value creation results, with a much greater likelihood of sustainability.
What is true for computers and smart phones also holds for ownership.

We also know that humanware often interferes with the proper or intended
functioning of hardware and software. We close this book by addressing the
human facets of ownership and governance. We do this through sharing a set
of profiles that show us how, in the end, humanware is critical to driving out-
comes. This of course is the case in management and government as well.
Good if not great humanware is thus the third part of the governance tripod
on which ownership effectiveness rests.

Chapter 14. Profiles in Ownership

Thorough interviews with owners conducted during the writing of this
book we present the diversity of ownership types and describe the many chal-
lenges founders and owners face when their businesses grow. A principal chal-
lenge is the need for founders to manage their own transitions, first becoming
effective business leaders, then transitioning again to become effective gover-
nors and owners of their businesses.

The profiles show that ownership is a journey, with bright as well as dark
days, regularly facing storms of various levels of severity. For all, it consists of
repeated journeys, with plenty of learning along the road traveled. Indeed,
what we have observed is that successful owners are fantastic learners. They
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pick up many tools and insights and are not deterred by failure, which often
fills them with renewed energies for the next journey. This is one of the lessons
of the book: ownership rests both on personal talents and motivations, but
also on learning many lessons, including from other owners. There lies one of
the advantages of a family business, where ownership examples and experi-
ences—including negative and challenging ones - are at hand for the next
generation from an early age.

Chapter 15. Transitioning to Ownership and Developing as Owner

We use the profiles in Chap. 14 to glean key lessons for founders and own-
ers. We illustrate how successful founders are driven by a mission, which they
transmit to their enterprise. With time, founders having been CEOs and
Chairs return to being “just” owners, where they may continue to support a
possibly modified mission of the succeeding generation. This provides them
with a final and very meaningful opportunity to continue to provide sense
and pride to those involved with the enterprise, even if at that time others
carry the torch. At this later stage, ownership effectiveness relies on their abil-
ity to inspire and leverage their skills, talents, and energies in others, so that
these others can sustain and grow the businesses, like they did in earlier times.

Ownership types are described using a leadership model built around four
archetypical leadership types. The profiles from the previous chapter show
that it is impossible for one person to have all the talents required for a given
venture or enterprise. Missing talents must be compensated by owners acquir-
ing and developing competences, which, however, will not be a complete
match for the missing talents. Hence, they must rely on trusted advisors and
allies endowed with those talents. Acquiring at least minimal competencies to
beneficially interact with these talented advisors then allows a fruitful collabo-
ration. In any case, our view is that business and ownership in the digital age
call for greater doses of collaboration, solo players—like solo climbers on
Everest—ending up astray, lost on merciless mountains. Value creation is
unquestionably a collaborative act.

Chapter 16. Ownership in the Twenty-First Century: Closing Thoughts

The world keeps changing. Businesses are in transition. It is commonly
though that the post-COVID world will differ from the world we knew when
we entered the global pandemic. Just like the 200708 financial crisis forever
changed governance, and had major impacts on ownership, it is likely that
COVID-19 will leave its trace as well.

Hopefully, the global COVID crisis will help convince boards that they
need to prepare for the greatest challenge of this century, which concerns the
survival of our planet. Climate change will accentuate the tensions on owner-
ship, including more charged confrontations with the weather and with
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multiple stakeholders. In this context, we discuss ESG and Sustainability
using the models and frameworks presented earlier in the book, further illus-
trating their relevance.

Looking to the future, we venture to state that companies with clearly
defined ownership should be better able to look toward and prepare for the
future as compared with publicly listed firms. If they equip themselves with
the proper hardware, software, and humanware, as this book argues.

Concretely, and as a final summary, the Appendix defines ten challenges
that owners and their boards need to address. We might call them the ten
invariants defining effective governance and board work. The list will hope-
fully be seen as a useful final checklist for owners and board members eager to
take specific steps toward achieving greater effectiveness, sustaining their
ambition of excellence in meeting the increasing responsibilities with which
life on this planet is confronting all of us.

Notes

1. Anna Karenina by Leo Tolstoy, Penguin Classics, Penguin; UK ed. edition (30
January 2003).

2. Most of the models in the book have a multiplicative property and are non-
compensating: failure to verify one dimension cannot be compensated by the
other dimensions.

3. Poor Charlies Almanack: The Wit and Wisdom of Charles T. Munger, by Charles
T. Munger, Walsworth Publishing Company; Expanded Third edition (2005).

4. We will use the term mission in this book, which we find more precise and
directional than purpose.

5. One now classical treatment is the book Build, Borrow or Buy, by L. Capron
and W. Mitchell, Harvard Business School Press (2012).

6. Ludo Van der Heyden, Christine Blondel, and Randel S. Carlock, “Striving for
Justice in Family Business,” Family Business Review (March 2005).
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