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How decisions are made in boardrooms
If you Google “how decisions are made in the boardroom” and read a cross section of
the links presented, it will become clear that decision-making in the boardroom is mostly
art, a little science and even less law.
The evidence for this assertion is illustrated, for example, by one link to a 2013 New
South Wales Court of Appeal judgment that “created a stir in Australian legal and
corporate circles about the culture of board decision-making.”1
One of the Appeal Court Judges (Barrett JA) commented that:
•

“Value is often attached to collegial conduct leading to consensual decisionmaking, with a chair saying, after discussion of a particular proposal, “I think we
are all agreed on that”, intending thereby to indicate that the proposal has been
approved by the votes of all present…Such practices are dangerous unless
supplemented by appropriate formality…The aim is rather that members of the
board should consult together so that individual views may be formed and the
individual will of each member may be made known in a clearly communicated
way.”

Students of business and business sustainability might be surprised to learn that such
comments caused a stir and that there are few hard and fast rules about decision-making
in boardrooms apart from those that accrue from the specific voting rights of directors.
Decision-making is a function of boardroom behaviour
A 2009 report prepared by The Institute of Chartered Secretaries and Administrators in
the UK (‘ICSA’) on “Boardroom Behaviours”2 stated that the degree to which “best
practice boardroom behaviour…can be delivered is shaped by a number of factors:
•
•

•
•

the character and personality of the directors and the dynamics of their
interactions
the balance in the relationship between the key players, especially the chair and
the CEO, the CEO and the board as a whole, and between executive and nonexecutive directors
the environment within which board meetings take place; and
the culture of the boardroom and, more widely, of the company.”

Since the primacy of maximising shareholder value over other factors is the norm in
driving boardroom decision-making, it follows that “soft” factors above will “shape”
how that maximisation is achieved.
However, following the Global Financial Crash in 2008 and several high profile
corporate scandals there is a growing shift towards increasing the influence of
environment, social and governance (ESG) issues.

Evidence of the increase in the influence of ESG issues
The inclusion of ESG factors in Harvard Business Review’s 2017 Best Performing CEOs
in the World3 is evidence of the increase in influence of those issues. Here is how HBR
used nonfinancial issues to rank the CEOs:
•

“To measure performance on nonfinancial issues, HBR consulted with
Sustainalytics, a leading provider of environmental, social, and governance (ESG)
research and analytics that works primarily with financial institutions and asset
managers, and with CSRHub, which collects, aggregates, and normalizes ESG
data from nine research firms and works mainly with companies that want to
improve their own ESG performance. We computed one ESG rank using
Sustainalytics ratings and one using CSRHub ratings for every firm in our data
set. To calculate the final ranking, we combined the overall financial ranking
(weighted at 80%) and the two ESG rankings (weighted at 10% each), omitting
CEOs who left office before June 30, 2017.”

Jean Paul Agon v Jeff Bezoz v Paul Polman v Pablo Isla
A sample comparison between four CEOs in the HBR 2017 rankings illustrates the
complexity, which the inclusion of ESG issues adds to what was once a simplistic
financial “bottom line” evaluation process.
•

“If we judged CEOs solely on the basis of financial performance—as we did
prior to 2015—the top-ranked leader would be Amazon’s founder, Jeff Bezos,
who topped the list in 2014 and has been the best financial performer in every
subsequent year.”

Table 1 Comparison of four CEOS in HBR 2017 Rankings
CEO
Jean Paul Agon
Paul Polman
Jeff Bezos
Pablo Isla

Company
L’Oreal
Unilever
Amazon
Inditex

Rank
87th.
82nd.
71st.
1st.

Financial
199
177
1
18

CSRHUB
1
17
850
142

SUSTAIN
80
168
694
76

The table raises at least three questions relevant to boardroom decision-making:
•
•

•

Is Jeff Bezoz’ consistent top-ranking in financial factors because of or in spite of
the decisions which led to very low ESG scores?
What boardroom decisions did Paul Polman oversee which allowed him to get
into the Top 100 (he was not in it in 2016) despite high ESG scores but not as
high Jean Paul Agon who scored only 20 points behind him in the Financial
score?
What decisions did the board of Inditex take to enable Pablo Isla to be ranked
No1 Best Performing CEO in the World 2017 with good ESG scores and a
financial score in the top 20?

I don’t have answers to these questions but my guess is that “the character and
personality” (ICSA) of the CEOs must have played a significant part in the decisionmaking processes. And in that regard, Paul Polman’s decision-making in particular is
worthy of study not least because he is very open about his process, especially in relation
to his reaction to the recent Kraft Heinz hostile bid.
Paul Polman’s decisions in response to the Kraft Heinz bid
“Unilever’s chief executive has expressed regret over steps the company took last year to
woo shareholders in the wake of Kraft Heinz’s unsolicited $143bn takeover approach, as
he urged investors to rethink their short-term focus on maximising shareholder value.”
(The Financial Times Feb 27, 20184)
Paul Polman’s postion is best summed up by this statement in the same FT article:
“If business cannot show what positive impact it has, why should the citizens of the world let business be
around?” Paul Polman, CEO Unilever
But he compromised. What if he didn’t have to compromise? What context would have
existed to create that environment? My thesis is that an environment in which equal
weighting is given to Financial and ESG factors is one solution.
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•
•
•

If, in the HBR rankings, ESG factors were given a 50% weighting instead of the
current 20% rating the rankings would be significantly different than they are
The HBR notes on how they arrive at their rankings are silent on how they came to
decide on a 20% weighting. Why not 30%? Why not equal?
I suspect that the 20% weighting reflects the extent to which they feel comfortable
including ESG factors into the results:
“Although all investors of course pay close attention to financial performance,
there’s evidence that many are beginning to watch ESG measures carefully, too.
Earlier this year Amir Amel-Zadeh of Oxford University’s Saïd Business School
and George Serafeim of Harvard Business School published the results of
a survey of 413 investment executives, whose firms collectively manage $31
trillion in assets. Half reported using ESG information because they believe it is
material to investment performance, and nearly half said they believe that a
company with a high ESG score is a less risky investment. Today money
managers most frequently use ESG scores as a negative screen—they decline to
invest in companies that have very low scores—but the managers surveyed said
they expect that more investors will seek high-scoring companies over time and
will use the scores to urge companies to do better. “Overall, the evidence in our
sample suggests that the use of ESG information is driven primarily by financial
rather than ethical motives,” the researchers write.” (Introduction to HBR
Rankings 2017)

•

But what if the use of ESG information were driven neither by financial nor ethical
motives but because it makes evolutionary sense to do so? What if, to turn around
Paul Polman’s statement above, citizen’s of the world would not “let [a] business be
around” unless it can show “what positive impact it has”.

In my next paper on this topic I will:
o Analyse the HBR Best Performing CEO in the World Rankings 2017 as
if the weighting were 50% for ESG factors and not 20%
o Consider how a 50/50 ratio would affect decision-making in the light of
established decision-making theory
o Examine what combination of regulation (if any) and social pressure
might be required to bring about such a significant shift in focus
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