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Overall: From where does small ICT corporations derive their competitive
advantage?

Specified: Is the board of directors a strategic resource that contributes to a
corporation’s competitive advantage?

By applying different perspectives we strive to explore what influence boards of
directors could have on a corporation’s competitiveness and development. In
other words, we attempt to explore the board of directors as a strategic resource
in small ICT corporations

We describe the view at the board of directors in ICT corporations by using an
interdisciplinary and explorative method. The thesis is based mainly on
secondary sources, such as theories and research. We have as well collected
primary data trough interviews with venture capitalists, CEOs, and board
members.

In the thesis we have discussed from a wide variety of perspectives if boards of
directors in small ICT corporations could be considered as a strategic resource,
contributing to the corporation’s competitive advantage. We have found they
contribute with broad knowledge, experiences, and skills that the founder,
venture, or the top management team is not likely to possess by their own. The
board further contributes with the skill to explore and adapt the corporation
strategically to the rules, opportunities, and threats in the environment. The
board helps the corporation with structural configuration, turning it from a
venture start-up to a professional organization. Thus, it seems to us that a board
of directors has the capability and potential to help entrepreneurs obtain a
competitive advantage. This by advising them in the nurture of valuable, rare
resources that are difficult to imitate, and that these resources can have a vital
positive impact on the corporations competitive advantage.

Therefore, we emphasize that the boards of directors could be a strategic
resource for small ICT corporations.




Definitions of Key Concepts

Corporation: A joint-stock company; public limited- and private limited company.

Small corporation: Is used as a concept for young corporations (not older than
approximately 2 years) with a potential and declared intention to grow and expand.
Number of employees, not more than 30, however since these corporations grow fast this
is not a vital delimitation.

Competitive advantage: A corporation has a competitive advantage when it is engaging
in activities that increase its efficiency or effectiveness in ways that competing firms are
not, which gives rise to the product/service offering costumers greater value.

ICT: Corporations which main businesses are Information and Communication
Technology products and services.

Strategic resource: A resource that enables a corporation to craft and implement
strategies which improve the corporation’s efficiency and effectiveness, and that exploit
opportunities or neutralize threats in the competitive environment.




Preface

Our interest in strategy and decision-making lead us to look through past literature for a
subject to our master thesis. During the search for a suitable topic we discovered that
few of the books we have read during our academic studies explicitly talk about the
board of directors. When strategic management and leadership are discussed in business
literature it is often done by talking about the role of management, senior managers, and
top management teams, but quite seldom about the board of directors. This lack of
separation between the top management team and board of directors we think is
peculiar, since these two groups have quite distinguishing responsibilities and roles in
the governing of a corporation. Those few times the board of directors is discussed in
literature it is so often done with large corporations as starting point and perspective.
Therefore we found it interesting that we had not came across more research about the
board of directors in small and growing corporations. This especially if considering the
great number of small venture corporations in the economy. In addition, we thought the
increased interest among researchers for strategic management and decision-making in
high-technology corporations, and the growth of the IT industry, should have resulted in
a larger number of literature. From this observation we got the idea to investigate the
boards of directors in small ICT corporations to find out whether or not these boards is a
breach from boards in large corporations. Thus, do the writings about large corporation’s
boards of directors apply to boards in small ICT corporations?

Reading advice

We think some reading advice could be in place to make the thesis more comprehensible
and easier to read. The thesis sets off with a discussion about the economy and business
environment of today. In this initial chapter we discuss whether boards of directors
within the IT industry face other prerequisites and circumstances, in comparison to
boards in more traditional corporations. After this problem-discussion an account of how
we have conducted the research will follow. We have chosen to present our research by
categorizing it into six perspectives, beginning in chapter five. Throughout the thesis we
uses an anecdote about six blind men who try to describe an elephant none of them have
seen. Based on this anecdote we have given our perspectives different names, such as
Mr. Corporate Governance and Mr. Strategy. These men represent mainly secondary
data — theories, past research, and statement-, only in Mr. Discussion we present primary
data from interviews of CEOs and board members. A worth mentioning risk as we use
much secondary data, is that we might not be able to validate all data through our
empirical study. This is of importance since some theories may be based on how the
object might be and thereby give a normative picture of it. The reader should have this
in mind as it can affect the outcome of the thesis.

Why six men?
In the early phases of this thesis we interviewed some experienced board members and

CEO:s to get empirical data of what goes on in the boardrooms. Together with our initial
review of literature we found some subjects and factors that seemed to be essential to




look further into. We then continued to collect data and information about these
subjects. When we felt we had covered a rational amount of the different aspects, we
tried to find a suitable way to present our findings. It turned out to be six perspectives,
followed by an overall analysis and conclusion. Some of the perspectives will for sure
be more worthwhile for the academically inclined; other will appeal more to
practitioners. Some people will probably consider that we could have chosen some other
perspectives, added or reduced a few. However, it is always a tricky trade-off to choose
what to include, what to exclude, and when to stop writing. Although, it is our hope the
thesis will contribute with some knowledge and insights to the discussion about
managing and governing small corporations.
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1 The Wilds of
Competitive
Advantage

--Introduction--

There is a prevailing query whose answer has been sought for by many people. The
query read as follows; why do some corporations perform better than others? The
query’s origin probably dates from the day in history when the second corporation was
founded. From that day on, have many expeditions (people, investors, managers,
philosophers, researcher, and politicians, to name a few) been out there in the wilds and
participated in the quest for an answer to this comparative analysis. They have all made
an effort to explore the wilds, i.e. to enlighten, analyze, and find a satisfying solution to
this query. As a result of all these expeditions different scientific fields have emerged,
each with their own perspective, explanation, and solution. To mention some of the
major fields there are the field of marketing (Kotler), management (Mintzberg),
entrepreneurship (Schumpeter), strategy (Porter, Ansoff) and economics (Keynes,
Friedman). In other words, the long history, the importance, and the interest for the
query have resulted in a plentitude of studies and theories. Therefore it is fair to ask
whether or not there are more to study and explore about this subject. Firstly, there is
probably no simple and exact answer to this question, since the complexity of the
question makes it impossible to understand all the ties and connections, cause and
effects, and relationships that exist. Secondly, the answers given have often proven to be
elusive, according to Kimberly and Zajac (Hambrick D. (ed), 1988). Consequently, no
one has yet found a satisfying answer. This being particularly valid when one considers
the circumstances these days with rapid technological development and the high degree
of uncertainty on the global market. Further, even nowadays we witness corporations in
all industries that goes into liquidation, while others perform well and earns a profit well
above the industry’s average. For us it therefore seems reasonable that there are some
white spots, unexplored wilds, left on the competitive query-map to explore and map
out.

The purpose with the opening paragraph is to give at brief introduction of the subject
and our starting point in the thesis.
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2 The Expedition -
Out in the Wilds

THE BLIND MEN AND THE ELEPHANT
By John Godfrey Saxe (1816-1887)

It was six men of Indostan
To learning much inclined,
Who went to see the Elephant
(Though all of them were blind)
That each by observation
Might satisfy his mind.

The First approached the Elephant,
And happening to fall
Against his broad and sturdy side,
At once began to brawil:
“God bless me but the Elephant
Is very like a wall.”

The Second, feeling on the tusk,
Cried, “Ho! What have we here
So very round and smooth and sharp?
To me ‘tis mighty clear
This wonder of an Elephant
Is very like a spear!”

The Third approached the animal,
And happening to take
The squirming trunk within his hands,
Thus boldly up and spake:
“I see,* quoth he, “the Elephant
Is very like a snake!”

The fourth reached out an eager hand,
And felt around the knee,
“What most this wondrous beast is like
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Is mighty plain,” quoth he:
“Tis clear enough the Elephant
Is very like a tree!”

The Fifth, who chanced to touch the ear,
Said: “E’en the blindest man
Can tell what this resembles most;
Deny the fact who can,
This marvel of an Elephant
Is very like a fan!!

The Sixth no sooner had begun
About the beast to grope,
Than, seizing on the swinging tail
That fell within his scope,

“I see,” quoth he, “the Elephant
Is very like a rope!”

And so these men of Indostan
Disputed loud and long,
Each of his own opinion
Exciding stiff and strong,
Though each was partly in the right,

And all were in the wrong”
(Mintzberg et al 1998, p 2)

2.1 The elephant and the six blind
men of ours

We will focus our expedition to a particular remotely situated part of the wilds of the
competitive advantage query. The place is known as: Where from does small ICT
corporations’ derive their competitive advantage? However, since this part of the query
is so extensive we need to delimit our field of study further. Among all the available
research approaches we have therefore decided that our elephant (phenomenon, entity)
of study will be:

The board of directors’ contribution to a small ICT corporation’s competitive
advantage.

The perspective is how others look upon them and their significance. By others we mean
those who have contact with them or are affected by their actions. Our intention is to
find out what influence those people considers boards of directors to have on a
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corporation’s competitiveness and development. In other words: What significance the
board of directors has in small ICT corporations.

To be able to explore what our elephant looks like, we have chosen six blind and very
brave men. Each of them we are going to send on their own out in the wilds with the
mission to observe the elephant, each from their own perspective, frame of reference,
notions, and models.

2.1.1.1 The expedition leaders have the word

On the time schedule for tonight’s lecture is first a presentation of the wilds which the
six brave men of ours will travel through. It will include many speakers who each will
describe subjects that are related to the expedition. Worth mentioning is a debate about
the wilds of today (the business landscape), and a report about the planning and
preparation of the expedition (the methodology). Finally, we will end tonight’s lecture
with a presentation of the six blind men. The presentation of the six members of the
expedition will be kept short, because they will start their journey early tomorrow
morning. Before we present the first speaker for tonight we would just wish you
welcome back later this year (chapter 5) when each of the six brave men have returned
home. One by one, they will then tell you about their experiences and adventures from
the travel through the wilds.

- So Ladies and Gentlemen let us present the first speaker for tonight’s lecture: The
problem discussion!

Finally, we will end tonight’s lecture with a presentation of the six blind men.
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3 The Problem

Discussion

Setting the Agenda for the
Thesis.

In the opening paragraph of this chapter we will discuss the competitive environment in
the economy of today, followed by the issue of competitive decisions and actions in
corporations. Finally, before closing this chapter we will outline and concretize our field
of study i.e. the board of directors in small ICT corporations.

3.1 An introduction to the business
environment

Our high standard of living is created by the economic system. The system consists of
many large and small private and state-owned companies, all of them seeking success.
The driving force in the economic system is the transactions taking place between the
two types of actors; the buyer and the seller. A transaction takes place when the two
actors decides to satisfy their needs and wants through exchange. Exchange is the
process of obtaining an object of interest from someone by offering something in return.
The place where sellers and buyers interact and exchange values is called the market. On
the market, made out of the total numbers of buyers and sellers, the actors choose the
product and service that best satisfies their needs and wants, given their constrained
resources. Since it often prevails a supply surplus on the market, i.e. not a monopolistic
market, it creates a competitive environment for the sellers. This competitive
environment, by others named the business landscape or business environment, sets the
conditions for the corporations to live by, Kotler et al. (1996). Therefore, we begin with
discussing the prevailing market conditions, facing the corporations of today.
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3.2 The competitive environment of
today

- Have the recent development in the IT
industry really altered anything?

During the last two decades, we have been witnessing an amazing development of the
information technology. From the eighties with five computers worldwide, owned by
huge corporations, to today when everybody use, work, and meet the technology in
everyday situations. Many are those researchers, authors, politicians, scholars, and
practitioners that have described how this major change already today has altered our
lives to a great extent. Some think that the new technologies will revolutionize our life
while others, for example Kanter, (2001) argues that if we look in the mirror we have
said the same about past technological innovations. Take for example the television
which were said to replace the radio and the teaching machine which were to replace
teachers. Even though most of them agree upon that the development of information
technology has changed our way of life, they disagree of how and to what extent it has
altered our life. For example, have the business environment changed so dramatically
that we could talk about a ‘new economy’?

3.2.1 There is a new economy!

We now stand on the threshold of a new age — the age of revolution. In our minds,
we know the new age has already arrived; in our bellies, we re not sure we like it.
[...] In this new age, a company that is evolving slowly is already on its way to
extinction. Schumpeter’s gale of creative destruction has become a hurricane.
Economic integration has blown open protected markets, deregulation has
destroyed comfortable monopolies. The Internet has turned bricks and mortar
into millstones. (Gary Hamel 2001, p 4)

3.2.1.1 The ardent advocates of the new economy

Some authors, for example Kevin Kelly (1998) and Gary Hamel (2001), have
emphasized that the information technology development has reshaped the basics of the
business logic. This had lead to new rules, new industries, entirely new products, and
new ways for interacting and communicating with customers. As an effect, they mean a
“new economy” has been created. Further evidence, according to Kelly, is that the basic
economic cornerstones have changed, such as supply and demand, and economics of
scale. While the “old” economy strived after creating value through scarcity, the new
economy does the opposite through the so-called fax effect. The effect could best be
described by the following example given by Kelly; one fax has no or a very little value,
but the value of one more is increasing the value exponentially. In other words, the
marginal utility is increasing, instead of decreasing, which economic theory has taught
us is the normal case. Finally, Kelly argues that communication and not the technology
is the driving factor in the new economy. He states that: “Because communication —
which in the end is what the digital technology and media are all about — is not just a
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sector of the economy, communication is the economy” Kelly (1998, cover page).
Kelly’s view is in a sense quite extreme. The question is whether the described changes
will affect the whole economy, as Kelly argues, or just some part of it (or for that sake,
any part of it at all). For example, the statement of the “fax effect” is based on the logic
that a communication technology has no value as long as only one person uses it. This
since communication always at a minimum involves two parts; a sender and a receiver.
Therefore, even though the argument used by Kelly is true, it is in a sense self-evident.
Because his reasoning is valid even when applied to the very basic form of
communication, the use of language. It is not any use speaking a language if you are the
only one who understands it, but as the number of people increases, the number of
communication-possibilities increases exponentially. Secondly, Kelly assumes that the
new product is based on a new technology, which uniqueness makes it not compatible
with other technologies.

The question is now if these predictions can stand the test of the opposition’s
arguments?

3.2.1.2 The opposition

Wait a minute! Before we rush off the cliff into the future, let’s catch our
collective breath and pause for perspective. Many discussions of the new economy
take place in a historical vacuum. Mention the Internet, and intelligent people
sometimes act as if they have had a portion of their brain removed - the memory.
(Kanter 2001, p 4)

Many scholars have made statements similar to Kelly’s, that there is an ongoing shift of
paradigms in the economy. But they disagree on what the implications hitherto have
been. To the representatives for the more cautious view we could probably include
scholars like Peter Drucker (1993) and Kanter (2001). They argue that every generation
always tries to put forward evidence that they are living in a more turbulent and
interesting time than the generation before them. Further examples worth mentioning are
Shapiro and Varian (1999), who argue that Kelly and other authors - with similar view
of the information technology’s implications are wrong - regarding the reasoning about
the new economy. The subject for their criticism is that although the economy of today
has changed, it has not done it so radically that it would justify calling it a “new”
economy. The economic rules, logic, and laws remains the same, we just apply them
differently. Alternatively: “Technology changes. Economic laws do not” (see Shapiro
and Varian, 1999, cover page). So rather than a shift of paradigms they argue that it is
only the prerequisites which needs to be adjusted to the new environment.

3.2.2 And the winner is...!

In discussions like this one, there are no right or wrong opinions, no simple yes or no
answers. As mentioned initially, scholars seems to disagree about which effects the
recent development in the IT industry, and other related high-technological industries,
have had on the whole economy. Most of them agree that the information technology
have affected the economy, but they do not seem to agree upon if it really has been so
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widespread that it has altered the economy and business environment to such an extent
that we could talk about a new economy. This kind of disagreement in discussions often
arises due to differences of opinions, for example the perspective on what you hold for
facts, explanations, and driving factors. In this case the question is, if the changes in the
environment have been created by the technology, or the other way around. This kind of
causality related problems are often subject for discussion when trends and general
issues of development are analyzed. Most often the reason is that cause and effect
problems is so hard to analyze, due to the causality of a phenomenon is very complex.
Take for example the ups and downs of the stock market. Often the causality is not
linear, rather circular which makes them even more complex to understand. Examples of
this kind of problems are the everlasting issues of: who came first, the chicken or the
egg, and if the invention is a solution to a problem, or a solution looking for a problem.
This latest issue has been the sad destiny of many great inventors throughout history
since their inventions in the beginning were not perceived as anything useful. Not until
long afterwards have the surrounding realized the innovation’s value. For example, the
Wright brothers had no luck when trying to sell their invention, the concept of the
airplane, since no one then saw any use of it.

The other main reason for the disagreement, besides the complexity of issues like this,
could be that it is often very hard to try to analyze and forecast something which is still
in its infancy. By this, we mean that most of the literatures have been written during the
last decade extensive growth phase of the IT industry. To create a comprehensive picture
some further perspective might be needed, which the current shakeout in the industry
and economy is a colorful example of. Further, even though some claims that it is still to
early to talk about a new economy, very few would disagree that the development in IT
and the focus on production and distribution of information and knowledge it have
brought about, have affected many businesses. If we instead see the keen advocates of
the new economy as visionaries who tries to convey a picture of what the near future has
in store. Then, their message and arguments become more a forecast about how the
recent development will continue to develop in the future rather than a description of the
present state of the economy. Therefore, as often in this kind of literature and debates, it
is not only two camps of opinions and views but also a matter of perspective.

Our only conclusion is that the economy and business environment has been
influenced and affected by the development in of the information technology. Some
claim the affects have radically changed the economic rules, logic, and laws of the
whole economy and talks about a new economy, while others mean that it is just a few
sectors this have happened in, rather than the whole economy. One sector where a major
development in the economy has been seen is the service sectors. The intangible
products’ and assets’ importance has increased in the world economy and today, the
service-sector constitutes a far larger share of the total production value in the economy
than just a decade ago. This change has most likely had a great importance for our field
of study, the board of directors.

3.2.3 The age of the intangibles?

Intangible capital is nothing new. It has been around since the first day a salesperson
established a good relation with a customer. However, then it was known as goodwill
(Brooking, 1997). During a long period of time was the industrial society the prevailing
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paradigm. According to Rohlin et al (1994), it was characterized of the industrial
production process; an idealistic way of how rational and effective production was
organized and controlled. Furthermore, there were clear financial objectives and control-
systems in which the human being was seen as a part of the production. Other keywords
for the industrial society were capital, materialism, and the standard of living. In the
beginning of the sixties visionary people began to talk about the “post industrial
society”. During its development, researchers had many names for it, but are today
probably best known as: ‘The new economy’ or ‘The information society’, where

knowledge and information are the most important and prevailing resources.

The economic development of the last two decades, and in particular the one of
information technology, have given us both the possibility and the tools for reaping the
benefits of intangible products such as using IT to share and analyze knowledge and
information. Today it goes more or less without saying that intangible assets are an
important factor for most corporations and their strive for achieving competitive
advantage (Brooking, 1997). According to Drucker (cited by Pemberton & Mcheath
1995), Birchall & Lyons (1995), and Robbins & Duncan (ed. Hambrick, Donald C.,
1988) has capital been replaced by knowledge as society’s basic production resource.
Today the market economy organizes the economic activities around information rather
than physical goods as in the industrial age. Furthermore, Peter Drucker shows in his
book “The Post-Capitalist Society,” that “knowledge is replacing capital as society’s
basic resource and that a market economy organizes economic activity around
information” (Pemberton & Mcbeath, 1995 p 4). Even more importantly, he shows that
nowadays are most organizations’ field of business the production and distribution of
knowledge and information, rather than the manufacturing, inventory, and distribution of
tangible products. Therefore it seems fair to argue that future-companies are
characterized by the perception that knowledge is the most crucial success factor. The
substance in the future-corporation is therefore to a great extent in the employed key
persons’ competences and in the corporation’s customer relations (Stevrin, 1991). The
implications of this are that the way of business change (Haynes and Hendrick, Lawless
& Gomez-Meija, eds. 1990), for example since the product is based on services, they
will be consumed simultaneously as they are being produced. Additionally, the customer
is often directly involved in the development of the end product, this because a service
has to be customized and is dependent on the environment it will interact with.

Even though most scholars agree upon that we have entered a post industrialized age,
the so-called the new economy, some claims that in practice it is still the industrial age’s
business values and rules that dominates. This according to Rohlin et al (1994) who
argue that the industrial age’s major values are still valid in the new business setting.
Especially they claim that the areas of corporate strategy and usage of resources, the
operative business and the way of conducting businesses, organization and management
is still the prevailing way of steering corporations. This is also highly affecting the use
and view of intangible resources, according to Brooking (1996), who argues that today’s
corporations do not know which intangible resources they have. Consequently they
neither know the value of them, nor how to manage them properly. The importance of
attend to this deficiency is getting very vital, especially considering that the information-
based sector already occupies 15% of the total U.S. economy (Kelly 1998 p 3).

Just as the discussion about the new economy, there was also a discussion in the
beginning of the service sector’s development about the current and future significance
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of the intangible products (services) and intangible assets (human & intellectual capital).
Both camps has its owns’ ardent advocates. Some scholars claim they will marginalize
the tangible products role in the economy, while others declare against this because they
mean it is still too early to say. Our concluding opinion is that the advocates for the
intangible assets, just like the ones for the new economy, overemphasize the intangible
assets’ importance in today’s economy. This is the case at least if we analyze their
research-results through the scope of the current business setting, because some scholars
more or less claim that intangible products and assets will be the one and only ‘thing’ in
the new economy. Of course has the focus on production and distribution of information
and knowledge affected many businesses, but still we to a great extent manufacture the
information and knowledge with the purpose of enhancing the tangible products.
However once again, if we see the keen advocates as visionaries, who tries to convey a
picture of what the near future has in store, then their message and arguments become
more a forecast about how the recent development will continue to develop in the future.
Therefore, in a long-term perspective it might be true that the age of the intangible assets
are to come, especially if we take into consideration how the recent development of the
service sector have been lately (it is well-documented that it counts for a larger and
larger part of the total production). Therefore, as often in these kinds of literature and
debates it is not only two camps of opinions, but also a matter of perspective.

3.2.4 The scope of the new economy and
age of intangibles in the thesis

The significance of the new economy and intangibles can be discussed backwards and
forwards, perhaps much due to the reasons given above. Despite the advocates’ and
opponents’ disagreements about these two phenomenon, the debate point to the
conclusion that the economy and business environment have been influenced and
affected by the development of the information technology. In some sectors this change
have been more noticeable compared to others. The ICT industry is probably the sector
where the influences and affects have been the most apparent. We therefore initially see
this industry as the most valuable to direct our thesis towards, which we will motivate in
the following chapter.
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3.3 Our field of study - The ICT industry

3.3.1 What is an ICT corporation?

To define what characteristics that constitute a high-tech/IT corporation could be quite
problematic and hard to do. Because today it is possible to claim that almost every
corporation has some part of their businesses which contains information technology or
other high-tech elements. The crux with this definition-issue was discovered already in
the late 1980°s when Ungson (eds. Lawless and Gomez-Meija 1990, p 111) wrote the
following statement: “Defining high technology has been a bit problematic because the
term has been broadly used to describe technological-related and emerging industries”.
Barney (2001) is another scholar who has commented the issue and in addition has given
an insightful analysis of the cause to the problem. Firstly he alludes to the difficulties
with theoretically stipulating appropriate boundaries of a particular industry. Because of
this problem, Barney (2001) considers the decision of which firms to include and which
to exclude becomes too arbitrary. Secondly, to be able to define an industry’s
boundaries, a certain level of stability in technology and competition is needed. Barney
(2001, p 8) considered this assuming static view was inappropriate in the beginning of
the 1990’s, and as he emphasized:

Even more inappropriate in the twenty-first century, when traditional industry
boundaries are being destroyed and when competition can come from numerous
sources, not just from firms within the well-defined boundaries of an industry.

The business of corporations such as Volvo and Pharmacia & Upjohn are indeed
involved in high technology and information technology. For example Volvo cars has its
own IT section who delivers IT solutions, the question is if they are in the high
technology, IT-, or Car- industry? A way to handle the problem is to further delimitate
the industry; for example corporations within the software or Information and
Communication Technology- (henceforth abbreviated ICT) industry. We have chosen to
delimitate our thesis to just look at the ICT industry, because this enables us to get a
more precise perspective and focus.

We define ICT corporations as: companies which main businesses are Information and
Communication Technology-products and services.

3.3.2 What are the differences?

ICT corporations are highly affected by the changes the new economy and the age of the
intangibles have given rise to. This is the main motive for us to choose this industry.
Moreover, these corporations conduct businesses which could be argued to be among the
strongest driving forces in the “new economy”. Because, as was noted by Porter a long
time ago (1980, cited by Lawless & Gomez-Meija, eds. 1990, p 111): “High-technology
industries are primarily driven by changes in technology that permeate all facets of the
organization, this since while the capital-intensive industries face similar challenges in
introducing new technologies into their products, changes are nearly not as extensive nor
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as revolutionary as they are in high-technology”. So even though the business
environment has changed across most industries, it is probably most noticeable in the
high-technology industry. The tendency that high-technology industries distinguished
from other industries in terms of growth rates, technological diffuseness, and internal
structures, was also noticed all back in the end of the 1980’s. See for example Ungson
(eds. Lawless and Gomez-Meija, 1990). Other main distinguishing characteristics are
highlighted by McNaughton (2001) who states that in comparison to traditional
industries it has been facing a higher level of uncertainty and change, both
technologically and strategically, and shorter and shorter product life cycles. These two
main characteristics will now be investigated deeper, starting with the shrinking product
life cycles.

3.3.2.1 Shrinking product life cycles — the all time problem

The discussion about that the product life cycles becomes shorter and shorter is nothing
new. This because, already in the mid 80’s it was noticed that high-technology
corporations’ products and services have shorter product life cycles compared to
corporations in traditional industry, which Kotler illustrated 1985 (eds. Lawless and
Gomez-Meija 1990, p 111) when he wrote:

The period of time between innovation and product delivery is relatively short,
3 - 5 years, with two years being not at all uncommon, and seven years being
extremely long. In contrast, the product life cycles dishwashers and steels extend
from 12 - 15 years.

McNaughton (2001) is in other words in good company when he today put forward the
opinion that corporations in the high-technology industry have needed to learn how to
shorten the development-process time and the time to market. Besides this, they needed
to learn how to deal with the strategic uncertainty and pace of technological change. To
illustrate how this development has escalated since Kotler’s observation 1985, we have
chosen to quote two of the leading corporations in the ICT industry of today; Nokia and
Microsoft. First, Nokia one of the leading telecom corporations normally calculates that
a new cellular phone-model will have a product life cycle of three months. One
additional example that puts this issue on the edge is given by another of the ICT
industry’s giants; Microsoft. Now afterwards they have acknowledged that the success
of the program Windows 95 hung on a single thread, since it was totally dependent upon
the first three months sales figures (Carlsson 1997).

As the examples above have shown the extent and effect of this problem is merciless: it
strikes big as well as small corporations. The reasons for this merciless problem are
several, but the main thought seems to be the one put forward by McNaughton (2001).
He argues that the reason to why the products’ life cycles become shorter and shorter is
mainly due to accelerating pace of technological innovation.
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3.3.2.2 Strategic uncertainty and technological change

The gap between what can be imagined
and what can be accomplished
has never been smaller
(Gary Hamel 2001, p 10)

Many scholars have put forward the opinion that corporations in the high-Technology
industry faces a more turbulent environment, a higher level of uncertainty and change,
both technologically and strategically when compared to traditional industries. See for
example McNaughton (2001), Hamel (2001) and Kelly (1998). Like the discussion
about product cycles getting shorter and shorter, there is also an ongoing discussion
since the mid 80’s that the technological development has created a more turbulent and
ever-changing competitive environment. Already in 1983 Riggs observed this tendency
that high-technology industries face higher level of strategic uncertainty. To exemplify
he mentions that "the transistor and the integrated circuit at the time of their inception,
literally rendered existing technologies obsolete, and, in so doing, radically changed the
basis of competition in the high-tech industry” (see Lawless and Gomez-Meija 1990, p
111). This tendency has also been observed by Kotler who in 1985 stated that: “Project
innovations in high-technology create new markets when place into commercial
applications. In this context, the pervasiveness of high technology products distinguishes
them from other consumer and industrial products” (see Lawless and Gomez-Meija
1990, p 111). So when Bill Gates said that: “Microsoft is always two years away from
failure” (Hamel 2001, p 11) it was not an overstatement about the competitive
environment facing the corporations of the twenty-first century. Rather it was an
insightful analysis of the consequences when the economic laws and logic is applied to
the new economy, particularly the ICT industry. Because, as Gates said, it is not just the
product life cycles that becomes shorter, but the strategic life cycles as well (Hamel
2001). The statement from Gates seems to be reasonable when considering it through the
scope of Hamel (2001, p 7) who, somewhat rhetorical, claims:

In the age of revolution, opportunities come and go at light speed - blink and you
have missed a billion-dollar bonanza. [...] We are witnessing a Cambrian
explosion of new competitive life forms. Never has incumbency been worth less.
Schumpeter’s™ gale of creative destruction has become a hurricane. Economic
integration has blown open protected markets, deregulation has destroyed
comfortable monopolies. The Internet has turned bricks and mortar into
millstones.

The outcome of the turbulent environment in the new economy is that technological and
competitive stability do not exist, according to Barney (2001). This change is likely to
be more noticeable in the ICT industry, due to characteristics of the high technology
industry. The telecom giant Nokia’s incredible development is a colorful example of
how this technological-, strategic-, and competitive instability affects the ICT industry:

1 See further below about creative destruction
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Between 1994 and 1999, the number of mobile phones sold each year exploded
from 26 million to nearly 300 million. At the same time, the technology changed
from analog to digital. Motorola, the world leader in the cellular telephone
business until 1997, missed the shift to digital wireless technology by just a year
or two. In that sliver of time, Nokia, a hitherto unknown company, perched on the
edge of the Arctic Circle, became the world’s new number one. A decade earlier
Nokia had been making snow tires and rubber boots: suddenly it was one of
Europe’s fastest growing high-tech companies. For Motorola, regaining its top

spot will be a Herculean task. (Hamel 2001, p 6)

Kevin Kelly (1998) is another, by now familiar author, who have dealt with this issue.
He makes the metaphor that competing in a turbulent environment is like walking in a
mountain-chain trying to find the highest mountain. The corporation who gets to a peak
at a mountain is the one who evolve its product so it is maximally adapted to the
customer environment. Kelly further argues that in the industrial society’s relatively
simple environment it was fairly easy to know what an optimal product would look like.
Furthermore it was easy for the corporations to identify where on the stable horizon they
should position themselves, according to Kelly (1998). This stable competitive
environment in the industrial age is described well by Hamel (2001, p 5), that he is an
ardent advocate of the new economy we guess is unnecessary for us to point out, and
therefore should his prophecies be considered in the light of the oppositions arguments.

Out of the industrial age of progress came a world of industrial giants: Mitsubishi,
ABB, Citigroup, General Electric, DaimlerChrysler, DuPont, and their peers. If
they happened to miss something that was changing in the environment, there is
plenty of time to catch up. The advantages of incumbency — global distribution,
respected brand, a deep pool of talent, cash flow — granted them the luxury of
time.

The opposite circumstances prevails for corporations in the new economy where it is
hard to determine which mountain is the highest and what summit to aim for. Or as
Hamel (2001) express it (when he continued the above discussion):

But in a the new industrial order change has changed. [...] No longer is it
additive. No longer does it move in a straight line. [...] In the twenty-first century,
change is discontinuous, abrupt, seditious, and a corporation misses a critical bend
in the road may never catch up.

Further on one might raise the question if it is a sound strategy to spend a lot of effort
with the aim to be the one who reaches the peak of a mountain first. Just to discover that
when standing on the summit you realize there are several other mountains which are
higher than the one you have aimed for. The continuation of the metaphor is that once
you have reached the peak of the mountain you cannot climb any higher. What then
could happen, and often does so according to Kelly (1998), is that the corporation will
be an expert on a dead-end product or service. This argument is confirmed by several
examples where corporations have manufactured the best product just before it demise,
for example the Swedish corporation Facit who made the best typewriter ever but stood
completely defenseless against the development of the PC. The explanation for their
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failures was not that the corporations could not charge a premium price for the
perfection, relatively competitors with the same, but inferior goods. It was rather that the
specializations had given rise to a lack of perspective which constrained the
corporation’s awareness and responsiveness to the environment. When approaching the
mountain’s summit they raised their view and saw that the mountain chain contained
another higher mountain; the PC, which satisfied the customers’ demands better. This
lack of insight can be very devastating in the new economy; due to an outsider can move
your mountain “just” by changing the rules. Sadly, there is only one way out, according
to Kelly. The corporation has to devolve, i.e. be less adapted, less fit, less optimal. You
have to go downhill towards extinction to acquire an opportunity to raise again, so-
called “creative destruction” (Schumpeter cited by Kelly 1998). In practice, this is very
hard to achieve since the whole organization, from employee to the top management
team and the board of directors is working to strive forward and up. Furthermore, to
refer back to the Facit case, niche strategies often leaves the corporations with heavy
investments in a particular kind of products, which both decreases the strategic
maneuverability and the awareness of the environment. To motivate an organization to
turn around and start walking downhill with a heavy backpack is not the easiest task to
carry out when they for a long time have strived to reach one particular mountain’s
summit. So:

Somewhere out there is a bullet with your company’s name on it. Somewhere out
there is a competitor, unborn and unknown, that will render your strategy
obsolete. You can’t dodge the bullet - you are going to have to shoot first. You are
going to have to out-innovate the innovators. Those who live by the sword will be
shot by those who don’t. (Hamel 2001, p 11)

3.3.2.3 Additional motives

An other motive for us to focus our field of study to boards of directors in ICT
corporations is the increased interest in literature and among researchers for strategic
management and decision-making in high-technology corporations (Goel, 2001).
Corporate managers, government officials, scholars, and strategy analysts’ attention
have lately been attracted by the mutual effects of technology and competitive strategy
in corporations, according to Shapiro & Varian (1999). Generally this interaction is
considered to be important for the success and even survival of corporations in this
industry. A growing body of research has emerged which investigates the various effects
technology has in competitive markets. This due to “technology-driven industries
assume a large role in national economies, and because technology affects
competitiveness of firms and even countries in international trade” (Lawless & Gomez-
Meija eds. 1990, p 185), a statement also put forward by Carlsson (2001).

Our tutors Anders Nilsson (assistant professor at Blekinge Institute of Technology,
Sweden) and Sanjay Goel (assistant professor at University of Minnesota-Duluth, USA)
have also had a major part and influence in our choice of field of study. Finally, has our
interest toward the IT industry increased during our four years of academic studies at the
Business Administration in Strategic Systems Management Programme at Blekinge
Institute of Technology, Sweden.

15



The board of directors as a strategic resource
in small ICT corporations

- = - > - & -
» - P e > = R - » = wE. o =
= > > . =

- » - » - - - - g - =5
- - » > » -

3.4 Conclusion and main motives for
choosing the ICT industry

Based on the review of the literature published about the new information society and
age of intangible, it seems fair to argue that there are several opinions about the
implications. And as usually when two opposite views is involved in a discussion, both
have their points and lacks. However, most of them seem to agree that the society and
business environment have changed, more noticeably and to a greater extent in some
sectors of the economy in comparison to others. Corporations in this sector are finding
themselves operating in a more uncertain environment where it is harder to predict
changes in the competition. “Customers are becoming competitors, competitors are
becoming partners, and unconventional competition is emerging” (Luftman 1996, p 5).
For the ones that has adapted their business strategies to the new technology, this major
change has enabled them to take advantage in the age of the intangibles: Independent of
time, place, and space they compete worldwide (Hancock, 2000).
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3.5 The board of directors

Could they be the answer to the
competitive advantage riddle?

Among all the possible research approaches available for studying how competitive
advantage is achieved in ICT corporations (marketing, strategy, organizational theories,
etcetera) we have chosen to investigate what significance the board of directors might
have. So, why have we chosen to study the board of directors: what indications are there
that they are of importance?

3.5.1 The boards of directors: Who are they?

The shareholders meeting is the highest deciding body in a corporation. However, the
overall conduct of the corporation is delegated to the board of directors, and they are
therefore next to the shareholders meeting the highest deciding body. Boards of directors
represent a corporation’s owners, and are before the shareholders meeting responsible
for ensuring that the corporation is governed properly between the shareholders
meetings. Practically this implies two major tasks: to control and govern the business.
The board is responsible for the corporation’s acquired connections, business, resources,
and result, (see Arlebéack, 1997, and Malmstrom & Agrell, 1997). Hand in hand with this
responsibility comes the authority and obligation to decide in issues of “great
importance and unusual ones”, decisions such as long-term strategic development of the
corporation. Boards therefore have a critical role in the governing and development of
the corporation. This by “both ensuring a sound strategic planning process and
scrutinizing the plan itself with the rigor required to determine whether it deserves
endorsement, that the corporation is managed effectively” (Steinberg and Bromilow
2000,p 48). Consequently, most scholars agree upon that the fundamental responsibility
for a board of directors is to set the strategic direction for the corporation.

Based on their legal significance and responsibility, the board of directors can be
described as a large, elite, and episodic decision-making group that face complex tasks
pertaining to strategic-issue processing. (see Forbes & Milliken, 1999 citing; Butler,
1981; Jackson, 1992; Milliken & Vollrath, 1991). Another good description is given by
Farma and Jensen who have described the board as the “apex of the firm’s decisions
control system” (1983:311 cited by Forbes and Milliken 1999).

3.5.2 Do they make any difference?

Strategic decision-making is the process by which top management makes its most
fundamental decisions. Strategic decisions are ‘important, in terms of the action
taken, the resources committed, or the precedents set’

(Mintzberg et al., 1976, cited by Das, T.K. & Teng, Bing-Sheng (1999)

Considering the importance of the board’s tasks and role in the governing and
development of the corporation, it seems to be a fair starting point that how the board of
directors attends to their responsibilities and obligations would have great significance
for the corporation’s result and development. Because, legally the boards of directors are
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responsible to the shareholders for controlling and governing of the corporation, both
operationally and strategically. With the strategic plan they signal to the shareholders
that; “Among all the paths and actions we could have chosen, we have decided to go in
this direction and rely upon these particular ways of doing business” (Strickland 1998, p
2). In other words, based on available resources and the competitive environment, they
have made the decision to choose a strategic direction that offers the best opportunities
for the corporation. This is further supported by the fact that the board of directors is the
highest deciding body in a corporation. Since they are the top of the corporation’s
decision system, they make decisions regarding issues of “great importance and unusual
ones”, such as long-term strategic development for the corporation. Issues highly related
to a corporations result and competitive advantage. Considering their importance
Kimberly and Zajac (Hambrick D. (ed), 1988) find it surprisingly that little has been
written about how the structure and behaviors of a board affects the corporation. If this
depends on that the issue is of none importance or just that it have not received the
attention it deserves, we could not judge.

3.5.3 The director’s role in strategy
development

If the conclusions above are agreed upon, then what implications do this have for
corporations (firstly how the new economy & the age of intangibles have affected the
economy, and secondly, the significance of the board in ICT industry). Pemberton et al,
(1995) states that for being successful the corporations need to obtain a relevant
understanding of the nature of information as a resource, a credible and comprehensive
understanding of information technology, and a management technique to govern it. The
board of directors, who are responsible for the long-term development and the strategic
decisions, needs to consider this new business setting. Priory the role for a traditional
board was mainly to protect and guarantee the growth of the owner’s capital. In this role,
the strategic planning was the board’s responsibility, i.e. how to organize the
corporation’s resources in the most efficient way, to achieve competitive advantage
through economics of scale. However, the value in the new economy’s high tech
corporations is derived from intangible strategic resources such as knowledge and
information, rather than the tangible resources and manufacturing. The implication that
follows is the need to adopt the strategic thinking to this new setting of ‘rules’. Due to
this focus on knowledge resources, the board of directors’ role in strategic decision-
making is to leveraging the intangible capital rather than tangible ones. Though the
strategic resources of a high tech corporation is of a vague and amorphous nature they
will be harder to govern in comparison to traditional manufacturing industries. In the
words of Morgan (1999, p 15):

On today’s boards, directors are being forced to accept and practice higher
standards; they must think very carefully about how theirs companies are directed
and governed. Under the vociferous scrutiny of shareholders and inquisitive
journalists, boards members can no longer accept the passive role of simply
endorsing managements decisions and proposals, they must take responsibility for
strategic direction and ensure that all issues that impact the company’s
performance are effectively addressed.
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Further signs that the boards on ICT corporations is of interest to study is given by
Lawless & Meija (1990) who claim that high technology firms faces unique
management challenges as they compete in industries that are at the forefront of new
approaches to strategic management. So even though the question whether or not the
board is important for the development of the corporation is nothing new, we see that the
boards on ICT corporations faces other prerequisites and lives in an other reality than
boards on traditional corporations does. The question then is if the ICT industry, due to
its technological intensiveness and ever-changing characteristics, requires other skills
besides the traditional ones (such as business experience, networks of contacts,
specialists or generalists etcetera).

3.5.4 The end of the beginning

To conclude, the purpose of this initial discussion was to outline the business setting, the
prerequisites, and the conditions in the ICT industry. Derived from this, what
implications does it have for the concept of board of directors and their contribution to a
corporation’s competitive advantage? As we have illustrated above is the board of
directors per prevailing definition a strategic resource. This thesis is questioning its
relevance under the described circumstances. The thesis is therefore trying to explore
what the board of directors contributes with, that could justify them being a strategic
resource.

To investigate this, within the scope of the competitive advantage riddle, is our
purpose, delimitation, and field of study for this thesis.
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4 Methodology

How We Will Proceed from
Idea to Written Text.

Theories are nets cast to catch what we call “the world”: to rationalize, to
explain, and to master it. We endeavour to make the mesh even finer and finer.
(Popper, 1959:59 cited by Priem & Butler 2001b, p 1)

Introduction

The quotation above we think is a good metaphor describing the process of writing a
thesis?, and the importance of methodology when doing so. In the beginning, we have an
idea, a conception, of a phenomenon and how it would be like out there in “the world”.
After that, we then try to figure out how we should approach “the world” and how to
catch this conception/phenomenon. To be able to do that we need a basic understanding
of the phenomenon, this to know what kind of net cast that would be the most
appropriate one and how to construct it. Past conducted research and theories make out a
basic net, out from which we endeavor to make our mesh even finer and more suited to
our purpose. Hopefully, we finally have caught what we intended to.

Writing a thesis is in other words a process that takes a wide variety of skills in
demand, all from theoretical knowledge of the subject to the skills of interviewing and
writing. With all the respect to these skills importance the most crucial knowledge and
skill is probably the knowledge of methodology. Insight in this field is a necessity to
ensure that the result of the research corresponds with the initial intended purpose, i.e.
that we have caught what we intended to and that the result actually is reliable.
Therefore, we will next discuss how we have done the thesis and thereafter we will
discuss those aspects of methodology that is of importance for our thesis.

4.1 Mode of procedure - How we
practically conducted the thesis

The work with this thesis started with a general background research. We began the
background research with a literature review to see what the fields of management and
strategy had to say about boards of directors, and particularly boards in ICT
corporations. In the initial literature and information review, we chose to search online
databases like ABI, EBSCO, Brint.com, and BizEd after articles about the boards of
directors. We also looked through past course-readings and some of the ‘famous books’
within business administration. Thereafter we had a meeting with our tutors and

2 Even though it was originally meant to describe what a theory is.

20



The board of directors as a strategic resource
in small ICT corporations

- - = - > =

- o - ® = = - . = = =
» = »_- - » - > > - & = P

= » - » - == » = - - » -
presented a draft to a preliminary problem discussion. The work then proceeded with
more directed information search and some initial interviews, in order to get a picture
and overview of the phenomenon, the board, that we attended to study. After this six to
eight initial weeks, we had a little less vague apprehension and understanding and we
could therefore start a new round of literature research. This time it was more directed
towards some fields which we in the past literature review had found to be suitable as
starting points. We began with the field of corporate governance and the legalization of
corporation (public limited company, plc). We also interviewed venture capital
companies, incubator/isolette companies, and start-up centers. The purpose with these
initial interviews was to get their view of the boards’ role in small ICT corporations.
From that point on we in gradual stages searched for new perspectives to view the board
from. Each added perspectives got it specific contents since we wanted to maximize the
differences, i.e. to explore as many aspects and characteristics as possible (for further
details about our selections procedure we refer to the coming methodology paragraphs).
The selection of corporations and persons to interview was mainly based on corporations
that we and our tutor thought could be of interest. We chose to interview two persons in
each corporation, the CEO and one member on the board. The purpose with this was that
we could create a “mini-case” of each corporation. Further, it also made it possible to get
two perspectives on each corporation’s board of directors. The interviews had more a
character of discussions rather than interview, since we just had some opening questions
to initiate a discussion with the person. The questions were also a kind of checklist, so
important questions in the interviews were not forgotten by us. To the analysis and
conclusions, we brought those exposed and found characteristics that added something
new, or was contradictive and as well those which explored further descriptions to those
found by other perspectives.

This was a short practical description of how we have accomplished this thesis. Next
follows a part which is more directed towards methodology.

4.2 The starting point for the thesis:
A concretized problem discussion about
how we look upon the field of study

The development and change in the business-setting, which we have outlined and
discussed above, have lead to corporations are finding themselves living in chaotic
environment characterized by high uncertain, complex, fragmented and ever-changing
environment where markets shift, technologies proliferate, competitor multiply and
products become obsolete almost overnight (Nonaka 1991 cited by Eneroth K. 1997,
Stevrin 1991). One of the main driving forces behind this, as we and others see it, is the
development of the information technology which have changed the business
environment and the society, to such an extent that some calls it the new economy/the
information society. Another major driving force of the past years economic
development is the intangible products’ and assets’ increased importance in the world
economy. Today the service-sector constitutes a far larger share of the total production
value (GNP) in the economy, than just a decade ago. This change has most likely had a
great importance for our field of study. Taken together with the last ten years
development in the information technology, what does this then imply for boards of
directors? This change is likely to have altered the prerequisites for the boards of
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directors to a great extent. As we see it, this logically requires that to be successful the
corporations need to be very keen on observing and adapting to changing circumstances,
such as new emerging technologies. As a consequence, corporations in the IT industry,
whatever size, has to learn how deal with shorter product life cycles and technological
and strategically turbulence. Moreover, to continue to be successful as a corporation the
business setting has evoked a need to reduce uncertainty, which forces most
organizations to work with strategic planning and thinking on a continuously basis. The
requirement and skills of those responsible for the strategic decisions and the overall
development of the corporation, in most cases the board, have therefore increased. For
example the ability to learn, the skill to predict the market development, and implement
suitable strategies, could be given as examples of characteristics that are vital in this
ever-changing environment.

4.3 The choice of knowledge model

The problem discussion suggests that the prerequisites in the economy have changed.
This new prerequisites have created a particular “reality” for the ICT corporations.

As we see it, our perception about the concept board of directors must therefore be
revised and overlooked since the reality the concept describes may have changed.

In this kind of research, there are two optional knowledge models and ways of procedure
to choose between: concept analysis or concept formation. A concept analysis often
implies to study some theories and then test it empirically on the reality it is supposed to
cover and describe. In this kind of procedure, the researcher could be said to be a model-
user: he uses theories, models and concepts for analyze, grasp, and comprehend the
reality. We have chosen the other procedure, which means we have the reality as
knowledge model. This way of procedure means we look upon the reality and then
create a concept, which describes this reality. With concept formation, we use the reality
as a model, we work and strive more after understanding and describing the reality, by
searching after and exploiting what characterizes the reality, rather than explaining it.
This should then give rise to the creation of a concept of the reality.

What do we hope to generate with this chosen procedure and whom do we write for?

4.4 For whom do we write - Which actor
perspective do we have?

Each model and concept has its specific field of application since it has been made with
a specific purpose. Therefore we need to classify the purpose with a model, i.e. what
type of model it is, before we could use it. Generally, a model is made to be used by two
types of actors’, or two methods of application: the model-maker or the model-user.
Further a model could be divided upon field of application: should the model be used to
describe, understand, or explain something (Ingemund & Wiedersheim, 1994).
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Since we strive after model formation we have chosen to apply the model-makers
perspective. We write for the knowledge creators, i.e. people doing research and others
who strive after understanding and making models of the board of directors in small ICT
corporations. With our explorative procedure we strive after describing rather than
explaining the board. Therefore, we could not give deeper explanations; just descriptions

of the reality we study.

4.5 The purpose of this thesis

What do we attend to do, what will the thesis generate?

It is our purpose that this thesis should generate a concept, or model, of the board of
directors as a strategic resource in small ICT corporations. With strategic resource we
mean:

The board of directors’ contribution to a small ICT corporation’s competitive
advantage.

As said earlier we - by applying different perspectives - strive after to find out what
influence the board of directors could have on a corporation’s competitiveness and
development. In other words: What significance the board of directors has in small ICT
corporations. Our purpose could therefore be described as:

By describing the look at the board of directors in ICT corporations, with an inter-
disciplinary and explorative method, we attempt to describe them as a strategic
resource in small ICT corporations.

To explore this, within the scope of the competitive advantage riddle, is our purpose,
delimitation, and field of study.

4.5.1 The need of data - how to tap the sources
on information

Our research question and purpose creates a need of data. We then need to have a
method for finding and collecting this data and information, which should help us to
understand and answer our research question. What need of data does our research
questions then create? In our problem discussion, we came to the conclusion that one
explanation to the competitive advantage query could be the board of directors. Then, if
we should be able to consider the board of directors in small ICT corporations as a
strategic resource, what kind of questions do we then need to ask? We are of the opinion
that if the board of directors should be regarded as a strategic resource, we must explore
which influence/contributions a board of directors could have on a corporation’s
competitive advantage. Given this research-question what need of data arises?

As we see it, we need to collect data that enables us to view the reality (the board of
directors) from as many perspectives as possible. One reason for this we consider the
anecdote: The Blind Men and the Elephant, tried to convey: If we are to describe a
reality we need to assure that we view it by a way that allows us to achieve a good
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overall picture/understanding of it. The logic behind this is that since we strive after
achieving a description of the reality, in other words to create a concept, we need to
collect data in a way that explores a maximum different qualities of the reality. Thereby,
it is possible to create a concept which gives a comprehensive description of the reality,
being as close as possible to the whole reality. Next we will therefore discuss how to

collect the data we are in need of.

4.5.2 The different ways to gather information
and data

4.5.2.1 The choice between a qualitative or quantitative
method of research

According to Patel and Davidsson (1994), is the characteristic of what we want to know
about the object we study® the determining factor for which research method to use. The
reason is that the research methods differ in many aspects. Thus depending on the type
of research, respectively method (qualitative or quantitative) has its pros and cons and
therefore being more or less suitable for usage.

Our purpose is to explore what significance the board of directors has in small ICT
corporations, more precisely described as: What do they contribute with that could
justify them being a strategic resource, which are likely to affect the competitive
advantage of the corporation?

We have chosen to use a qualitative method to gather the data we are in need of. To
motivate this we will now outline the main characteristics and the differences between
the qualitative and quantitative method. What type of phenomenon each research
method is the most applicable for measure and capture is discussed as well.

4.5.2.2 The characteristics of the quantitative method

“The quantitative method measures the amount of a particular quality. Thereby it can
only stipulate common qualities between the two phenomenon, since its aim is to find
quantitative differences, i.e. that one of the phenomenon has more or less of some
quality which both of them must posses for a quantitative method should be useable (to
find an answer to the research question)” (Eneroth, 1984). The foundation of the
quantitative method is therefore that the phenomenon, or “the world”, are understood
and explained by solely measure the relative quantity of some chosen quality, i.e. to
apply a model to the reality it is about. Consequently, Eneroth (1984) argues that for
having any validity a quantitative comparison must concern one and the same quality.
Further on, for being applicable the researcher must be able to pick those particular
qualities of the phenomenon that are likely to explain the aspect they are interested of,
I.e. the purpose with the research. Since we consider there to be different signs that the
current concepts of board of directors may not be valid to explain the reality of boards of
directors in the ICT industry we could not use these concepts to explore our research

3 How the problem and purpose of the research is formulated.
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question. Therefore, we do not regard that the answer to our research question could be
explained by measure the amount of some particular quality. Thus, it seems like a
quantitative method are not applicable in our case. If it should have been possible we
would have needed a model/concept, created with the model-user perspective, which had

found some particular qualities that we could apply to our phenomenon.

4.5.2.3 The characteristics of the qualitative method

The qualitative method attempts to find some quality that not both of the phenomena’s
possess, and as well are typical for the one having it, according to Eneroth (1984).
Thereby the qualitative method assumes that each phenomenon constitutes a unique
combination of qualities that the other phenomena lack and seeks to uncover these
qualitative differences. In other words, the qualitative method aims to expose a
phenomenon’s particular qualities because its conviction is that it will explain the
phenomenon. According to Ingemund & Wiedersheim (1994) the qualitative method
therefore results in the formation of a concept about the reality it studies. Additionally
Eneroth (1984) claims the main problem with a qualitative method to be to find those
qualities that together constitute the uniqueness of a certain phenomenon. Due to this, a
qualitative research is often explorative by its character.

Explorative

According to Eneroth (1984), an explorative research does neither aim nor try to test and
measure to what extent a certain quality is represented by the studied phenomenon. On
the contrary the purpose with an explorative qualitative method is to detect as many
different qualities as possible, in order to collect maximally different data. To be able to
achieve this the researcher needs to use methods that will expose him to as many
varieties of the phenomenon as possible. Therefore we often have to do a strategic
selection of the sources we tap on knowledge, this to increase the probability that we
will expose as many as possible different characteristics. The reason why an
investigation is conducted with an explorative character is that the researcher believes
the problem/question of issue most adequately could be answered by view the
phenomenon from an overall perspective (Patel & Davidsson, 1994). The connecting
thought between the qualitative method and explorative research is that they consider the
phenomenon is most adequately understood by view it from an overall perspective,
which inclines trying to find as many as possible differences (qualities). The meaning of
this could be described by the different implications the conception of representative
selection have in the two research methods. For the quantitative method, it implies the
need to collect data* that are representative for the phenomenon it studies, whilst it for
the qualitative method and as well for the explorative one would result in the collection
of an amount of redundant information. In other words, when already found qualities are
beginning to appear in other objects, i.e. we have a quantity that is more than one of one
and the same quality, then we could say we have collected maximum different data. This
since the purpose with a qualitative explorative research is to maximize the differences,
i.e. explore as many different qualities as possible.

4 For the quantitative method the conception representative collection of data means the collection of an
amount /quantity of the same qualities.
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A qualitative and explorative method seems applicable since we are interested in
uncovering what specific qualities the boards of directors have, which could justify them
being a strategic resource that have a positive influence® on the corporations competitive

advantage.

4.5.2.4 Being confused? Here is some help!

To conclude, one could summarize the differences in the following way: Whilst a
qualitative method search after qualities typical for a phenomenon and thereby separates
it from the others, the quantitative method means that the typical characteristics, which
make it different (i.e. the explanation of a phenomenon), are to be found in the quantity
of a particular quality. Therefore, the first and major aspect that separates these methods
is how the researcher practically chooses to gather the data and the method for analyzing
it. One further major difference between them is their view of the world. According to
Patel and Davidsson (1994), is the foundation of the qualitative method to view the
world and the phenomenon from an overall perspective. That is, each destitute quality of
the phenomenon is regarded as just one aspect of the whole “world”. Consequently,
researchers using a qualitative method aim to continuously explore as many of the
phenomenon’s qualities as possible (Eneroth, 1984). This comprehends well with the
actor perspective and the purpose with our thesis.

4.5.2.5 Mode of procedure - how to do the selection

Above we said that: “the purpose with an explorative qualitative method is to detect as
many as possible different qualities, thus to collect maximally different data. To be able
to achieve this the researcher needs to use methods that will expose him to as many
varieties of the phenomenon as possible. Therefore we often must do a strategic
selection of the sources we tap on knowledge, this to increase the probability that we
will expose as many as possible different characteristics”. How could we then do a
selection that is maximally varying? Does it not require previous knowledge about our
research question?

- Yes it does, therefore we have chosen perspectives gradually as the thesis have
progressed. We therefore have had a continuous selection as new knowledge-needs have
been discovered. Thereby we have been able to choose new perspectives, which partially
are different in comparison to those that already are a part of the selection, and at least
have some level of contact with the past chosen one.

Above we said that strategic selection requires knowledge, apprehension, and
awareness about the phenomenon we are about to study. Further, we have above said
that it is important to consider which purpose and perspective a model was created for
since it affects our selection of information-sources and which data we perceives as
valuable as well. Beneath this lays our frame of reference and perspectives, which is our
collected knowledge, apprehensions, attitudes, and etcetera. What influence does then
our frame of reference have?

5> With the expression: positive influence we mean that the board could both be a resource which supports
and strengthen existing competitive advantage, and as well a source for achieving/creating competitive
advantage.
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4.6 The influence of our frame of
reference and perspectives

When we have collected this amount of data about the reality we are about to explore,
we need to have a method which will help us to analyze this data so an answer to our
research question could be found. In our case, we need to pick those exposed qualities,
explanations, and descriptions of the board that will describe this reality and allow
formation of a concept. The theoretical perspective is about this (Eneroth 1984): to
choose which type of data to go on with and which data that we need to pass trough our
‘net’ (to reconnect the citation from Popper:” Theories are nets cast to catch what we
call “the world”: to rationalize, to explain, and to master it”). In other words, we needs
to chose a theoretical perspective which is our perception about which type of data that
is important. Thus, according to Eneroth (1984) the theoretical perspective steer our
attention against some type of data and past by others. Therefore, before we discuss the
different theoretical perspectives we need to discuss the influence of our frame of
reference since it is our unconscious net cast.

As we described above, about which actors perspective to choose and the importance of
understanding the purpose a model/concept was made for, it is also important to
consider our frame of reference. As Ingemund & Widersheim (1994, p 12) say:
”Perspective, model, objects, and problems is personal in the sense they are influenced
by knowledge, skills, values, attitudes, and what is going on in our surrounding”. In
other words they are influenced by the investigators frame of reference. Further, in
concepts’ formations and model-making the frame of reference acts as a filter, because
we perceive the data we have collected through our frame of reference. The frame of
reference could be said to be our explicit or implicit mental models of reality. Anell and
Wilson (2000, p 1) mean that these mental models: allow us “to perceive certain aspects
of the world, which are thought about, talked about, and acted about, while others are
either left un-seen, as blind spots, or if seen, are considered irrelevant or insignificant,
and therefore not worth thought, talk, and action”. Therefore they mean that our mental
maps and models of the world produce the sense and non-sense we experience in life.
However, the relationship between our frame of reference/mental models and our
understanding of the worlds is a two way process. Our frame of reference do not only
affect what we experience, our experiences also work the other way and produce our
frame of reference, mental maps, and models. Logically Anell and Wilson conclude that
these constructions of the world are inter-subjective, shared by many but not by all,
which means that a group of people who share experiences could be a sub-world within
a greater world. To exemplify we could take a widespread example from organizational
research. Research conducted have found that occupational groups, for example
marketing and production people, may not perceive, experience, understand, and
describe things in the same way. Put in the same way with a well-known expression:
“they do not talk the same language”.

Our frame of reference do not only affect or perception and limit our understanding, it
also creates barriers between groups. This is often refereed to as the process of sense and
non-sense-making. This process is also at work in research since there are different
disciplines/sub-worlds in the academic world. Anell and Wilson (2000) mean that
exchanges across these boundaries are rare, which might be detrimental to the progress
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of knowledge creation. What effect and importance will this have for our field of study
and choice of methodology?

Anell and Wilson (2000, p 1) mean, “competition mainstream thinking about
competition emanates from neo-classical economics and that the contributions from
research in other disciplines, such as business administration, have been meagre indeed”.
Therefore was one motive for us choosing to view the board of directors from many
perspectives as we thought that an interdisciplinary method would be the best way to
ensure that we would detect as many as possible different qualities, thus to collect
maximally different data. And, as the anecdote about the blind men and the elephant
emphasize, depending on with which perspective and frame of reference we look upon
the elephant, we perceive it differently. Therefore we have as earlier said, chosen six
blind and very brave men which will explore what our elephant looks like. Each of them
we are going to send by their own out in the wilds with the mission to observe the
elephant, each from their own sub-world, perspective, frame of reference, notions, and
models.

That was our last guest speaker for tonight’s lecture. So Ladies and Gentlemen, it is now
time to call upon the expedition leaders who will end tonight’s lecture with a
presentation of the six blind men.
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4.7 The members of the expedition
- The six blind and brave men of ours

Through an elaborate and careful recruiting process we have chosen the following six
men:

Number 1. First man out into the wilds will be Mr. Legislator. What we consider makes
him to a particular qualified member is that he has published a book, The corporate law,
which have had a significant influence and importance on the work of boards of
directors. Another reason is that he tries to update his book to reflect the development of
the board practice.

Number 2. When Mr. Legislator returns home we will send out Mr. Corporate
Governance. On his list of qualification stand a long and faithful service in behalf of all
shareholders. Through his long service he has set the guiding principles for the boards of
directors agendas.

Number 3. Is Mr. Past Projects. This is a man who has a wide experience of board of
directors and their importance for small corporations success and survival. He has
worked with governments, scholars, and as well with corporate founders and owners,
and tried to achieve understanding of how to develop corporations. He will hopefully be
able to use his past experience to describe and understand the new reality.

Number 4. On number four’s business card stands the name Mr. Strategy. Expert at
evaluating competitive advantage, how to out-compete competitors, and how to plan for
achieving goals and visions.

Number 5. This man is a close relative of Mr. Strategy and his name is therefore Mr.
Strategic Management. He has profit by his relative’s work by teaching people how to
do the things Mr. Strategy tell them to do. Therefore he meets those people that struggle
with securing that the corporation will live through the next assault-attempt by the
competitors.

Number 6. The last member of our expedition will be Mr. Discussion. Instead of telling
people what to do, as Mr. Strategy does, or telling them how to do it as Mr. Strategic
Management does, he is an experienced therapist. He is especially skilled in listen to
people and get them to consider and reflect upon their lives. His role in our expedition is
that he will hopefully be able to speak those people we may meet during our journey
through the wilds of the competitive advantage query

This is our six blind and brave men, each selected strategically based on their
qualifications. It is our hope that each of the six blind men’s observations will have
explored one part (quality) of the elephant, and that their stories of the journey will be
worthwhile for you to read.

Happy reading, Your sincerely
/The expedition leaders
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S Mr. Legislator -

The Board from a Legal
Perspective

First out of the six men is the Legislator. By viewing the board of directors from the
legal viewpoint he hopes to explore what the legal description of what a board of
directors is and the significance for the performance and conduct of the corporation, we
will begin this formal (the company law (ABL)) demands that a board has to follow in
Sweden®.

The board of directors is next to the shareholders meeting the highest deciding body in a
corporation. It is responsible for the corporation’s acquired connections, business,
resources, and result. The corporate law does make a dividing line between the operative
and strategic responsibilities. So, even though the board has the overall responsibility for
the corporation, is operative responsibility delegated to the CEO (AbL 88:3 §8:25). The
board of directors is thereby legally responsible for overseeing the performance of the
CEO and management (Young et al, 2000). This division of work requires that the board
of directors is able to govern the corporation and control that the operational business is
managed properly by the top management team. Therefore, have the legislators put a
mutual responsibility through an obligation at the board to provide the CEO with
guidelines and instructions. Then the other way around, where the CEO has an
obligation to provide periodical reports and other relevant information to the board. To
furthermore specify the responsibilities for the board of directors, they are entitled to
decide in issues regarding decisions of “great importance and unusual ones”, such as
long-term strategic decisions. The decision making process itself is also regulated. The
board of directors has to have at least half of the votes of the board members to be able
to make a decision, but obviously the more votes a proposition receives the more
authority is acquired in the board’s action and in their decision making.

As said before the shareholders meeting is the highest deciding body (AbL §9:1), and
they are the ones who appoint the board of directors as well the auditors. The auditors
are a control unit for the shareholders meeting and are assigned to monitor the CEO’s
and the board of directors’ actions so it complies with the mandate given to them (AbL
810:3). A problem that can occur is that a member of a board should represent all
shareholders but might have been appointed by a certain owner- or stakeholder- group in
the corporation. A conflict between these is neither morally nor legally allowed (AbL
88:20).

® Most of the interpretations of the corporate law (ABL) are from Arleback (1997) and Malmstrom &
Agrell (1997).
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The company law in Sweden leaves quite a lot freedom of choice for the corporation to
decide what demands and obligations the board will have. The formal criteria are for
example that the candidates for the board have to be allowed to conduct businesses (AbL
88:9) and a candidate can at the most be appointed for a period four years at time at the
board (AbL 88:10). Then it is up to the board to decide what kind of experiences,

knowledge etcetera that is needed for a favorable development of the corporation.

To conclude, Mr. Legislator has on the one hand put a heavy responsibility on the board
of directors, but on the other hand left a lot of ‘open areas’ in the legislation where the
board can choose both how and to what, the board could be used for. Even if the
corporate law is very freely stipulated, when considering the discussion in the problem
discussion about the turbulent environment, some questions emerge about whether it still
is in force. Is the corporate law legislation dynamic/flexible enough to reflect the
changes in an industry, for example the ICT, and as well relationships over industry
boundaries? This seems to be a fair question to ask due to laws most often are created
reactively, and not proactively. Changes in the legislation, changes in existing laws or
the stipulation of a new one, often occurs when a situation has been known to the
legislator, or as in general terms often said “Everything is allowed as long it is not
forbidden”. However, in this case it works the other way around. There might be
conditions in the ICT industry that make the current corporate law work as a brake
block, instead of supporting the actors in the economic system and in the society.
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6 Mr. Corporate
Governance

Introduction

In this part Mr. Corporate Governance will explore the board of directors through his
perspective. The chapter is divided in two sections. The first section is an introduction of
the academic theories that are attempts to explain the board of directors’ role and basic
drives. These theories are well established and there have been written a lot about these
theories. We know it is probable that we have missed some essential research. The
second section in the chapter will have a more practical/empirical character, which
means that the material is mainly based on studies of the corporate governance subject.
For those familiar with the subject there will be materials from both before, during and
after the so-called corporate governance movement. For those of you not familiar with
the subject, corporate governance looks at the resources needed to get a successful board
rather than scrutinizing the role and the drives of corporate governance.

6.1 Academic theories

6.1.1 Contract theory

Contract theories are a generic term for theories which argue that human relations can be
seen as contracts. This since in human relations just like contracts, is the rights, criteria
for evaluation and compensation given. These attributes are preceded by negotiation and
afterwards followed by supervision and control (Collin 1990 cited by K&rreman 1999).
Most of the following theories (agent-, transaction cost-, and resource dependency-
theory) originate from this perspective. To make the view more tangible, the corporation
could be compared to an arena (or market) for contracts where individuals emerge
together. One example is stockholders which through this perspective is viewed as
contract owners, whose rights and duties are defined by negotiations at the time of the
contract’s construction.

6.1.1.1 Agent theory

The agent theory is the ruling research theory used in evaluating the relationship
between the board of directors and the top management team (see Donaldson 1990). The
core of agent theory is the relation between the principal and the agent (Farma and
Jensen, 1983; Jensen and Meckling, 1976, cited by Young et al 2000, p 279). This
relationship implies that one party (the principal) hires another party (the agent) to
perform some task. The agent is given the authority to act on the behalf of the principal,
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in this case representing the principal in the decision-making process (Jensen and
Meckling, 1976 cited by Young et al 2000). In legal terms and as well in the everyday
life commonly more known as a letter of attorney. Put differently in the words of agent
framework, the boards of directors “[...] serve as a surrogate for the corporation’s
owners; the CEO is the board’s agent” (Baysinger and Hoskisson, 1990; Farma and
Jensen, 1983 cited by Young et al 2000, p 279).

One of the agent theory’s main assumptions is that if the decision-makers in a
corporation do not both have executive power and are risk carrier, there will be problems
in the decision-making (Farma 1980 cited by Karreman 1999). The theory suggests that
this mode of decision-making (when the management is not the owners of the
corporation) can imply a non-favorable situation due to different interests in the
corporation development. Therefore the theory suggests that this constellation cannot
maximize the utility for the two parts and thereby not for the whole corporation either.
However, is the separation of ownership and management an empirical observation of
objectively character and do not imply anything negative for the governing of the
corporation, according to Kérreman (1999). Therefore, the agent theory instead tries to
put forward an explanation why this separation works effectively, instead of visualizing
shortcomings in the organizational form.

The first explanation of importance for the agent theory is the view of ownership. The
theory states that ownership is of no importance and instead the corporation is viewed as
a meeting place with both written and unwritten contracts (Farma 1980 and Jensen and
Meckling 1976 cited by Karreman, 1999). An additional implication is that the agent
theory does see the corporation as neither an entrepreneur nor gathering of individual,
rather a place where goal is created through the process acquiring good mix of different
kinds of contracts. The risks involved, that it implies investing, are taken for the
opportunity to be able to get a piece of the profit in corporation. However, compared to
other contract owners, such as employees, are the owners not a prioritized stakeholder,
because legally are employees, banks etcetera compensated before the owners.
Consequently there is a risk that when it is time to compensate the owners there might
not be any resources left for them. Therefore, according to agent theory is risk takers, i.e.
the owners, the most dependent part on the decisions made in a corporation. In
compensation for risk-taking, they are offered an executive post for example in the
board of directors. From this post they are able to monitor and control the corporation
and thereby get a greater insight in the corporation compared to other contract owners.

The second main explanation the theory gives is that the separation of ownership creates
a unique kind of decision process. This process can be divided into two functions;
decision control and decision management. The decision management is the one to
stipulate the business plans for the corporation, and the decision control is the one to
decide if these plans are suitable for the corporation. If adding this to the risk-taker
discussion above, it will imply that the agent theory suggest that it will also lead to a
decision-system where the decision- management and control are also separated (i.e. the
risk-taker and decision-maker is separated). The agent theory claims that this
constellation can imply costs due to supervision and organization of contract possessed
by agents with conflicting interests (Farma and Jensen 1983 cited by Kérreman 1999).
The control function of the board is of great importance because if the control function is
not effective, the decision-management could make decisions without considering the
interests of the risk-takers or even against their interest. Therefore, to be effective it also
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implies that the decision-levels have to be separated. Adding the organizational
perspective, most organizations have a hierarchically configuration to a greater or lesser
extent. If adding the separation argument, it would imply that the function of control is
superior the management one. However, who carries out the control function, the agent
theory considers being irrelevant. The theory emphasize only that it have to be carried
out by somebody, according to the agent theory, some type of form or top management,
a board of directors, or other group constellation. This because the agent theory argues
that it does not have to be composed of risk-takers, but with people from the top
management and outsider individuals especially skilled in decision-control.

In other words to summarize, the separation is attained and maintained by decision
hierarchies where the superior one is controlling the lower one. Secondly the board
using its control on the corporation’s most important decisions to “govern” the top
management and finally creating motivating settings for mutual control within the

organization (Farma and Jensen 1983 cited by Karreman 1999).

Criticism of agent theory

The criticism of the agent theory has been quite extensive (see for example Donaldson
1990). We have chosen to only mention the most essential of the criticism aimed at the
agent theory. Firstly, the agent theory has been criticized from the contract-theoretical
perspective (Williamson 1983, 1985, 1996 see Karreman 1999). Williamson claims that
the theory does not consider the affects the capital market could have, when putting
together a board of directors, i.e. that the expectations from the capital market leads to
that certain people are elected. We do not agree with Williamson since we consider it
impossible to separate the principal (the shareholders) and the capital market. The reason
we consider them being inseparable is that the capital market is the owners of the
corporation, and thereby the same. Additionally, Williamson argues that the agent theory
do not take into account the organizations’ history. Williamson emphasize that since
history has a great influence of how a corporation is governed and its ability to handle
changes in the governing and organizational structure as well, it is an important
faultiness, which the agent theory do not take this in consideration. Secondly, agent
theory has been criticized for not explaining the differences between big and small
corporations in a satisfying manner, in respect of the separation of decision management
and decision control. The criticism is based on empirical findings about that in small
corporations are the management and control roles often not separated. Thirdly, since
the agent theory has contract markets and a single corporation focus as its starting
points, it has been accused by organizational researchers and others (see Donaldson
1991) for neglecting the microenvironment and the organizational research conducted.
Thereby the agent theory simplifies or even disregards complex factors, such as: the
environment, trust, norms, and tradition of contracts. Put differently, the agent theory is
considered to have a too narrow perspective since it only deals with the relationship
between the principal and the agent, and do not view it in relation to the other important
factors.

Lastly, the agent theory has been criticized for being narrow-minded since it only
discusses the relationship between decision-control and decision-management (the
economic logic behind the constellation of principal and agent). Researchers focused on
more human factors, emphasize that it is important to remember that the agent (the
people on the board) are individuals which are affected by factors such as personal
circumstances pride, fear, reputations etcetera. A more specific example is that the
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people in the top management team are working at a market where reputation and past
performance could be vital for future management posts (Farma and Jensen 1983 cited

by Karreman 1999).

The implications for the board

Due to different circumstances are often the ownership and the management of a
corporation separated. The agent theory suggests that the risk takers’ interests could be
secured by an agent-principal constellation (Farma and Jensen 1983 see Karreman
1999). Therefore the agent theory emphasize that the board of directors- as the risk
takers agent- should be the highest deciding body in a corporation. The board of
directors, as the apex of the corporation decision and power hierarchy, therefore needs
well-skilled people who could secure the governance and control of the corporation. The
agent theory does not talk explicitly about who in reality could be an agent, in other
words who is suitable for the job. Who is on a corporation’s board vary (the composition
of insider, outsider, owners) from corporation to corporation depending on country being
empirically studied, due to differences in legislation, culture etcetera (Forbes & Milliken
1999). Nevertheless Forbes and Milliken (1999) and Lynne (1996), as representatives of
the agent theory, claim that a high portion of outsiders generally have a positive effect at
some board functions (such as financial performance), but on the other hand it could
have a negative impact at other board functions, which is outside the scope of agent
theory’s rational framework. Therefore you could claim that the arguments of the agent
theory’s applicability and validity to be questionable. However, according to Kérreman
(1999) is it not important who is a board member as long as they have the ability to
exercise the decision control task. It is questionable though if the idea of decision control
function and independence works in practice/reality, as Karreman argues. An example of
this is the process of being elected/chosen to a board where some relationships exist, in
one way or another, because then the independence can be questioned. Since the theory
does not address these issues/processes, it is not enough to explain the functions of a
board by solely using the agent theory. Other theories have therefore evolved to which
strives to deal with these issues.

6.1.1.2 Transaction cost theory

The transaction cost theory is just as the agent theory based on the contract-theoretical
perspective of the corporation and the hierarchy arguments of the board. Despite that the
starting points is common for them they have different scope of studies. Whilst the agent
theory focuses on the principal-agent relation the transaction cost theory focuses on the
transactions between the corporation and its stakeholders (Williamson, 1996, see
Kérreman, 1999). The transaction cost theory first emerged 1937 and was formulated by
Coase, with the purpose to explain why corporations exist. He came to the conclusion
that corporations exists, since economically it is more efficient to have an organizational
unit, a market, which handles and coordinates the transactions that take place between
buyers and sellers in the marketplace. The logic behind this is that the cost of finding
and stipulating the relevant price on the market for a commaodity, and to find a seller or a
buyer, the so-called information cost, decreases exponentially with increasing number of
actors on the marketplace. This reasoning could be applied to understand other kind of
relationships where contracts are used and where some exchange takes place. A
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transaction cost occurs due to negotiations and adjustments of contracts. The following
two fundamental assumptions also contribute to increase the cost. Firstly, individuals are
bounded rational, they do not always make the most rational choice. Secondly,
individuals are greedy and cannot be trusted to stand up for their part in the contract.
These transactions, the exchange of merchandise at a price, causes costs since the actors
needs to supervise and control that the other party fulfill his commitment according to
the contract. Put in the words of transaction cost theory, the control structure rules and
norms are what protects the current transactions in a competitive environment, according
to Karremann (1999). If applying the transaction cost theory on a board of directors,
from a stockholder’s perspective, then the board of directors needs to have different
qualifications to be able to handle occurred transaction costs. The transaction costs occur
from the corporation’s relations (transactions) with other actors in the market. If the
stockholders have different prerequisites then they could not be viewed as a
homogeneous unit, rather as actors that have different intentions, objectives, and
behaviors with their ownership in the corporation.

Criticism of transaction cost theory

Most of the contract perspective’s criticism that was aimed at the agent theory’s view on
human relations has also been leveled against transaction cost theory. The narrow-
mindedness in both agent and transaction cost theory (to just focus on those factors that
are of interest for the theory and the disbelief of shareholders being greedy and not
standing up for their part in the contract) has been criticized by Perrow (1986 cited by
Kéarreman). He considers it is wrong to not include any positive human behaviors.
Further, Perrow question the main thesis of the transaction cost theory: that
organization-changes are carried out due to a change in the transaction costs. He argues
that rather the main cause for organizational-changes is differences in purposes and
motives by those involved.

Application to the board

The board does not have any specific function in the transaction cost theory as it has in
the agent theory. Through the transaction cost theory perspective is the board’s task to
protect and secure that shareholders investment/money is used in an appropriate way,
that investment decisions are rational and sound (Williamson 1995 see Ké&rreman 1999).
There are some normative principles regarding the composing of the board of directors
as well. The main principle is that the control in a corporation should be exclusive for
those who supply or finance transaction-specific investments. It requires a hierarchical
structure to protect the transaction-specific investment, according to transaction cost
theory. By hierarchical structure means that the board is superior the corporation’s top
management team. Further, it implies that the shareholder does have ascendancy over
the composition of the board of directors.

6.1.1.3 The Stewardship theory

The stewardship theory strives after finding an answer to the criticism regarding interest
conflicts, which have been leveled against the agent and transaction cost theory. The
theory is influenced by sociology and psychology, and one of its cornerstones is that
managers’ behavior is affected not by one but many factors. The sum of all these

36



The board of directors as a strategic resource
in small ICT corporations

A - -_ L Y < N -_ -
T = » - » - s ) LB >= .:: » - s A = -
motives leads to the shareholders’ and managers’ interests are coinciding. Behavior
motives that might affect the managers are for example; the need to perform well and get
appreciation, the satisfaction of making a good job, respect for the leadership and ethics
and morals. Therefore the managers will be more of stewards rather than opponents as in
the other theories. The stewardship theory is more a theory about managers rather than
the board, which is a contradiction to the other theories. As it is assumed that the
management by itself works for the interest of the shareholders, the role of the board
will then be more of management empowerment rather than control. Furthermore
implicitly the theory states that the board of directors should be composed of

insiders/mangers, in order to minimize conflicts.

Criticism of stewardship theory

The stewardship theory says that there are not any controlling need between the board of
directors and the top management team. If this is the case, then one might ask what other
functions the board have and if a board is needed. This, the theory do not give an answer
to. Further, according to the theory, the board should be composed of insiders/managers.
Why do you then need a separate unit, besides the top management team?

Criticism has also been leveled against the perspective of the human being. The theory
says that the human being is complex and has more drives than its self-interest and
greed. In fact, humans are driven by positive factors. To ignore these two negative
factors are as equally naive as claiming the two negative factors rules alone according to
Kérreman (1999).

6.1.1.4 The Resource dependency theory

If an organization should be able to cope with the needs and demands from its
environment, it has to be able to handle the resources that affects the organization.
Consequently, to survive, the organization has to secure its resource dependency (Pfeffer
and Salancik 1978 see Karreman 1999). The resource dependency theory is more of an
organization theory, which focuses more on the relations between the organization and
the environment. Its basic hypotheses is that an organization cannot entirely control the
resources it is in need of, and therefore strives to gain as lasting and reliable relations as
possible. The drawback is though that it creates a dependency which will reduce the
organization’s ability to respond to changes. The theory advocates that leadership in
organizations is about handling this dilemma. This because the relationship with its
environment, to achieve sustainable survival boards has to a greater or less extent
outside characteristic and is therefore suitable to create important relationships
according to the theory. This also implies that resource dependency theory has
implications for the composition and role of the board of directors. If a board member is
member in more than one board (so-called interlocking directorship), he will be a link
between these corporations. According to Ornstein (1984 see Karreman 1999), such link
can create mutual benefits for the involved parties by exchange of vital information and
a base for inter-organizational coordination.
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6.1.1.5 The Stakeholder theory

The corporation’s relationships with its environment are also, just like the resource
dependency theory, the starting point for the stakeholder theory. The difference is that
the stakeholder theory focus on to what extent the environment (stakeholders) has
legitimate demands of influence at the organization. Freeman (1984 cited by Karreman,
1999) defines a stakeholder as an individual or group that have influence, or is
influenced by the corporation’s business. Examples of stakeholders are employees,
customers, suppliers, and the state. The essence of the stakeholder theory is to determine
and stipulate whom in the environment that is qualified as stakeholder to the
organization, and therefore require the organization’s attention. Numerous authors and
scholars have presented lists of stakeholders, but the message from the stakeholder
theory is that the corporation should manage and look after its relationship with those
shareholders that are crucial to the corporation (Brenner 1993, Bowie 1988, Lantry 1994
cited by Karreman 1999). However, since each corporation is unique it is in the end up
to each corporation to delineate and determine who is an important stakeholder. From
the stakeholder perspective, it is important for the top management team to consider
different individuals’ and groups’ interests and influence on the corporation’s decision-
making. Since the board represents many stakeholders’ interests, it is the board’s role to
compromise and negotiate between these by stipulating guidelines for stakeholder
interest and continuously coordinate these. In addition to this, the board of directors
should set the long-term goal (Hung 1998, see Kérreman 1999).

Criticism of the stakeholder theory

The stakeholder theory is a normative theory and explains quite well that discussions on
the board are most likely affected by stakeholder opinions (Wang and Dewhirst, 1992
see Kérreman 1999). However, Sternberg (1997 see Ibid) have put forward criticism
since the theory does neither contribute with better management principles nor to more
successful corporations. Nevertheless, it is a reminder for corporations about their social
responsibility and its importance for different stakeholders.

6.1.2 Analyses of the theoretical perspective of
corporate governance

The theories above are trying to explain the role and use of the board of directors. It
seems like the board is a quite complex phenomena and the theories has obvious
problems to explain it satisfactory. We think this problem might occur due to that boards
in different environments have different prerequisites. In some industries, for example
mature ones, the task for the board is often about gaining profitability through
economies of scale in a highly specialized, controlled, and formal organization working
in an increasingly stagnating market. This compared to new industries which often are
characterized by high uncertainty in the market and have an informal organizational
configuration. These two examples highlight the difficulties with trying to generalize the
role and purpose of the board. Maybe it could be done, but the risk is that the
conclusions would be so trivial it would be of no use. Instead, it would be more
interesting to emphasize what kind of characteristics that characterize a well functioning
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board. What resources does the board of directors need in order to be successful? This is
what the corporate governance concept tries to ascertain.

6.2 The Corporate governance
concept

The corporate governance concept was first developed and applied in the United States.
To describe the corporate governance briefly, it is about how to govern a corporation
through a shareholder perspective. The board of directors is the owner’s representative
to secure their interests (Young et al 2000; Lynne 1996). They are thereby responsible
on the owners’ behalf that the corporation is managed effectively. More precisely it is
about the relationship between the top management team, the board of directors, and the
corporation’s shareholders. However, it does not explicitly say anything about who
should govern. Consequently, corporate governance is about the relationship between on
the one hand the owners who have invested venture capital, and on the other hand the
corporation itself. Bo Berggren (retired chairman of Stora (today StoraEnso)) cited by
Rolf H. Carlsson (2001, p 33) described this very well at an OECD seminar in February
1995 as; “There are actually only two externally defined levels — the owners and the
concrete operation of a business. How we choose to organize the relation between these
two levels, how corporate governance is organized, how accountability is demanded,
varies between the countries and is reflected in different institutional arrangements.”

However, since the mid-1980s, boards have often been criticized for not fulfilling their
responsibilities which is the core of how the corporate governance movement started. To
be able to create a deeper understanding for the development of corporate governance
until nowadays, it is vital to have some knowledge of how it emerged from the effort of
CalPERS’ (California Public Employees Retirement System).

6.2.1 The CalPERS story

In 1984 Texaco was subject for a possible take-over. The Bass Brothers had acquired a
significant minority holding in Texaco with the objective to later make a bid for the
whole corporation. The management and board of directors, which were dominated by
members that also were involved in the executive management, saw this as a threat to
their own positions. To prevent the take-over they bought back the shares from the Bass
Brothers at an exorbitant price, a so-called greenmail® operation. A major owner in
Texaco, CalPERS, was very annoyed at this decision, firstly because the deal “robbed”
the other shareholders by the reduced net value of the corporation, and secondly that this
kind of action was possible to do at all. CalPERS could not do anything about this
particular affair, but many argue that this case triggered the whole American Corporate

" CalPERS was in 1984 one of the major public pension fund and is today the largest one in the USA, with
more than US$ 160 billion in total assets.

8 Greenmail: “The practice of buying a large amount of stock in a company in order to threaten to take
over control of the company if the stock is not bought back from the buyer at an inflated price. (green
(money) + (black) mail), quote from Webster’s Encyclopedic Unbridged Dictionary of the English
Language, 1989 edition. Portland House, New York (cited by Rolf H. Carlsson 2001)
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Governance movement. The first action taken by CalPERS was to make a resolution that
stated that as a long-term investor, they would not accept actions similar to the Texaco
case. To be able to do this they used their major influence at the shareholders meetings
to force through unsatisfying states of affairs in the stock market and corporations.
Besides the Texaco case CalPERS wanted to deal with issues such as, the boards
dependence of management, the competence and appointment of the boards, the
boards’/managers’ salaries and incentive systems. CalPERS did not settle with just
trying to affect the organizations, they begun to work together with two other pensions
funds as well, in order to be able to conduct lobbyist activities with the legislators. The

purpose was to put forward the shareowner interest in the legal perspective as well.

Furthermore, CalPERS made the strategic decision that they should direct their action at
the board level instead of trying to achieve changes in the operating business. To achieve
this the board had to be independent from the executive management and the
competence enhanced. In 1992, a milestone in this development occurred when the
chairman of GM, Robert Stempel, was dismissed due to incompetence. This event, to
questioning and dismissing board members and executive management - also known as
the boardroom revolution-, is said to have been the starting signal for the corporate
governance development in United States of America. A few examples of corporations
that were affected are Kodak, IBM, and American Express. Independent research done
afterwards have shown that this purge had a positive affect on the corporations’
performance. Over time has the method of evaluating the top management developed,
and today has corporate governance gained legitimacy for its viewpoints and actions.
Finally, every year CalPERS makes a list of approximately ten corporations performing
poorer result than comparable companies. These corporations that are selected for action
is published on The Focus list, perhaps more commonly known as The Shit List due to
that nobody wanted to be on it, and still does not want to be.

6.3 Corporate governance and
culture

The argument and development of the corporate governance movement shows that a
well functioning board of directors is favorable to a corporation. A thing to remember in
this concept thinking is that it is affected by the cultural setting. How you govern a
company in Japan might be quite different from how you govern in for example
Germany. However on the other hand, they say there are some areas that are universal
such as knowledge, experience etcetera. So, the similarities in corporate governance are
of how to get to success and the dissimilarities are about how you do it.

Our thesis is written from a Swedish perspective and therefore will not cultural
differences be discussed in the thesis. However, is the Swedish perspective important to
remember when interpreting the findings. Corporate governance has proven that the
styles of governance culture can be put in groups and thereby should the result of this
thesis be valid for some other countries as well, such as Denmark (Hambrick, D. C. page
67 and forward, 1988). Some corporate governance authors, there amongst Carlsson,
discusses what will happen when corporations work on a global level. What is the most
appropriate governance model when acting globally? Will there be a global governance
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culture? Due to this relatively new discussion few answers have been given. Therefore
will we not address conclusions which involve the applicability to other cultures.

6.4 Corporate governance and the
task of the board of directors

The most central issue in the corporate governance development and discussion is the
governance issue. As said before the board of directors has been put in the central role to
control and govern the corporation on the owners’ behalf. Most scholars agree that one
of the fundamental responsibilities of a board in this position is to set the strategic
direction for the corporation (Ross 1996, page reference unknown). We will now look a
bit closer at the two main tasks that the board of directors have, with the help of the
conducted research by Nielsen and Lekvall (1999).

1. The governing function

a. The board of directors as a strategic resource
b. From governance to implementation
c. Governance requires follow-up

2. The controlling function

a. Controlling essentials
b. React and act in time

Since these functions are related and dependent on each other they will be treated as a
whole in the following discussion.

The main task of the board of directors is to stipulate the corporation’s goal and vision,
elaborate the vision, make strategic decisions, give directives and allocate resources, and
finally to follow-up the result. Consequently, one of the most important tasks for a board
Is to work with strategic important issues, i.e. how to govern the corporation in the long-
term perspective. A prerequisite to be able to make strategic decisions is that the board is
aware and well-orientated toward the surrounding world. That is to be observant at the
industry and market development. What threats and possibilities are there? The process
to this strategic decision first involves, according to Nielsen and Lekvall (1999), that the
board of directors must have clear and measurable goals as starting-point when the
corporation’s strategy is discussed. Further on, Wright (2000) argues that all business
objectives, at any level in an organization, have to be SMART (Specific, Measurable,
Achievable, Realistic and Time based). If an objective is not SMART the corporation
will not be able to monitor, measure and control whether or not the business is
developing as planned. Therefore is the process of stipulating and adjusting the goals an
important task for the board of directors (Steinberg & Bromillow 2000). The importance
with goals cannot be push enough for, because without goals a corporation cannot be
governed in a focused way. Additionally, are goals a tool to procure the board of
directors and owners demands on the operative management and the employees. One of
the board’s most important roles as strategic resource, claims Steinberg & Bromillow
2000, is to determine and modify the corporation’s goals and strategy. Therefore is the
ability to analyze, have an opinion, and to give directives characteristics that is a
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necessity for the members on the board. Furthermore, the ability to prioritize what has to
be done, what result it should generate, what resources needed and guarantee that these
are accessible, are also vital. However, some researchers argue that the board meetings
are not a suitable forum for strategic issues and corporate development, according to
Steinberg and Bromillow (2000). This because a board meeting is not enough focused
since the meeting agenda cover too many other topics. The authors suggest that a

“special board level strategy meeting” is needed to handle this shortcoming.

6.4.1 The boards role in corporate strategy

A prerequisite for the board of directors to be a strategic resource is that either their
decisions is implemented and generates result, or that they are procuring knowledge and
experiences they indirectly guide the operative management and employees in their
complex decision making. For the board of directors it is an important competence to be
able to combine both an internal and external perspective, since the ability to choose and
match the external possibilities with the internal strong resources is important, in order
to achieve the stipulated objectives. The members of the board are therefore expected to
have past experience and also being well informed about the surrounding environment
of the corporation. Further on Nielsen and Lekvall (1999) claim that the board of
directors has to be able to focus on the most important aspect, from the corporation’s
point of view. The board of directors should have the role as a strategist, in other words
guarantee that the strategic decisions taken are rational. The role of the board from a
strategic point of view is then to do the right things, while the operative decisions is to
do things right (Drucker P. cited by Mdllern and Stein, 2000). To gain the ability to do
the right things, what resources and capabilities do they need to do this? According to
Conger et al (Harvard Business Review 2000) they as a team need knowledge,
information, power, motivation, and time.

6.4.1.1 Knowledge

The board of directors’ combined knowledge has to match the strategic demand facing
the corporation. Today is the business environment very turbulent and dynamic and in
addition to this, it changes and develops constantly. Therefore, Conger et al suggests
coping with this, you should assemble a group of members whose skills and background
are diverse and complement each other. If the board should not become unmanageable,
they should represent more than one area of knowledge, expertise, and skills. The issue
whether members of the board should be generalists or specialists has created a dividing
line among the corporate governance advocates. Conger et al and Carlsson (1997) has a
quite different opinion what is the best way. Conger et al on the one hand argues they
individually should be quite specialized in a few areas, and Carlsson on the other hand,
argues that they should be more of generalist because specialist tend to only focus on
their field of interest. Finally, Conger et al argues that to be a dynamic board, the people
on the board should change in response to the environmental changes. This implies that
the board must constantly keep the appropriate breadth and continuity of the experience
needed. Forbes and Milliken (1999), who has also observed this “double-edged” sword
discussion, adds that knowledge is obviously important in a board, but refers to Jackson
(1992) who point at the research that indicates the availability of expertise in a group
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does not guarantee the use of that expertise. This has also been observed by Pfeffer &
Sutton (1999).

6.4.1.2 Information

For the board to be able to keep its knowledge about the corporation and its business
updated, they need access to relevant information and data. This information
dependency and function has gained in importance for the strategic work during the last
years (Stevrin 1991). Strategic information could for example be: up-to-date information
about the competition in key strategic issues and the internal setting (Steinberg &
Bromilow 2000). Conger et al (Harvard Business Review 2000) argues that this
information should be clear and concisely due to that time is scarce. Further on does
Conger el al as well as Steinberg & Bromilow argue that it is important that the
information is collected from a wide range of sources, such as outside stakeholder,
customers, employees, and by the members on the board itself. This broad spectrum of
data also implies that you not only need to check what kind of data it is but, also their
sources.

6.4.1.3 Power

When the board has the required knowledge and information, they have to have the
authority to act as a governing body, i.e. to be able make the strategic key decisions and
get the top management to implement them. Therefore, Pound (Harvard Business
Review 2000) claims that to be able to govern a corporation the board (i.e. the
shareholders) and the managers must all have one “voice”. However, as we have
discussed before it is important that the board is independent to the operative business
and thereby is able to have an effectively oversight of the CEO. A CEO that is a member
of the board of directors is therefore not suitable, which is possible in private joint stock
corporations in Sweden.

6.4.1.4 Motivation

Next, Conger et al talks about motivation. They argue that the right incentives have to be
in place to make sure that the interest of the people, in the support of the interest they are
to represent, i.e. the shareholders and other stakeholders. The authors argue that the
corporations should have reward systems to influence the motivation of board members.
A commonly used solution is that the board members have shares in the corporation. Put
in its extreme sense, this is done to assure that the directors should own that many shares
it would harm them personally if the corporation were underperforming (Golub cited by
Conger et al 2000). Our own reflection of this method is, if you have to use the argument
of reward and punishment, the board members are not suitable for the task. If you cannot
motivate them with some positive methods, rather using punishment, either you do not
believe in the human being or the board members are not suited for the task.

6.4.1.5 Time

The final part in Conger’s et al model is time. Due to the relatively few times that the
board has meetings it is of great importance that the time is used efficiently. Hence, it is
very important that the members come to the meetings well prepared and the meeting is
not about gaining information. It should be spent for discussion and decision-making
instead. The time issue also has another implication. How many parallel board positions
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is appropriate to occupy? Arleback (1997) have this discussion and as in many things it
depends, but as one of our interview persons put it, fifteen is too much, maybe four or
five is suitable (To evaluate the quality of boards Business Week awarded points if a
fully employed directors sit on no more than three boards and retired directors on no
more than six). If you should be able to be well initiated in the corporation’s operations
and development, and to fulfill his/her responsibilities as a board member, it is not
enough to just be present at the board meetings. It demands continuous knowledge about
the operative business, periodical reports, information about the overall development of
products and markets, and finally prepare for board meetings by critically examining and
comparing the information given in the light of the goals stipulated.

If a board has been endowed with demanded individuals with suitable and required
knowledge, skills, and experiences, a corporation has a resource that could be the
difference between success and failure. The board should then act as “a feeler” against
the surrounding environment and be a guarantee that the corporation always is ready, in
the sense it has the required resources, products, and knowledge. This to be able to
adjust to demand- and competition situations (Arlebéck 1997). Further on, to achieve
this it is an important characteristic that the operative management is prompting and has
high growth and expansion ambitions. Thereby, it is a prerequisite not being involved in
detailed decisions for the board of directors, but to be the restraining part. One of
Sweden’s most engaged professional board member described this as “My most
important task is to say no”.

6.4.2 Why does not everyone succeed?

6.4.2.1 Lack of knowledge and competence

As said above, knowledge and competences have to be continuously developed. If you
lack the insight that a certain competence needs to be renewed, or that a completely new
competence is needed, it will have serious implications for the corporation’s competitive
advantage.

6.4.2.2 Cognitive traps and emotional blockings

In our decision-making processes, cognitive and emotional traps affect us both
individually and as a group. However, they are not really traps. It is our way to cope
with our surrounding. Because if we always have to have exact answers to everything
about our surroundings then we would not carry on for a long time. But in business
decision-making does these characteristics not always give us credit. Furthermore, due
to its generic and cognitive nature they are very hard to become aware of. We have
chosen to make a short summary of common traps in decision-making®.

® For further reading, we recommend the book “The Psychology of Judgment and Decision Making” by
Scott Plous (1993).
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The primacy and recency effect

Much of our judgment is affected of how we perceive our environment and how things
are presented to us. The primacy effect is that the human being is affected in what order
things are presented to us. In research it has been found that things presented early have
a stronger influence on us that things presented later on (Plous, 1993). The recency
effect works the other way around. In some cases has the final presentation more higher
influence than the first one. This can happen in situation where people are to remember
things i.e. there is a delay before the decision point occurs. Therefore can decisions be
affected in what order the information is presented to the board of directors and how

long time it takes to decide in the matter.

Anchoring

Our judgment can be affected by how the question is asked. The information in the
material makes us anchor the range of the estimate which will be made later on. An
example given by Plous (1993, p 145) illustrates this well:

In front of you is a wheel of fortune. The perimeter is lined with an array of
numbers, and after the wheel is given a spin, it lands on 65. You are confronted
with the question: Is the percentage of African countries in the United Nations
greater or less than 65? Not a matter you have thought much about it, but
nonetheless, you are fairly sure that the percentage is less than 65.

What, you are next asked, is the exact percentage of African countries in the
United Nation? After some thought, you respond with an estimate of 45 percent.
[...]

Now you are another person, a person who has not yet answered questions about
the United Nations, a person for whom the wheel of fortune will land on 10 rather
than 65. After the wheel has stopped moving, the researcher asks: Is the
percentage of African countries in the United Nations greater or less than 10?
More, you say — certainly it must be more.

What is the exact percentage of African countries in the United Nation? After
some thought, you respond with the estimate of 25 percent.

This was a real experiment conducted by Tversky and Kahnemann (1974) and they
found that the human being made “insufficient adjustment up or down from an original
starting value, or anchor”. A “biased” question or information can therefore affect the
outcome of an estimate that a board of directors makes for example about the future
development of the market.

Status quo trap

Another trap that is related to the anchoring trap is the status quo trap. It emphasizes that
the human being tend to anchor in the time dimension just like the anchoring trap do in
available information. The trap in question is very common and mostly harmless to us.
When a new and uncertain situation pile up in our environment, we first tend to stick to
the known instead of challenge the new setting/circumstance. It is like the saying: “I
know what | have, but I do not know what I will get”. As the risks involved in the new
stetting might be unknown, it is common that the new setting can be perceived that one
lack control over one’s situation (Jennings 2000). This can create a feeling that the new
setting is perceived as a threat.
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In decision-making and management can this behavior be fatal for development of a
corporation. In a board’s attempt to make changes in an organization they might fail due
to the affected individual might strive against the changes and a needed change in the
organization. As the board itself work in an environment that constantly is uncertain and
undetermined is it vital that the members of the board are aware of the trap and can
handle it well. Otherwise they will not be successful too long, as they will ‘ignore’

important development in the corporation’s competitive environment.

Overconfidence

The odds of a meltdown are one in 10 000 years.
(Vitali Skylarov, Minister of Power and Electrification in the Ukraine, two months before the
Chernobyl accident)

The citation above from Plous (1993, p 217) shows that the overconfidence trap is
maybe the most dangerous one for our judgment and decision-making. Researches have
shown that the human being is overconfident about her skill to estimate something when
we do not know the exact answer. Several studies have been made on overconfidence.
Firstly, it has been found that overconfidence is greatest near chance level. Secondly,
studies have also shown that overconfidence is not linear, i.e. our estimates differ
depending on how confident we are. Finally, it has also been found that confidence
increase with the amount of information available, but the accuracy does not increase.
However, it has been shown that we are not always overconfident. The highest degree of
overconfidence is when it regards general knowledge. When it regards expert and
continuous judgments where feedback is received, the overconfidence is little or non.
Therefore, the implications for the work in the board are a bit like a double-edged
sword. On the one hand they are experts in their business to determine market
development and competitor analyses, which would suggest low or non overconfidence.
On the other hand, they are involved in judgments on a high abstract level which would
suggest high overconfidence.

To sum up, all these traps will imply that there are several ways to fail in detecting
errors in ones decision-making, which as we said initially, is hard. A board that are
aware of its shortcomings in its decision making would therefore be better equipped for
situations when such errors are apparent for the decision-making.

6.4.2.3 Organization structure

The current organizational structure of a corporation has emerged from and made to
support the existing operating business. This is one explanation why a corporation
becomes successful. Today’s structure is fitted for the current specialization and
competences, thereby the structure itself can be barrier to identify and develop new
competences. For example, a corporation with ‘traditional’ functional structure will most
certainly have a hard time to adapt, if the market requires an ad hoc structure due to
market development.

The owner can also be a barrier in the organizational perspective. They might not be
willing to adapt the business to necessary changes.
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6.4.2.4 Arrogance

This phenomenon can be very hard to deal with due to its nature, i.e. to get the involved
to listen and understand. The phenomenon is often to be found, according to Carlsson
(1997), in corporations that have had a history of success. This success has affected their
judgment and ability to detect and change conditions to new demands. Arrogance can
also come in the form of the decision-maker’s own abilities. In a test and interview
conducted by Adizes (cited by Lagnevik 1989) on managers, some of the managers
claimed that they did not have any weaknesses as decision-makers even though the test
showed it. When this was put forward in the interview the answer was that the test was
not particularly good. Most of the managers that was part of the study confirmed their
weaknesses. To compensate their weaknesses they usually involved other people in their
decision process. A recurrent comment was that detailed knowledge was not needed as
long as you had the overall control and have control of the resources. Most claimed their
knowledge in this perspective was sufficient enough.

6.4.2.5 Power and power-relations

Power and power-relations can also be a major problem in an organization. Does the
right individual or group have the adequate power and authority they need to make
rational decisions? Secondly, who make the strategic decision, i.e. where in the
organization is the power to decide located in practice? According to Bachrach and
Baratz (1972) many researchers make the wrong assumptions that power can only be
observed in decision-making processes. The researchers often disregard the so-called
non-decision-making which is described as: by manipulating the society’s most
important values, myths, political institutions and processes, they will thereby limit the
decisions that will be made. When discussing power theory it is important to remember
that power is relative, not possessive, and not independent. The relative part is then,
according to the authors, divided in three factors creating what would look like an
axiom. First there has to be an interest- or valuation- conflict. Secondly, there has to be a
power-relation between the parties. Finally, this power-relation can only be valid if one
of the parties has the ability to threaten the others by taking action. Power could then be
defined as “the process that will affect others actions with help of (...threats about)
serious consequences if refusing to follow the intended politic” (Lasswell and Kaplan
cited by Bachrach and Baratz, 1972). Applying this at the board of directors, power will
hence affect their decision process and decisions taken negatively. This affect can be
divided in two areas:

1. Decisionless decisions — This is where a series of actions more or less leads to a
decision. Either is there no formal decision, or prior actions make other options not
usable i.e. there is only one way to decide. A commonly used example of this is
president Truman’s “decision” to order the atomic bomb strike at Hiroshima, were the
technical arrangement had came so far that it was nearly impossible to cancel the
operation.
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2. Non-decisions — System, organization etcetera tend to be partial, i.e. a sequence of
ruling values, opinions, rituals and institutional procedures that systematically or
consequently favor some individuals or groups at cost of others. There are several levels
of this, but we have chosen to only look at the ones which are adequate for our subject.
Today lobbying is the most common used term for this, which can be conducted by
either external or internal stakeholders. To describe lobbying more specifically, it is a
group putting forward its argument and in some way or another ‘convincing’ the
decision maker/s to favor them. Means used in this kind of ‘convincing action’ are
threats, harassments, bribes, change the rules etcetera. You could say that lobbying is a
collective word which tenor is set by the one using it. It can be everything from putting
forward your opinion to threaten to kill the decision maker. So you could say that
lobbying is a nice way for saying: the use of power to get ones opinion through. Derived
from this, a conceivable implication on the board of directors is that the ‘decision
process’ will move away from the boardroom and that the decision-making might not be
rational. Most people have probably heard the stories that most of the important
decisions are made in the sauna, on the golf course or in the bar.

The use of power in decision processes has another backside as well. It can be misused
reaping social and materialistic benefits. As we have written before most corporate
governance authors agree upon that power misuse was the starting factor for the
corporate governance movement.

6.4.2.6 Struggle for power and politicization

Carlsson (1997) also talks about the struggle for power and politicization which could
take place in an organization, as an explanation to why not every corporation achieves a
competitive advantage. Example of a situation where this struggle could emerge is when
proposals about next years budget or strategies is to be decided upon. Our own reflection
of this, and to refer to above, it is very hard to run a corporation when the stakeholders
(internal as well as externals) have widely differing interests and opinions. In the long
run, this struggle for power and politicization cannot continue because it will harm the
corporation’s development. Therefore, some part will use its power to reconcile between
the different interests and thereby ‘neutralize’ the problem.
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6.5 Analysis

6.5.1 Corporate governance and competitive
advantage

The corporate governance literature does not explicitly talk about competitive
advantage. However if considering what the theory is about, it implicitly says that if a
corporation achieves certain characteristics they have gained something valuable
compared to its competitors. However, it does not say how sustained or how unique this
might be. The owners and the board of directors have invested capital in a corporation
because they think it will be profitable within a certain period. If relating it to
competitive advantage, which often is defined as performing over industry average,
could we then explore if there exist any correlation between ‘good’ corporate
governance and competitive advantage? Assuming that investors are profit maximizing,
they will invest in corporations that are considered having the potential to achieve
competitive advantage. Then competitive advantage will not be anything unique. So,
why are corporations then performing differently? In the field of corporate governance
there are arguments that indicate it is hard to achieve competitive advantage, such as
getting the right people to the right position, with the applicable skills and knowledge,
and motivate them to do a good job. Additional critical factors are that the organization
and the employees have the right attitude and are open for changing the ‘rules and
traditions’. This will give the competitive advantage higher value and if you have all the
qualities that have been discussed you will have a unique competitive advantage.

A success story that often is used in discussions about competitive advantage is
Southwest Airlines (Millern & Stein 2000). The Stanford professor Jeffrey Pfeffer made
a thorough analyze and benchmark of the corporation and concluded that they had no
benefits regarding the fleet of aircrafts (they used the same as their competitors), its
booking system, or other ‘hard’ factors. The differences found by Pfeffer was that
Southwest had a strong union and they had fewer employees pro aircraft than its
competitors. Further on they ‘turned’ their aircrafts much faster than the industry
average. In spite that they do the work faster with fewer employees they have won the
‘tripple-crown’ award (the least delays, loss of luggage, and complaints) nine times
which no other airline corporation has done. Even though Southwest Airlines is a
traditional corporation it could be used in our reasoning since they build their whole
strategy on intellectual capital and the answer to their success lies in the ‘soft” value not
the ‘hard’ ones which is more or less the same in this industry. This case also shows that
the internal resources, specifically the strategic ones, are vital to succeed. For example
Southwest Airlines views recruiting as a strategic matter, by which means it is vital to
get the right employee at the right place. Furthermore is it vital that the employees have
the adequate responsibilities and authorities to perform well.
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6.5.2 Criticism of corporate governance

A corporation has to be governed in some way or another. One of the major criticisms of
the idea behind corporate governance is aimed at one of its cornerstones. Why is it that
the owners should have the major influence in a corporation? Langnevik (1989) is one of
many that have focused his criticism around this question at issue and as well he raises
the question what an owner really is. What is the difference between an owner and a
lender, in the sense being entitled to both influence and power of the way a corporation
is governed? It all ends up in the discussion why the owner and boards of directors
should be the most suitable to have the overall responsibility for a corporation. As the
corporate law looks like today, is responsibility and power increasing as further away
from the operative business you is. Can it really be optimal from a corporate governance
perspective that people who are not employed fulltime at a corporation, and therefore
logically do not have the same insight and knowledge of the corporations operations,
customers, and competitors, are the ones that have the responsibility for the setting the
strategic direction for the corporation? It must be the obvious self-interest of the
shareholders, which also implies the board of directors, that the corporation performs as
well as ever possible since they have put their money into the corporation. The next
question then is which time perspective that should be used when governing the
corporation. In Sweden today, there is a debate about the investors’ role and interest in
the government process of the corporations they have invested in. The origin of the
debate is that nowadays the investors seem more interested in short term revenues rather
than governing the corporation with the long-term development in consideration. This
short-term revenue interest of the investors is more commonly known as ‘quarter
capitalism’ or ‘hyper capitalism’. If this is generally true for investors, what will they
then contribute with to the corporation? Considering the arguments above, a discussion
about alternative forum for the strategic responsible could be of interest and value.
Maybe the board of directors should be tied more to the operative business rather than to
the corporation’s owners. This is often referred under the notion as a working board.
Research after the corporate governance movement has shown an overall enhancement
of the governance and the performance of corporations. Nevertheless, the questions still
remain whether or not this concept of governance could be the optimal procedure to
govern all kinds of corporations? Because, is it not likely that the optimal way to govern
may be depending on the important characteristics of the corporation, such as size,
business conducted, and industry? Applying this to the ever-changing and uncertain
environment that ICT corporations live in, what impact might this cause? Making the
likely assumption that to cope with the fast changing environment many ICT
corporations choose a flat organization with high level of decentralizing in the decision-
making process. This with the hope to create a more flexible organization which is better
suited to meet the rapid development in technology and the turbulent demand on the
market. How does this development affect the board of director’s role? Will it be
marginalized due to most of the decisions regarding the governance of the corporation
have been moved ‘down’, or is it the other way around, that it will be more important to
have a board of directors with an overall and strategic perspective when the organization
is more focused at the operative decisions? The discussion about the role of strategic
planning in turbulent environment has engaged many strategy researchers. Many has
questioned and doubted the importance of strategy, to name some Prahalad & Hamel
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(1994 cited by Eneroth 1997) said: “As we entered the 1990s, strategy as field of study
had fallen on hand times [...] Issues of strategy seemed either remote, unimportant or
uninteresting to many.” Even though many other researcher such as Eisenhardt and
Mintzberg have been looking at this issue Eneroth (1997) claims that yet has not the
research come to a unified result or theoretical framework. Rather has it within strategic
research evolved a larger interest for studying environments which are characterized by
a high pace of change (Eneroth, 1997). Eisenhardt, (1989); Galunic & Eisenhardt, (1996
see Eneroth 1997) calls these environments/settings for ‘high velocity environments’.
One other notion is ‘hypercompetition’ (Daveni, 1994; Volverda, 1996 cited by Eneroth

1997)

6.5.3 Concluding analysis of corporate
governance

Going back to the competitive advantage query. Mr. Corporate Governance does not
really discuss the benefits of having a ‘good’ board; rather he focus his attention more at
discussing the issue of who should run the corporation. Historically it has been showed
that the performance of a corporation is improved with an engaged and professional
good board. Moving on, the question then becomes if and why the governance (who
govern the corporation) might contribute to the competitive advantage of a corporation,
and in our case a focus on what significance the boards within the ICT industry may
have.

There are two different kinds of owners within a corporation: active and passive ones
(see Kérreman 1999). A basic assumption in the corporate governance theory is that the
owners are active and is active in their ownership. This since the passive ownership is
not interesting from the corporate governance perspective, due to passive owners is not
using their legal rights to influence the governance of the corporation. The active
ownership can take different shapes though, depending on the configuration of the
owner structure. Nevertheless, it seems like the ruling preference within most of the
corporate governance research is that the board act on the behalf of the many owners.
However, when Mr. Corporate Governance faces a situation where the owners are few
and/or have a large amount of the shares, the situation is suddenly different. A possible
explanation to this lack in the theory could be that most of the researches have been
done on very large corporations with many owners and stakeholders. Secondly, Mr.
Corporate Governance disregards the fact that different owners might imply different
contribution as they have different interest with their ownership, and skills. In a
corporation with private owners the founder might be the one guiding the corporation’s
development. If the ownership of the corporation is to a majority made up by one
investment company/venture capitalist and some small private shareholders, then the
investment company will be the dominant stakeholder on the board. Furthermore, they
would most likely use their legal possibilities to set the agenda of how to strategically
run the corporation etc. Power relations within the board then become very central as the
board consists of individuals which may have different interests in the corporation. We
think this is a thought that corporate governance does not regard in a proper manner.
This since it assumes that all shareholders, through their representatives/agents on the
board, has the same governing interest and goals in the corporation. This will imply that
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the board’s functioning and contribution to the corporation’s competitive advantage is
dependent upon the structure of the ownership.

Looking at this from a more conceptual/theoretical perspective the discussion above
affects the corporate governance perspective when the structure of owners deviates from
this conceptual model. The corporate governance is built around the shareholders
interest and that they are the ones governing corporations. The board is the
representative of the owner (agent — principal). This basic assumption does however
diminish in importance as the shareholders become fewer and thereby larger. This since
the agent and the principal becomes the same, and a one to one relation begins to
emerge. The thought of the board being the joint link between the owner and the
corporation is then no longer relevant. So, from this angle of approach, a huge part of the
corporate governance and agent theory loses its importance. Instead will the boards itself
become the primary authority within the corporation.

Now as Mr. Corporate Governance move on to what more specifically the contribution
of a board is from a corporate governance perspective, he ask you as a reader to keep the
above discussion in mind, especially when applied to small ICT corporations.

There are many opinions of what a board of directors contributes with and what their
role is, as discussed above. According to the agent theory, the board is the owners’
representative, i.e. an agent - principal relationship. The theory assumes that the owners,
for some reasons, could not by their own look after their interest and use their legal
rights as well, to influence the governance of the corporation. For example could not all
of the shareholders in Ericsson actively express their opinion about the governance of
the corporation and look after that the top management team, entrusted with the
operational responsibility, fulfill its role. Therefore is a representative, the agent, chosen
with the task to look after and represent their interests and rights. Others view the board
of directors more as a coordinating and negation body for different internal and external
stakeholder interests and opinions, where the stakeholders have unique opportunities for
stakeholders to influence the corporation in its decision-making. From this view is it
questionable whether the board itself contribute/make any difference to the competitive
advantage. Next, after this discussion about the board of directors as a coordinating and
negation body, we have the discussion about the board as strategic responsible and a
value creating body. As earlier mentioned, corporate governance development have the
last decades been characterized by the strive to increase the professionalism and to have
a more active and strategic role in the corporation. This emphasize that the board need to
have a set of components such as knowledge, competences, and skills to fulfill this
responsibility. Furthermore on today’s boards, directors are being forced to accept and
practice higher standards; where they must think very carefully about how their
companies are directed and governed. Today are boards and corporations under
vociferous examination of shareholders, audits and curious journalists. Board members
can therefore no longer accept the passive role of simply endorsing managements’
decisions and proposals, instead they must take responsibility for strategic direction and
ensure that all issues that impact the corporation’s performance are effectively
addressed. However there are contradictory arguments if the board of directors is the
best ‘tool” for this task (see further in the Mr. Strategic Management analyses). In
addition to the discussion if the board is the proper forum, there are also disagreements
among scholars about how a successful board should be composed and what kind of
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knowledge and competences they should grasp. One reason to why this discussion has
arisen is that it might be an expression of that different corporations/industries have
diverse requirements and needs regarding the competence and skills of their people on
the board. Despite what skills needed, a board with the suitable mix of competences will
become a valuable resource for the corporation, but not a unique one as pointed out
earlier. The question mark to straighten out is then: how valuable. Considering the
distance the board has to the operative business and the few hours a board usually work
with a corporation, it is maybe a better investment to hire a consultant or expert instead
to gain this knowledge, because the outcome becomes the same or even better. This
because he/she could be hired fulltime, or as many hours that is needed, and thereby the
corporation have got a resource that would be in place and available the time he/she is
needed. Another important difference is that even though a consultant may be hired for
working with the strategic issues that from the beginning was on the boards agenda he is
still working within the operate business. The question however is if one consultant can
posses the suitable broad competences and skills needed, such as business knowledge,
strategy etcetera, so it can replace the boards accumulated knowledge.

To put the above discussion on test we continue with a further delimitation against small
ICT corporations and their boards of directors. Lagace (2000) argues that ICT
corporations are often financed through venture capitalists or private investors. Very
often are these financiers in the corporations’ board of directors as well. Thereby the
owners work more often and closer to the corporation and the operative business, in
comparison to what is common due to that the ownership is spread between many
private shareholders. Lagace argues that this implies, due to their financial commitment
to the corporation, they are more engaged in the corporation development. The ‘use’ of
venture capitalist in corporations however seem to have both pros and cons from the
perspective of corporate governance. The discussion about whether or not the board
members should be financially dependent — hold serious stakes in the company - we
recognize from Conger el al who claimed that is was suitable. In that discussion we said
that we disagree with them. However, in this case we think it is a suitable constellation
of ‘motivation’ for ventures capitalists; because they invest in corporation and thereby
have a more voluntaristic approach from the start.

We continue the discussion about the many venture capitalist in ICT boards of
directors by looking at what they contributes with and what significance they may have
for a small ICT corporation’s long term development and survival. Firstly and most
obviously, venture capitalists contribute with capital to the corporation, just as any
owner does. Secondly, as the pace of change and development in the industry and
economy would suggest a need of more continuous and closer contact between the
owner and the corporation in question. In small corporations with venture capitalist it is
suggested that the owners are fewer and in most cases closer to the corporation.
Especially if considering the basic assumption as discussed above, of much corporate
governance research, where the board is the spokesman for the many owners. Thereby it
would be fair to argue that this ownership configuration with venture capitalist working
closer the corporation is more suited for the setting in the ICT industry. Thirdly, the
venture capitalists can contribute with knowledge and skills that is important and
valuable for the corporations they have invested in. Many venture capitalists are often
very skilled in entrepreneurship since they have focused their businesses to invest and
nurture start up corporations, with the expectation that they one day will be successful so
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the investment will pay back. Thereby they have become proficient at evaluating
business ideas, what potential has the idea, and turning the business idea into a
professional organization. This implies that the venture capitalist have to have a broad
and deep knowledge about both the industry and the corporation (business idea),
implying the skill to evaluate and match the strength and weaknesses of the corporation
with the threats and opportunities in the industry. This knowledge is often very specific
and only applicable to a specific type of industry, which strengthen the arguments to
have venture capitalists on the board (since they often delimitate their ownership within
a specific industry). Further on are they very skilled in how to nurture new corporations
and to develop these to become established on the market. All these skills and
knowledge is a prerequisite for the venture capitalist to possess. Because, whether there
will be any returns on the invested capital depends on their ability to pick the future
cash-cows and sort out those without future potential. The benefit for the corporation is
obvious. They will have a very competent person on the board with a suitable and
applicable knowledge for the corporation’s long-term development. All this becomes
very important from another perspective as well. Starting corporations is always a tricky
process, and as that would not be enough, there are several additional factors within the
ICT industry that makes this task even more complex and even more problematic. New
corporations within this industry often develop completely new products not previous
present on any market. This implies several things, firstly the product has to be
developed, and secondly, simultaneously must the corporation create their own market,
i.e. convince their future customers that the product satisfies their needs better than
products on the market today does. For example, why should a corporation buy an
expensive computerized business system instead of doing the accounting by hand, which
works fine today? When convinced the product is needed, potential customers have to be
found and persuaded to purchase the product, with a prototype as the only information to
base its decisions on. This process demands both a high degree of timing and a wide and
deep knowledge of business and personal networks. Timing is also vital from the aspect
that the industry is highly uncertain and changeable. This suggests that a venture
capitalist could be a useful board member and owner for small ICT corporations. What
is then the backside of the coin?

Firstly, an implication of a board with a large proportion of venture capitalist who
works very actively with the corporation is that they continuously question and advise
the top management team from their perspective. However it is a very delicate balance
not to ‘poke around too much’ (or perceived doing so) in the operative business, i.e.
being outside their strategic responsibility. Secondly and lastly, as have been discussed
before, there is a risk that the venture capitalists try to maximize the value through a
short-term scope on the expense of the long-term development and success for the
corporation.
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To conclude Mr. Corporate Governance says that in contradiction to the discussion
about generalized vs. specialized knowledge his analysis emphasizes a more task-
oriented knowledge and skills are suitable in a board within ICT industry. Mr. Corporate
Governance says goodbye for now and he hopes he have given you the answer to:

- Why are ownership and the role of the owner crucial for the governance of the
corporation?

- What is ownership all about, and what distinguishes ownership from other roles
in the corporation process of value-creation and competitive advantage?

- What competence is required to be a value-creating owner?

- How are value-creation contributions made, and how is ownership exercised to
be successful?
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7 Mr. Past Projects

- The Board as a Strategic

Resource in Small
Corporations

The purpose with this part is to present what some past projects and published research
has found most noticeable about the board of directors in small corporations.

Small venture corporations, entrepreneurship, and general innovation capabilities have
for a long time been considered as the most important business drivers for economic
development. Thereby have the question of how to develop corporations and create an
environment that nurture entrepreneurship received a lot of attention from many
different directions. For example within economic theory a specific genre called
entrepreneurship has been evolved, which particularly studies the development of small
corporations. Another example is the different kinds of state/government-initialized
projects and programs, like the Small Business Development Center program in USA
and “Se till din styrelse” in Sweden (Eng.: Look after your Board). Although they are
very heterogeneous considering content and disposition, and in other respects as well,
they all share the belief that the entrepreneurs are often in need of help with various
tasks. This is due to a lack of sufficient experience or knowledge. The support offered is
often courses and advises in business economics, finance and accounting, counseling,
and other outside assistance resources. One possible approach to get access to valuable
knowledge and experience is to bring in external persons as members of the board.

Next part will deal with the research-question (whether or not a board may be a strategic
resource in small ICT corporations), by exploring what past project and research have
found to be the value of having an active and engaged board with external/outside board
members.

7.1 The idea of board of directors

The corporate law requires that all public and private held corporations must have a
board of directors which are responsible to the owners for the corporation's operations.
This since the corporation holds the owners capital in trust. The board of directors is
responsible for that the corporation, as a trustee of the owners capital, look after the
owners interests when important decisions are made. The idea behind the legal
requirements is in other words that the organizational configuration with a board of
directors securing the owners interests and rights. Scholars therefore most often describe
the board of directors as “the formal link between the shareholders of a firm and the
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managers who are entrusted with the day-to-day functioning of the organization”
(Mintzberg, 1983: Monks & Minow, 1995 cited by Forbes & Milliken 1999, p 491).
Another good description is given by Farma and Jensen (1983:311 see Ibid) who have
described the board as the “apex of the firm’s decision control system”. Forbes and
Milliken (1999, p 491) describe the idea in the following way: “The very existence of
the board as an institution is rooted in the wise belief that the effective oversight of an
organization exceed the capabilities of any individual and that collective knowledge and
deliberation are better suited to this task”. Consequently the people on the board,
particularly for large corporations are elected because the owners have confidence in
them. This with the respect that they will secure that the corporation is governed and
controlled in a proper way, that they look after the owners interest, possess valuable
knowledge, knows a lot about the corporation and its situation, and finally that they are
engaged and actively supports the corporation’s development and businesses. These
initial ideas are most applicable on large corporations with many owners. The idea with
a board of directors in small corporations is a little bit different, since there are many
differences between small and large corporations, which will be continuously explored
throughout this perspective.

One important difference is that often in small corporations the owner is also the
founder of the corporation. Normally, the owner is therefore more committed to the
corporation, in the sense that he has a closer, active, and more personal engagement and
interest in the corporation. He/she is often more concerned about the corporation’s long-
term development and survival, rather than the short-term financial return on invested
capital. Since the founder often makes his living out of it, and the corporation could be
the founder’s lifetime achievement. Additionally it is not any unusualness that the one
and same person, or a small group, possesses many roles in the corporation. Often the
founder, the owner, the CEO, and the chairman of the board is the same person. Another
diversity between small and large corporations is therefore that the owners of small
corporations often have a more active role and interest in the governance and control of
the corporation. They work actively in the corporation’s top management team, for
example as managing director, and could thereby look after their interest by themselves.
Another very important idea with a board of directors in small corporations is to support
and complement the top management team/the owners, which often implies
complementing their experiences and knowledge, this since the top management team is
often fewer in number, in comparison with larger corporations. Additionally due to lack
of financial funds, they do not have the large corporations possibility to purchase
expertise knowledge when needed.

To conclude, the idea with the organizational hierarchy in corporations is that the
board of directors, as the owners’ representative, should secure good governance of the
corporations and to look after their interest. However, to what extent the boards of
directors are involved in the governance of the corporations is not regulated and differs
significantly between corporations, because of difference in size, the business
conducted, internal states of affairs, and other related issues.
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7.1.1 The truth of board of directors of today in
small corporations

Successful corporations often have a good board of directors, by which embrace they
have the needed experience, knowledge, and are engaged and motivated for the task,
according to Nielsen and Lekvall (1999). Despite this, it is commonly known that a large
percentage of small corporations do not have any “real” board of directors. Numerous
investigations have shown that in most cases the people on the board is made up of the
founder and his/hers close friends and relatives. Additionally, past qualitative studies
have shown that boards carry out their task with a widely varying degree of
attentiveness, analysis, and participation. Because as Herman, (1981, cited by Forbes &
Milliken, 1999, p 494) notes: “Some boards simply ‘go through the motions’ of
attending meetings and registering votes, without being mentally engaged with the
issues facing the board”. However, there are several counterexamples, for example
Lorsch (1989 cited by Forbes & Milliken 1999, p 494) found that “there are boards that
conduct diligent research on the firm they serve, that participate actively on board
discussions”. How serious some boards take their role is described by (Monks &
Minow, 1995 cited by Forbes and Milliken 1999) who claims that some board-members
even use pocket calculations during meetings and search after additional information on
their own. Further on, an investigation conducted by Almi Foretagspartner (Eng: Almi
Business partner) showed that many small corporations’ board of directors did not have
an active role in the governance and development of the corporation. Because, for many
founders/owners was the idea to let other people, especially external ones, have an
insight and influence over the corporations important decisions and strategy alien to
their views of how to govern and steer the corporation. Some even viewed external
persons as a threat to the business, and not as anything useful. Therefore were the people
on the board just a ‘paper construction’, mainly due to that the owners often perceive the
board as just a legal requirement. To break the trend Almi’s project report suggests that
the corporation’s first needs help to make an evaluation of the corporation to find out
what kind of support and assistance they could be in need of. If the corporation’s current
and future needs are known, it is possible to carry out a focused recruitment. With
people on the board that possesses suitable knowledge and skills (in the respect to the
task confronting them) and are recruited to actively assist and support the corporation,
increases the probability for the corporation to perform better and avoid crucial mistakes
in the early phases. Then it may change the perception that the board is just a legal
requirement, which many small corporation owners have, and instead starting to see the
true potential, usefulness and benefits of an active board. However, if this perspective
should answer our research question at this point, the answer would likely be: - No, the
board is usually not a strategic resource, but it could be. So, to be a valuable and
strategic recourse for the corporation, what attributes does it require a board to possess?
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7.1.2 Which attributes characterize a good
board of directors?

Understanding the nature of effective board functioning is among the most
important areas of management research on the horizon.
(Forbes & Milliken 1999, p 502)

It may seem to be a tough challenge to raise the question of what a good board and good
governance is. However, several institutes, magazines, and companies annually present
ranking lists and evaluations of how boards of directors have fulfilled their task. For
example have the pension funds in USA, a major player on the financial market,
developed techniques to make professional measurements of boards functioning and
performance; see Byrne (2000) and Carlsson (2000). Their interest of board performance
Is obvious because they administer a huge amount of capital. Since they often hold a
majority post of the stocks, they have had a great influence in the development of
governance principles®. Nevertheless is as Byrne (2000, p 144) says: “measuring the
effectiveness of a board by how it lives up against these kinds of guidelines is not
without controversy.” Because as John C. Wilcox!! (Bryne 2000, p 144), maintains:
“The most important governance standards cannot be externally measured, they include
qualities of character, values, the willingness to take an independent stand, and other
personal factors that are highly visible in the boardroom but invisible from outside."
Despite these difficulties, Byrne (2000) argues there are three different attributes which
characterize a good board, and as well can be used to evaluate corporate boards
performance.

= Independence: A good board works independent and secures a good, objective, and
rational governing process of the corporation. For a board to qualify being
independent, Byrne (2000) states that there should be no friends or cronies to the
CEO on the board. Another requirement is that crucial panels like the audit panel
should not contain insiders. He also argues that cross-directorships are taboo since it
could put members in a position where they own each other’s obligations.

= Quality: The board meetings should include real and open debates which are founded
on information and facts. If the decision process should be rational, the directors need
to be familiar with the circumstances in the field and the operational issues the
managers’ deals with.

» Accountability: Directors ought to hold serious stakes in the company. They should
also be prepared to challenge under-performing CEQOs. That helps align their interests
with those of the shareholders. In the evaluation Byrne refers to more points were
awarded if a company did not offer pensions to directors and if the board stands for
election every year. Points were also given to boards that met at least four times a
year and those whose audit committees met at least three times annually. Boards that
assess their own performance also won points.

10 See for example the CalPERS story in the corporate governance perspective.
1 Vice-chairman of Georgeson Shareholders Communications Inc., a proxy advisory firm.
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So even if it is hard to measure what a good board and good governance is, there are
some attributes that could be considered as important and valuable to a board of
directors in small corporations. If a board is characterized of these attributes, the
likelihood for good governance increases, and even if adopting good governance, this
does not guarantee total success, as Charles Elson (law professor and board member)
says. “But good governance gives you protection when things go wrong. In the long run,
that will pay out,” see Byrne (2000, p 148). Finally, of course the most adequate and
important test of a board’s contribution, functioning, quality, and effect is the long-term
performance of the corporation. The question is then how to measure the cause and
effect relationship between board functioning and a corporation’s performance? What do
a good board of directors do, which are the tasks and roles they have in the corporation
and how does it affect the corporation’s performance?

7.1.3 Which role do a good board of directors
have in a corporation?

What role and tasks boards of directors have differs significantly from corporation to
corporation. Nevertheless, scholars have put forward some basic roles and function that
could be applicable to mainly all boards.

Firstly, scholars and experts agree that one of the most fundamental responsibilities of
governing boards is to set the organizations strategic directions, according to Kanter
(2001). Another sign of its significance is the fact that we have come across this in the
other perspectives. Due to our explorative research we will not discuss the boards
involvement in the strategy process from this perspective, since we consider the other
perspectives to have covered (or will do so) the most relevant aspects. The reason is that
we strive to explore as many characteristics of the phenomenon (the boards) as possible,
in other words to show the perspectives’ differences.

Secondly, Young et al (2000 citing; Pfeffer 1972; Kaufman et al., 1979) considers that
corporate boards have two primary roles; linkage and administration. The linkage role is
about establishing relationships between the corporation and the external environment.
This relation-building role is of great importance because “these relationships are often
used for the procurement of inputs that organizations require to survive”(see Young et
al, 2000, p 281). In the other main role, the administrative one, the boards concentrate
their attention and time on overseeing the performance of the top management, and in
particular the CEO, according to Kaufman et al. (1979, cited by Young et al 2000). As
said earlier boards role and function differs and Young et al mean that: “While boards
are generally responsible for fulfilling both roles, in a given industry or industry segment
1somorphic pressures may result in one role being emphasized over the other” (Young et
al 2000, p 281). This since the conditions and issues of importance differ not only
between industries, but from corporation to corporation as well.

The relational roles of boards of directors are closely related to the linkage role and are
presented by Lynne (1996, p 2). She emphasizes that through the members of the board
“the corporation acquires resources that enable it to decrease the uncertainty of its
environment, thus increasing its chances of survival”. In these resources she includes:
advice, coordination with its external environment, information access and exchange,
support through identification with the corporation, status and legitimacy within relevant
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communities, and monitoring and control. Resources obtained for the corporation
through board memberships are more precisely identified as follows:

» Coordination with its external environment;

» Informational access and exchange;

» Support through identification with the corporation;
» Status within some community;

» Legitimacy in the eyes of relevant audiences;

» Advice based on the background and skills of;

= Monitoring;

= Direction

She also claims that it requires a combination of inside directors and “non-independent”
outside directors if the board should effectively perform some of these relational roles.
The discussion about insiders versus outsiders will follow this section. In other words,
the people on the board provide a number of resources for the corporation. Lynne (1996)
mention four valuable resources: Firstly, through the board members the corporation get
certain types of resources, such as legitimacy, identification and support, status, and
coordination, which Lynne (1996) considers the corporation cannot simply get hold of in
other ways. This because, “some of these sources, such as legitimacy, are inextricably
en-twined with board membership itself” Lynne (1996, p 9). Secondly, the board as an
organizational institution has some unique characteristics which make it a particularly
suitable forum for the exchange of information, coordination, and direction to the
corporation. Thirdly, as organizational form, the board of directors is unique in a sense
that it provides a flexible instrument for the corporation to acquire the resources it is in
need of. What makes this uniqueness particularly important in the ICT industry is that the
business environment constantly changes, with opportunities and threats arising and
diminishing in the blink of an eye. This requires the top management team to always be
available and can give their immediate attention to arising issues. Lynne (1996) argues
that since management does not always know in advance what advice to contract for or
what information would be useful, the board is very valuable since it continuously is in
place and available to fill needs as they arise (at least in the ideal case). Fourth, and
finally, Lynne emphasize that granting board memberships is a traditionally accepted
way for a corporation to receive valuable advice. Further she sees a clear difference
between the corporation’s top management team and the board: The corporation often
fears that its CEO and other members in the top management team will decide to change
work and offer their competence elsewhere, motivated by monetary compensation. In
contrast, board memberships are viewed favorably as a mean for a corporation's CEO to
gain experience through interacting with knowledgeable individuals on business
problems facing other corporations. In conclusion, the board of directors provides a
valuable, and often unique means for the corporation to acquire a number of relational
resources, including coordination, information, support, status, legitimacy, advice,
monitoring, and direction.

Another important role and function of the board of director is to ensure that the
decisions-making processes are conducted with consideration to the different
stakeholders interests. Nielsen and Lekvall (1999) argue that one of the thoughts behind
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the organisational structure of corporation®?, is that the board of directors should
guarantee a more balanced and sound view of the corporations current situation and
future development. This thought is shared by several of the authors’ whose books we
have read. For example Steinberg and Bromillow (2000, p 48) states that: “What do
effective boards do? They strike a balance based on a clear distinction between the role
of the board and that of management, where the board provides oversight and strategic
insights, while avoiding “micromanaging” or dramatically slowing the strategic decision-
making process”. Therefore one reason to why the responsibility and work is divided -
the board has the overall responsibility for the corporation while the operative
responsibility is delegated to the CEO - is to ensure a more objective view. One might
ask the question Gordon Donaldson did in Harvard’s Business review (1995 p 4): “Isn't
management best qualified to select the appropriate criteria to evaluate the company's
progress within its industry?” The answer he gives is - no. Donaldson emphasizes that
the top management team and the board of directors each have a unique and distinct
perspective on strategy. “Managers are charged with turning strategic vision into
operational reality. Of necessity, they must focus on one strategic path at a time and
pursue it relentlessly to maximize its potential for corporate profitability” (Donaldson,
Harvard’s Business review 1995, p 4). An objective and overall view of the corporations
business and operations is an important factor and reason for why a more rational
decision-making process could be achieved, if the board is active, independent and
engaged. We quote professor emeritus Robert B. Stobaugh (Harvard Business School)
who illustrate this very well:

One thing that's very difficult for management to do is to have the objectivity that
directors do, because management is engaged in the nuts and bolts of putting
something together. At the end of the process, you're probably less objective than
somebody who comes in from time and time and talks with you about it.

(Quoted from an interview done by Martha Lagace, Staff Writer, HBS Working knowledge
HBSWK Pub. Date: Dec 18, 2000, p 2)

Additional roles are presented by Forbes and Milliken (1999, p 492) who focuses on the
board’s control and service role (or tasks which is the notion they use). According to
them there are some specific board activities/tasks that are critical to fulfill the two roles.
For the fulfillment of the control tasks critical activities includes: “decisions regarding
the hiring, compensation, and replacement of the firm’s most senior managers, as well as
the approval of major initiatives proposed by management”. To refer to Farma, (1980,
cited by Forbes & Milliken) and other agent theorists who emphasize that for the board
of directors to be effective in this supervisions/monitoring role, it must be independent of
management. As we described above, independency is an important attribute for a good
board of directors and a requirement for it, in order to fulfill this role. For the other role,
the service task, specific activities include: “providing expert and detailed insight during
major events, such as an acquisition or restructuring, as well as more informal and
ongoing activities, such as generating and analyzing strategic alternatives during board
meetings.” Forbes and Milliken (1999, p 492). Forbes and Milliken maintain that for
these two roles should be performed effectively, it requires the board members to
cooperate. They particularly need to exchange information, evaluate the merits of

12 By corporation, we mean joint-stock company, public limited company and private limited company.
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competing alternatives, and reach well-reasoned decisions. The only crux is as they
acknowledge: “In practice, it is often difficult for boards to do these things and that on
many boards the quantity and quality of substantive interaction are, in fact, minimal”
(Forbes & Milliken 1999, p 490). Similar thoughts have Lorsch (1989) and Mace (1986),
cited by Forbes & Milliken (1999), who says that directors face many competing

demands for their time and must keep carefully budgeted schedules.

As this discussion hopefully has highlighted, boards of directors have, or could have,
some important roles to play in the governance of corporations. In this paragraph we also
mention that there is a debate about who should be on the board, insiders or outsiders.
We also promised that the following paragraph should deal with this issue.

7.1.4 Outside assistance in small corporations

Chrisman et al, (2000) argues that there is plenty of evidence which strengthen the
conviction that outsider assistance improves small corporations performance, at least in
the short term?3. The only crux, according to them, is no one has yet been able to
theoretically explain why outside assistance has this affect, and without a theory, cause-
and-effect relationships and research results are hard to evaluate. They conclude with
emphasizing that their research have shown that corporations receiving outsider
assistance in early stages will have higher rates of survival, growth, and innovation, even
in the long run. One other study was about outsiders’ influence and contribution to small
corporations development and survival is the one by Pearce and Zahra (1992 cited by
Lynne 1996). In their study, Pearce and Zahra had the hypothesis that corporations
facing greater uncertainty in the environment would have a higher proportion of outside
directors on the board. To exemplify what an outside members could be, we cite Lynne
(1996, p 9):

The corporation could have representatives of its creditors and suppliers on its
board. These associations may increase coordination, facilitate information access
and exchange, provide advice, and create support for the corporation. The
corporation may also have lawyers and investment bankers on its board to provide
advice, obtain their support for the corporation, and enhance the status of the
corporation.

To explain the reasons behind their hypothesis, Pearce and Zahra (cited by Lynne 1996,
p 12) says: “The corporation may add members to the board to ensure a flow of
information from its stakeholders, to send messages to stakeholders that the corporation
Is taking steps to deal with their concerns, and to enlist the expertise of directors to assist
the corporation in pursuing new markets and businesses”. Moreover, they claim that
outside directors may through their personal network and contacts find and connect the
corporation with possible strategic alliance partners, suppliers, customers, and other
stakeholders of strategic importance. The findings of their study was that higher level of
environmental uncertainty, or unpredictability, were positively related with an increased

13 Who is then an outsider? We have chosen to adopt Mallette’s and Fowler’s (1992, cited by Young,
2000) definition: “Outsiders are those board members who do not work for or have professional
relationships with the corporation they govern.”
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proportion of outside members on corporate boards. Additionally they made the
assumption that “corporate business strategies, which would determine external resource
needs, were associated in specified ways with board composition”(see Lynne 1996, p
13). Just as with the other hypothesis Pearce and Zahra found a positive association
between “strategies of external growth, increased diversification, and retrenchment with
the proportion of outside directors on corporate boards” (Lynne 1996, p 13). The
conclusions Pearce and Zahra draw is that outside members provide the corporation with
other important relational resources, such as expert advice or business contacts. A study
that supports Pearce and Zahra findings is a study of 80 manufacturing firms, conducted
by Pfeffer (1986). He found a positive relationship between the proportion of outside
directors on corporate boards and the corporations' need for access to external capital
resources, as measured by their debt-equity ratios.

Another worth mentioning study that have exposed distinguishes between
independent and non-independent outside directors, is the recurrently cited study by
Baysinger and Butler (1985, cited by Lynne 1996). The study lasted from 1970 to 1980
and during this period, they investigated 266 publicly traded corporations. This
extensive study found: “a positive (though mild) lagged effect between the proportion of
independent outside directors on corporate boards and corporate financial performance,
although overall financial performance declined after the board became thirty percent
independent”, (see Lynne 1996, p 14). The question is then if the ICT industry, due to its
technological intensiveness and ever-changing characteristics, show tendencies that the
relationship is even more positive than in these studies?

In a survey done by Spencer Stuart, who annually makes the Spencer Stuart Board
Index (SSBI), it was found that boards on Internet corporations have many more board’s
insiders, see Daum 2000. As discussed above is outside representation on the board an
important factor for a board should function and being independent. Therefore it is a
very important finding done by Spencer Stuart that: “not only are there many more
insiders on these boards, but the few outsiders who are represented are often not truly
independent outsiders as we would generally think of them” (Daum 2000, p 48). This
because, normally in corporate governance circles, they define/talk about outsiders as
board members that represent founders, owners, or management of the company, as
outsiders. However, on Internet-boards are these ‘outsiders’ often venture capitalist
which have made a substantial financial investment in the corporation and logically
therefore have a strong interest in its governance, survival, and success. Daum (2000)
means that is common that start-ups often offer seats on the boards in exchange of the
financial investments they make. If we look by this question, whether the outsiders on
Internet-boards really qualifies as independent outsiders, there is according to Spencer
Stuart’s survey a much lower ration of outsiders to insiders in this corporations. In their
1999 years SSBI of S & P 500 boards, the ratio of outsiders to insiders was 3.5:1 while
the ratio for Internet-boards was 2.2:1, which is a considerable difference. Daum (2000)
mean that unlike ‘the traditional corporations’ the Internet corporations have not yet
started to recruit board members with diverse background (which as we have discussed
above is important). Daum (2000, p 50) means that: “Rather these boards are very much
a reflection of their recently put-down roots. She continues to say that:

It is interesting to note that only one-third of outsiders are active CEOs, chairmen,
presidents, and COOs (compared with one-half in our 1999 SSBI). Moreover,
while bankers, investment bankers, and treasurers, as a group, represented only a
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scant 5 % of outside directors in our 1999 SSBI, in our Internet boards survey this
group accounted from than one-third of the outsiders on Internet boards.
Logically, financial executives plays more of a key role in these start-ups, and

many are likely involved from the start of the deal.

This is an interesting finding because, not only does it expose a clear difference between
ICT corporations and well-established corporations in traditional industries, but also
perhaps even more surprisingly it is completely contrary to the findings from Pfeffer’s
study. Pfeffer found a positive relationship between the proportion of outside directors
on corporate boards and the corporations' need for access to external capital resources,
as measured by their debt-equity ratios. Based on this we see that there are two
alternative conclusions. Firstly, when interpreting these findings it is important to bear in
mind that Daum (2000) claims that the few outsiders who are represented on Internet
boards are often not truly independent outsiders as we would generally think of them
(i.e. the established definition of outside members). Additionally, Spencer and Stuart
talk about Internet corporations whilst the other studies talk about high technology
corporations, and we in our study talk about ICT corporations. Therefore, we think that
one conclusion is that the differences between the Spencer and Stuart survey and the
others studies (like Pfeffer’s survey) could be a result of how they have defined
outsiders and the corporations the survey is about (often named as the surveys
population), rather than actual differences. By population, we mean the object the survey
is about (in these studies the boards of directors of different types of corporations).
Unfortunately, we have not been able to sort it out, so therefore we think it is important
to keep in mind that there is a risk that the different findings could be a question of how
the measurements have been made. The second conclusion we think is possible to make
is that the boards of directors on ICT corporations (or Internet, high-technology, IT,
which definition used) is a breed apart from traditional boards. To highlight this we let
Daum (2000, p 49) stand for the conclusion (which we support): “the vast majority of
these companies (Public Internet companies) are still very young and have not yet made
the transition from insider- to outsider- dominated boards, which would undoubtedly
include a more diverse group.” One consequence from this statement is that our concept
about board of directors must be revised since it is not in accordance with the reality of
boards on ICT corporations.

However we now leave the presentation of past studies, regarding outsider
representation on the boards, and goes back to the discussion Chrisman et al, (2000) that
there is plenty of evidence which strengthen the conviction that outsider assistance
improves small corporations performance, which started this paragraph.

Chrisman et al (2000) emphasized above that their research have shown that
corporations receiving outsider assistance in early stages will have higher rates of
survival, growth, and innovation, even in the long run. Others who earlier have made
similar interpretations are Bird, 1998 (citing Hansen & Wortman, 1989; Stinchcombe,
1965) who points to the fact that corporations are specifically vulnerable in their initial
process. Therefore could mistakes and other negative events occurring early in a
corporation’s development have long-term effect on issues like survival- and growth
potential. Therefore, according to Nielsen and Lekvall (1999), is the main purpose with
electing external persons (from here on called outsiders) usually to widen the
competence of the board, top management, and as well the whole corporation’s. Further
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reasons to bring external people on the board is that agent theory suggests it is
reasonable that a high proportion of outsiders will lead to that some aspects of the
board’s roles and functioning, such as board effort norms will get better. This since, as
Forbes and Milliken (1999, p 491) notes: “outsiders may enhance the effort norms of the
board in that they are inclined to conceive of the board’s task as a task separate from and
complementary to that of management, whereas insiders may view their governance
responsibility as simply an extension of their managerial duties (Mace, 1986, cited by
Forbes & Milliken 1999, p 499). However, as he also notes, it could also have a negative
impact on other aspects of board functioning, for example the level of cohesiveness on
the board.” Thus is the presence of outsiders also plausible to increase the levels of
“cognitive conflict on the board”, because as Forbes and Milliken (1999, p 499) puts it:
“outsiders share significantly fewer experiences with management and are liable to think
more freely with regard to the firm’s goals and the range of alternatives available to it.”

Another reason to why it could arise conflicts on the board is, according to Lynne
(1996), that inside directors generally have a higher status since their expertise-
knowledge is likely to be more relevant to a broader scope of the issues the corporation
have to deal with, in comparisons to outside board members. However, at the same time
it is probable that the presence of outsiders on the board will reduce the existence of
firm-specific knowledge on the board, because as Forbes and Milliken (1999, p 499)
note: “outsiders lack the intimate understanding of the firm’s affairs that insiders
possess. Further it is not possible to overlook that they also may have a higher status on
the board due to their management position in the corporation's hierarchy.” Finally, they
argue that: “whereas insiders are well acquired and must work together regularly,
outsiders have their primary affiliations dispersed across many different organizations
and are likely to interact only periodically with insiders or with each other.” (p, 499)
This increases the risk for conflicts on the board.

Despite the risk of conflicts on the board, another main reason to have an active and
independent board is to be able to establish a constructive discussion between the board
of directors, the CEO, and the owners. Nielsen and Lekvall (1999) puts forward the
opinion that an active and independent board is necessary for this kind of constructive
discussion should be possible: an opinion also supported by ALMI’s project report. In
the paragraph: which attributes characterize a good board of directors, we listed some
characteristics and one of them was independence. Strong outsider representation on the
board is also considered an essential feature of an independent board (Daily and Dalton,
1994; Mallette and Fowler, 1992; Oviatt, 1988, see Young et al, 2000). Agent theorist
gives one explanation to this: they claim that for a board of directors to be able to fulfill
its monitoring role, the people on the board must be independent of management
(Farma, 1980, see Young et al, 2000). From an agent theory perspective outsiders are
also more likely than insiders to effectively fulfill their role as overseeing body.
Because, as we mentioned earlier, corporate governance ascribes the board of directors
the important role to secure an objective, sound, rational, and sound development and
governance of the corporation. The reason why outside-board members would carry out
the oversight task better than insiders is that their interest are more closely associated
with the shareholders (Johnson et al., 1999, cited by Young et al 2000). Further, Young
et al (2000, p 280; citing Patton and Baker, 1987) argue, “Insiders will not want to raise
sensitive topic of the CEQ’s performance because in all likelihood they are beholders to
the CEO for their jobs and livelihood”. Young et al (2000) thus conclude: outside board
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members contribute to board’s independence and will be more inclined to hold CEO’s
accountable for their performance. Further reasons to bring outsiders on the board is that
it enables a dialogue between the board of directors, the CEO, the shareholders, and the
stakeholders. Nielsen and Lekvall (1999) considered this as important, or even
necessary, to bring new ideas, knowledge, and experiences into the corporation which
creates and enhances the possibilities to view strategic and important decisions from
several perspectives and aspects. This since groups consisting of people with diverse
backgrounds are more likely to have access to information and perspectives acquired
from the outside of the group (Ancona & Caldwell, 1992 cited by Forbes & Milliken
1999, p 498) and “attempts to pool and integrate these ‘exotic’ contributions may lead to
higher levels of cognitive conflicts”. Through our extensive background research we
have found this to be a conclusion and idea shared by several authors and research
reports. To convey this in a concise, informative manner we quote Harvard Business

School’s professor emeritus Robert B. Stobaugh:

Our major emphasis is that the company will be a lot better off, management will
be better off, and the stockholders will be better off, if there's constructive
engagement between the board and management. By working together as
partners, management will be able to use more of the board's knowledge,
contacts, and expertise than they would otherwise. One of the purposes of a board
of directors is to provide the kind of experience and views that management may
not have themselves.

(Quoted from an interview done by Martha Lagace, Staff Writer, HBS Working Knowledge
HBSWK Pub. Date: Dec 18, 2000, p 2)

Furthermore, it seems to be the common thought of the referred authors and projects that
a constructive cooperation between the board of directors and the stakeholders'* most
certainly will lead to better governance and more rational decision-making in the
corporations. Negative aspects with bringing in external persons to the boards is that
external persons getting insight into the corporation, is increasing the risk for business
secrets are spread to competitors. Another question of issue is the different costs
connected with having an active board of directors. However, in the end it seems like the
advantages outweigh the disadvantages. To conclude, authors, projects, and small
business development programs have found that there are many positive things, which
an active/independent board could contribute with. The perceived benefits of an active
board seems to origin from the basic concept that the board of directors are responsible
for the overall conduct of the corporation, that is to control and govern. To be able to
actively support and govern the corporation, it requires that the board of directors
possesses the needed skills, competences and experiences.

14 By stakeholders we here includes both internal and external stakeholders such as the founder, the
shareholders/the owner, the top management, the employees, supplier, customers, state and government,
and other who have and an interest in the organisation.
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7.1.5 Required competences for the board of
directors

A recurrent statement throughout this part has been that different authors consider the
main value with an active board to be the widened competence and experience they
contribute with in small corporations. This view on the board of directors seems to
origin from the thought that the top management, the founder, or who else that may
govern the corporation, lacks some relevant knowledge, considered the business they
run. How usual occurrence and relevant this view of lack of knowledge is in ICT
corporations, is not yet possible for us to say anything about. The common thought
behind the statements seem to be that it takes a wide variety of skills in demand to
govern a corporation, since it is such a complex task. To believe that a single person or a
small group in the corporation could possess them all, is therefore not particular logic. A
statement made by Forbes and Milliken (1999, p 496) could illustrate this, and at the
same time reconnects to the two of the important roles a board of directors have. They
said that:

If boards are to perform their control task effectively, they must integrate their
knowledge of the firm’s internal affairs with their expertise in the areas of law and
strategy. In addition, if boards are to perform their service task effectively, they
must be able to combine their knowledge of various functional areas and apply
that knowledge properly to firm-specific issues. In both cases board members
must elicit and respect each other’s contributions, and seek to combine their
insights in creative, synergistic ways.

Since not one corporation is the other one alike, the boards’ agendas is likely to be very
dissimilar as well. However, some areas or factors are common for them all. Nielsen and
Lekvall (1999) divide these areas, which have an influence on which competences are
required for a board to possess, into three groups:

a) The size of the corporation:
The type of competences that a board of directors needs to have in order to
govern and control the corporation could be related to the size of the
corporation®®,

b) The complexity of the business:

Factors that affect the complexity of the operation is the development of the
production- and the general- technology (is it a well-tried and established
technology that all corporations in the industry uses, or is the ability to adapt
and to use a rapid development an important factor for competitive advantage?),
is it a single business corporation or a diversified one, is the market- and
customer- segment wide or narrow, is it a business to customer or a business to
business operation, is it a local or international corporation etcetera.

15 Suitable measure and definition of corporate size they do not however stipulate. They seem to be
satisfied with saying that the issue of which measure being the most accurate for measure and classify the
size of the corporation is worthwhile a discussion. For mention, some possible they take list number of
employees, turnover etcetera.
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c) The phase of change in the industry
Depending on the phase and tendency for change in the industry, i.e. if the
industry is relatively mature and predictable or ever-changing, different
competences of the board is required to be able to analyze and forecast the
future. Factors of importance regarding the change in an industry are for
example: customer demand, and competition.

Depending on the characteristic of general factors like the ones above, the board needs
different skills. Because the board of directors is a group of individuals, the discussion is
related to which required competences the individual members of the boards needs to
POSSESS.

7.1.5.1 Required competences for the members of the board
of directors

Participation of knowledgeable persons in the discussions that take place on the board is
by some scholars considered as more valuable than the CEO's request for information,
advice, and agreement from each board member, according to Lynne (1996). What
competences are then required? Since each board is an unique combination of people,
each with their own different background, education, experiences etcetera, it is generally
speaking, hard to point out what kind of knowledge a person must possess to be suitable
as a member of the board. Thus the following statement by Forbes and Millken (1999, p
501) seems reasonable: “It is possible for industry-based differences among boards of
directors to impact their functioning as groups. Perhaps the best illustration of such
differences is provided by the boards of high-tech firms.” If these boards are to assess
the competence of management and provide advice on such issues as a firm’s
competitive environment, Forbes and Milliken (1999) claims the members must have
knowledge and skills that exceed the ordinary requirements of board service (Kotz, 1998
see Forbes & Milliken 1999). In particular, high-tech boards must have firm-specific
knowledge that encompasses the technological intricacies of their firms’ products and
their production and development (McKenna, 1995 cited by Forbes & Milliken 1999). In
addition, they may need additional functional area skills that are specific to high-tech
environments, such as intellectual property law. Consequently, the competences and
skills needed for members on boards of directors, differ significantly. Nevertheless,
there are some common fields the boards of directors are supposed to have an insight in.
Forbes and Milliken (1999) claims that boards require a high degree of specialized
knowledge and skill to function effectively. He divides the knowledge and skills most
relevant for boards to possess into two main dimensions: (1) functional knowledge and
skills and (2) firm-specific knowledge and skills. By functional knowledge and skills
Forbes and Milliken (1999) embrace the traditional domains of business-related
knowledge, such as: accounting, finance, marketing, as well as those domains that are
related to the firm’s operations and interaction with its environment, such as law and
culture. If the board should be able to live up to its responsibility and role as an elite
strategic-issue-processing group the people on the board must possess knowledge and
skills in these areas, or at least have access to external networks that can help out the
boards in the search and gathering of information needed for the decision-making
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process (Ancona & Caldwell, 1988, cited by Forbes & Milliken, 1999). To be able to
deal with the strategic issues and set the strategic direction of the corporation, Forbes
and Milliken (1999, p 499) argue the people on the board needs firm-specific knowledge
and skills, by which he mean “detailed information about the firm and an intimate
understanding of its operations and internal management issues”. Another important
competence is the board’s ability to use the knowledge and skills that the corporation
possesses, i.e. to tap the knowledge and skills available to them and then apply it to the
tasks, so called tacit knowledge (Nonaka, 1991 cited by Forbes & Milliken 1999).
Another good guidance is given by Almi’s project report. In the report the following
competences are listed as requirements:

e Experiences from top management, either as executive or as board member
Well-experienced in business
Have a sound judgment
Wide network of useful contacts
Special/deep knowledge in some of the fields of:
a) Economy/Corporate Finance
b) Issues concerning export/International business operations
¢) Production
d) Marketing
e) Experiences from earlier boards of directors
Have a high personal integrity
e Have time and engagement for the mission

It seems as a reasonable conclusion that even if each corporation’s situation is unique
and requires its specific board, there are nevertheless some general areas of knowledge
and skills which is a basic requirement for a board of directors to possess, if it should be
able to function and fulfill its task. Thus, if those basic and fundamental requirements
are not achieved, then it cannot govern the corporation. Hence, it is not a strategic
resource and do not contribute with achieving a competitive advantage for the
corporation. However, the presented lists of knowledge and skill should of course not be
taken as an “absolute truth”, because as said earlier, each corporation faces its unique
situation.

It is possible for industry-based differences among boards of directors to impact their
functioning as groups. Perhaps the best illustration of such differences is provided by the
boards of high-tech firms. If these boards are to assess the competence of management
and provide advice on such issues as a firm’s competitive environment, their members
must have knowledge and skills that exceed the ordinary requirements of board service
(Kotz, 1998 see Forbes & Milliken 1999). In particular, high-tech boards must have
firm-specific knowledge that cover the technological details of their firms’ products and
their production and development (McKenna, 1995 cited by Forbes & Milliken 1999). In
addition, they may need additional functional area skills that are specific to high-tech
environments, such as intellectual property law.

Because of these requirements, the presence and use of the boards’ knowledge and skills
are likely to figure more prominently in these boards than in most others. These
requirements may have indirect effects on board functioning as well, because many
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high-tech boards attempt to address these needs by adjusting the demographics of their
boards. For example, high-tech firms tend to enhance the firm-specific knowledge of
their boards by including a higher percentage of insiders and by favouring younger
directors with current technological knowledge over older directors with prestigious
appointments (Kotz, 1998 see Forbes & Milliken 1999). Finally, because many high-
tech firms occupy industry environments characterized by high levels of growth and
product differentiability, the boards of such firms may enjoy higher levels of discretion,
thereby exerting a stronger influence on firm performance (Hambrick & Abrahamson,

1995 cited by Forbes & Milliken 1999).
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7.2 Analysis: Mr. Past Project answer
to the competitive advantage query

Ladies and Gentlemen, during my travel through the wilds of the competitive advantage
query | have directed my studies particular against past project. 1 have made some
interesting discoveries about the boards of directors’ contribution to the solution of this
prevailing query. | hope you will find my lecture interesting and that you acquire some
knowledge and insight into this interesting field. Firstly, I will tell you a story about
those corporations that have found an answer to the competitive advantage riddle. It will
be a brief and overall analysis of the board’s contribution to a corporation’s competitive
advantage. Thereafter |1 will speak more deeply about some of the major and most
important contributions.

The story behind the successful corporations

Corporations that succeed often have a good board of directors, which practice their role
as a governing body with responsibility and commitment, at least according to Chrisman
(1989). Why so may be, is that effective outside assistance would probably help the
corporation to deal with strategic and structural configuration. Those corporations that
have received assistance and words of wisdom from their boards will therefore be better
prepared to deal with strategic, administrative, and operating problems. Further,
according to Nielsen and Lekvall (1999), a top management team with an active and
competent board as support is more likely to have the determination and self-reliance
needed to take important strategic decisions regarding the corporations next
development phase. Additionally, with the assistance of a competent and experienced
board the likelihood for perpetrating unnecessary mistakes decreases. Since the early
stages of a corporation’s development are the most critical ones, according to McMullan
and Long (1990), outside assistance is very valuable. Other things of value an
independent, well-functioned, and active board could generate are: increase the
profitability, the growth, and development, and lessen the risks. In Almi Foretagspartner
Blekinge AB: s project report for the project “Se till din styrelse” it is mentioned several
reasons why a corporation should bring in external members to the board*¢:

1. Increased competence in the corporation.
Since the external board members’ have complementary experiences and contacts
from different kinds of industries, the corporation will receive complementary,
widened, and increased competence and network of contacts.

2. More effective top management team and directors.
A competent board will advice and support the corporation’s top management.
Knowing that a competent board supports them, also creates increased confidence
when they are confronted with important and difficult decisions.

16 We have chosen to divide them into three general groups since many of them are of similar character, or
connected to each other. Further, we are aware of that many people have presented pros and cons of board
of directors, and that those presented by us is just a small fraction of it.

72



The board of directors as a strategic resource
in small ICT corporations

- - ~ » T - -

| P » - - »_ - - » - > - sz - =
- =3 - S — - - | P

» - » - » = & =

3. Better governance of the corporation.
An active board creates the necessary conditions to separate between the role of
the owners/share holders meeting, the board of directors, and the top management
team. The board of directors has an important role to fulfill as a supervising
instance/part. It is their role to make objective and neutral demands on the top
managers, which corresponds with the corporation’s overall vision and objectives.

Therefore we make the analysis that with people on the board that possess suitable
knowledge and skills (in the respect to the task confronting them) and are recruited to
actively assist and support the corporation increases the probability for the corporation
to perform better and avoid crucial mistakes in the early phases. This was the
introduction analysis, we will now continue to describe the major contributions. We start
with analyzing the value created by the possibility to separate between the function of
the top management team and the board of directors, which an active board creates.

Dividing the task - The basic principle of how to steer a corporation

As you probably already know, Mr. Corporate Governance, the speaker before me and
another member of the expedition, strongly emphasizes that the governing of a
corporation should be divided between two separate instances. He means that the
governance and control on a day-to-day, operational, basis should be carried out by the
Top management team whereas the board of directors should deal with issues regarding
the long-term and strategic steering and governing of the corporation. This is an opinion
shared by most scholars, and is also our starting point for this analysis. So, as explored
earlier, the corporate governance perspective explored and advocates that these two roles
should be divided, but what he misses to explain is what the boards more precisely do,
and above all: what could an active and engaged board contribute with? Do they
contribute with anything that could affect a small ICT corporation’s survival and
success? By applying the perspective of different state/governments initialized business
development projects and programs we have exposed further reasons why the Mr.
Corporate Governance proposed configuration may be suitable for governing and
controlling small corporations. Therefore we begin this analysis with an evaluation of
Mr. Corporate Governance thought of the organisational structure of corporations. We
do this by interpreting the suggestion made by different studies and projects about how
to govern, steer, and develop small corporations.

7.2.1 The boards’ contribution to a small ICT
corporation’s survival and success

The view of the corporation

As the anecdote: The blind men and the elephant, by John Godfrey Saxe (see chapter 2)
nicely illustrated is the perception and apprehension of a thing very much in the eye of
the beholder. Therefore, the view upon a corporation’s situation is very much dependent
upon those responsible for the strategic decisions and their frame of reference,
professional experience, personal opinion, and so on. During a small corporation first
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hectically, turbulent, and very important years, many decisions is of operational and
tactical character. You could say it is more about doing the right things today than draw
up plans and visions for the future. One of the main important things we have found that
active boards contribute with is the overview, advices, and reflections about the
corporations’ current and future situation and development. The reason for this is that
the board of directors and the top management team each has a unique and distinct
perspective of the corporation’s current situation and the issues of strategic importance.
Reasons we have found supporting this statement are several. Firstly, since the managers
of the corporation are charged with the day-to-day governing, involving to deal with
issues and making decisions about arising questions of operational character. In addition
to this, they are responsible for implementing the corporate strategy, turning strategic
objectives and visions into operational reality. This is why they focus on implementing
one strategic path/plan at a time, securing that it is carried out as effectively and
successfully as possible, so the corporation could achieve competitive advantage and
earning above industry profitability.

The board of directors on their hand are imposed by the shareholders to provide an
overall view and strategic insights of the governance of the corporation. The oversight
responsibility requires a broad perspective, because any strategic plan that affects the
ability of the corporation to utilize and reach its full competitive potential negatively,
both on a tactical and long-term level, requires the corporation’s awareness and
consideration. Further, within their responsibility of overseeing they should also
guarantee a balanced and sound view of the corporation’s current situation and future
development directions amongst the top management team and other managers. This
since they, as Mr. Corporate Governance proposes, are not involved in the daily
operational work, decisions, and discussions. Thereby they do not need to focus on the
operational issues. Then, one might question why the top management team is not the
best-qualified one to select the appropriate criteria to evaluate the company's progress
and development. A reasonable explanation is that they are the ones working closest,
most frequently with the corporation and they interact with its employees, stakeholders,
customers, distributors, and competitor’s. Therefore it is very difficult for management
to have the objectivity and overview that the board of directors have. Particularly this is
applicable in small ICT corporations where the founder perhaps is a person who have
come up with a business idea which he strongly and fully believes in. From a practical
viewpoint this means that the founder, the employees, and the top management team is
deeply involved, and have their hands full with operational and tactical issues of how
turning these ideas and visions into reality. In this initial, hectic, and turbulent time this
often implies developing a first prototype of the product/service, establishing
relationships with crucial stakeholders (such as customers and investors). The first
analysis we do is therefore: by focusing on the strategic issues they provide a security
for a balanced, sound, and rational view of the corporation’s current situation and future
develop direction. Further, they stand for the supervision, insights, and evaluation of the
corporations businesses. Based on this analysis we find it logical to assume that the
board makes a valuable contribution to a corporations development, survival, and
success. Hence we make the conclusion: This perspective considers that corporations
need an active and independent board which could take care of the strategically
important decisions and securing a sound, rational, development of the corporation.
Therefore it is worrying that a large percentage of small corporations do not have any
“real” board of directors. If a board should be able to contribute to the above, there are
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some basic characteristics/requirements that a board must live up to. We have to come
back to this analysis regarding these requirements, because we would like to first

highlight other contributions.
Splitting the roles

We think that a short summary and conclusion could be in place before we continue
with this analysis since we think it is important and is a good introduction.

It could be said that: in summary, boards of directors can be looked upon as an elite
decision-making group that just as the top management team faces and deals with
strategic and governing tasks of complex character. Despite this, there is an important
difference between the corporation’s board of directors and its top management team.
The board is only responsible for overseeing, insight, monitoring, questioning, and
influencing the strategy and development of the corporation, and not for the
implementation of the strategic decisions, pertaining to the strategy, or for daily
decisions, overseeing and managing of the day-to-day administration. If we apply this to
the conditions and characteristics of small ICT corporations, described by Mr. Past
Project, we know that firstly it is not any unusualness that several of the most important
positions in a corporation is possessed by very few persons. This implies that many
persons possess more than one position, and therefore there is a risk that the corporation
lack people with important experiences and knowledge. Secondly, a large percentage of
small corporations boards are not a ’real’ board of directors, rather a ‘paper
construction’. Not particularly surprising past qualitative studies have shown that boards
carry out their task with widely varying degree of attentiveness, analysis, and
participation. Additional indications that makes this even more considerable is that
above we made the analysis that: an important contribution by a board is the overview,
advices, and reflections about the corporations’ current and future situations and
development, and that one reason for this is that the board of directors and the top
management team each has a unique and distinct perspective of the corporation’s current
situation and the issues of strategic importance. Then, considering these two findings of
Mr. Past Project, we believe that one possible part of the answer to the competitive
advantage query could be that small ICT corporations do not have the structure and
people with skills and experiences they are in need of to handle current and future
problems. This analysis we share with Daum (2000).

A further consequence caused by the lack of a ‘real’ board is that the roles between
corporations’ top management team and board of directors are not separated. To
exemplify, in small corporations has often the founder/the owner both the position as
CEO and chairman of the board. The reasons behind why the roles are not separated, the
operational and strategic (meaning that many corporations do not have any real board of
directors) are likely to be numerous, and we could not cover them all in our analysis.
However, the most logic reasons seem to be that either the corporation lack the financial
means to employ additional salaried people, both to the top management team and to the
board of directors. Alternatively, since they work actively in the corporation’s top
management team, for example as managing director, they could look after their interest
by themselves. If the corporation lacks the financial means, then there is not so much
more to say about it. In that case, the owners’ work in the organization, then the idea
behind the legal requirements (that the organizational configuration with a board of
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directors secures the owners interests and rights) is not particularly valid. Since the
concept board of directors often implies the description of the boards as the formal link
between the shareholders of a firm and the managers, who are entrusted with the day-to-
day functioning of the organization, it is as well not applicable on the reality facing

small corporations. Hence, it needs to be revised.

However, since several studies claim that having an active and professional board is not
a question of money, it rather seems to be a question of opinion and perception of the
necessity and value of having an active and professional board. For example, Almi’s
project report found that many founders/owners do not perceive a board as anything
valuable; they rather perceived the board as just a legal requirement. To explain from
where this view originates is perhaps outside the scope of this thesis, but we could
describe and analyze some of the explored reasons. One reason might be that as we said
above the legislation do not seem applicable on small corporations since the owners are
often few and works within the organization. Further on, a widespread opinion amongst
scholar and entrepreneurs is that to govern a corporation people with wide skills and
business experiences are required. One possible indication could be that this might not
be applicable on small corporations. To analyze this seems well-founded because
another especially fundamental and basic idea with a board of directors in small
corporations is to support and complement the top management team/the owners, which
often implies complementing their experiences and knowledge. To help us analyze this
we will use two basic characteristics that we have found. They describe the extent of
competence needed to govern a corporation, and thereby the need to separate the
positions/roles of the top management team and the board of directors.

The board as a source for knowledge, experience, and advise

By using these two factors, we may be able to describe whether small corporations view
on boards could be traced to their perception about the competence needed to run a
corporation. The first character is the complexity/extent of the corporations business: A
small corporation is often a single business corporation with a niche product and
strategy. By this we mean that it has a narrow market- and customer segment. This
points to that it is less complex to govern corporations of this character, in comparison to
large corporations that have a wider area of businesses. Other important factors that
affect the complexity of the business conducted are the pace of the production- and the
general technology development. In the IT, and ICT industry, and other high-technology
related industries, is the pace of development rapid and the ability to manage the
corporations technological assets is often considered being an important factor for
achieving competitive advantage. In addition to the ever-changing business
environment, the rapid diminishing strategic - and product life cycles contributes to
increasing the complexity of running and governing small ICT corporations. Making an
overall estimation of how complex a small ICT corporation is to govern, from this
character, is not easy. Not only is it questionable whether it is possible to generalize and
simplify the complexity of all corporations of this kind; small ICT corporations are
probably a quite heterogeneous group. It is also tricky to judge whether technological
intensiveness implies complexity. Because many founders of high-technology
corporations have come up with a business idea thanks to their insight in a technology’s
potential and usage. Based on these characteristics, we make the analysis that there are
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contradictory factors whether or not small ICT corporations businesses are more or less
complex in comparison to traditional corporation (which then could be one explanation
why they do not see any use and need of a board of directors since the idea behind the
legislation and Mr. Corporate Governance is based on large traditional corporations).
Indications that points to this is a less complicated task to govern these small ICT
corporations, in comparison to large corporations, is that they often are single business
corporations. On the other hand, small ICT corporations faces rapid technological
development which points to a higher complexity in comparison to more established and
stable industries.

Secondly, the size of the corporation: the competences needed to be able to govern and
control a corporation are most likely related to the size of the corporation. Small
corporations have fewer employees and thereby a smaller organization, the business
conducted is lees extensive. Consequently they do not have the large corporations’
needs, resources, or people to possess all the positions we normally associate with a top
management team, such as: chief financial officer, chief personnel officer, chief
technical officer, and so on. A very important idea considering a board of directors in
small corporations is to support and complement the top management team/the owners
experience and skills. This since the top management team often is fewer in number, in
comparison with larger corporations. Additionally due to lack of financial funds, they do
not have the large corporations possibility to purchase expertise knowledge when
needed. The analysis we do is that even though a small corporation requires a few
numbers of people to run it, due to less complex administration and a more narrow
business, it nevertheless requires wide skills and business experiences to be able to
properly govern a corporation successfully.

The overall analysis of these two characteristics is that: firstly, it may require fewer
people to run a single business corporation, due to less complex day-to-day governing,
and that due to the rapid development, the focus is more on a tactical level. The top
management team may therefore have time available for these issues, thereby leaving a
board without a task. Further reasons why the roles of the top management team and the
board of directors are not separated could be the increased requirements, presence, and
use of the boards’ knowledge and skills. In small ICT corporations this is likely to be
more noticeable than in most other types of boards. An indication of this, which we have
found, is that high-tech corporations favour technological and firm-specific knowledge
on their boards, rather than general business experiences. This is indicated by a survey
which found that ICT corporations tends to favor younger inside directors with up-to-
date technological knowledge over older and more experienced outsiders with business
experience and wide personal network of contacts (measured in the Spencer Stuart’s
survey as the ratio of outsiders to insiders). This points to that the owners of small ICT
corporations may view the idea; the board is there to complement the top management
team and the owner’s knowledge and experience, not applicable.

Additional contributions to a corporation’s competitive advantage
Firstly, the board should set the strategic direction of the organization. The most agreed

upon contribution and responsibility of a board is probably that it should stipulate the
strategic objectives.
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Secondly, several authors have emphasized that boards have three primary roles; the
service, the linkage, and the administration. If the board fulfills these roles properly,
they give the corporation several benefits. Specific contributions related to the service
role includes: providing expert and detailed insight during major events, such as an
acquisition or restructuring, as well as more informal and ongoing activities, such as
generating and analyzing strategic alternatives during board meetings. In the linkage
role, the board contributes to establishing relationships between the corporation and the
external environment. This relation-building role is of great importance because “these
relationships are often used for the procurement of inputs that organizations require to
survive”(see Young et al 2000, p 281). In the administrative role, the boards concentrate
their attention and time on overseeing the performance of the top management, and in
particular the CEO. By questioning and advising the top management team, regarding
their management of the operational business, they contribute to increase the
administrative governance of the corporation. Related to this is the above written about
separating the roles and the view upon the corporation’s current situation.

Thirdly, the relational roles of boards of directors are closely related to the linkage
role. If the members of the boards are outsiders and have relevant knowledge,
experiences, and above all a usable network of contacts, the corporation may through the
people on the board obtain resources that could decrease the corporation’s uncertainty
about its environment, thus increasing its chances of survival. Examples of relational
resources includes: Coordination with its external environment; Informational access
and exchange; Support through identification with the corporation; Status within some
community; Legitimacy in the eyes of relevant audiences; Advices based on the
backgrounds, experiences, and skills of the board members; monitoring; direction &
advices. Some of these resources can the corporation not simply get access through other
channels because: resources such as legitimacy are inextricably en-twined with board
membership itself, see Lynne (1996).

Fourthly, as organizational form, the board of directors is unique in that sense it
provides a flexible instrument for the corporation to acquire the resources it is in need
of. This since granting board memberships is a traditional way for a corporation to
receive valuable advice and devoted advisers. What makes this uniqueness particularly
important in the ICT industry is that the business environment constantly changes, with
opportunities and threats arising and diminishing in the blink of an eye.

Ending words

Even though we have explored that boards could contribute with several qualities which
are likely to influence a corporation’s performance positively, it seems in practise,
boards often do not fulfill this potential and that many people do not perceive the board
as anything valuable. Then one might ask why this is the case. One explanation might be
that the idea of the board of directors was originally developed for large corporations
and their circumstances. Thus, it seems that it would be good to revise some of the
governing principles so that they board of directors is not perceived as just a legal
requirement that is not often applicable in small ICT corporations, due to the ownership
structure and other distinguishing attributes. This would be valuable because a well
functioning board of directors is a strategic resource that contributes with several
valuable things.
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8 Mr. Strategy-

The Strategic Viewpoint of
how Competitive Advantage
is Created and the Board of

Directors’ Contribution

8.1 Introduction - the evolution of
strategy

When striving to exploit what role and significance the board of directors on small ICT
corporations have in the competitive advantage riddle, it could be in place to review the
field strategy. This because a long time ago both militarist and scholars - in more
peaceful areas - have studied the field of strategy to understand how to conquer and
defeat competitors. To introduce the field of strategy we derive the explanation of what
the idea of strategy is about from encyclopedia Britannica;

Strategy: in warfare, the science or art of employing all the military, economic,
political, and other resources of a nation to achieve the objects of war. This is the
modern meaning, reflecting the need for general military and economic
mobilization for warfare. In the 18" and early 19" centuries, however, when the
term first became current, strategy denoted the art of projecting and directing
campaigns and the movements and dispositions of military forces in war.

Strategus, plural strategi, Greek Strategos, in ancient Greece, a general,
frequently functioning as a state officer with wider functions; also a high official
in medieval Byzantium. An annual board of 10 strategis was introduced in Athen
during the reorganizations of the tribal system under Cleisthenes (c. 508 BC),
each of the 10 tribal units being represented in the army by a taxis (“regiment”)
led by a strategus |[...]

Obviously, during a main part of its history, strategy was not about deploying corporate
resources (such as steel) to achieve goals like 10 % return on investment. Instead, the
resources were soldiers and the goal was to win a battle, and defend the nation against
some ill-intended invader.
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8.1.1 Strategy in the field of business

Beginning as a concept within the study of warfare, strategy was then found useful in the
study of economics. The field of strategy, as an academic discipline, is generally
considered to origin from the mid 1950s or 1960s, started by a book written by William
Newman. While the history of “business strategy" is still in its infancy, the writing on
military strategy goes back much further. Actually, Sun Tzu wrote his famous book
“The Art of War” some time in the fourth century B.C. One might ask why the field of
strategy was applied and is still used in the business environment, i.e. what do they have
in common? The field of strategy is about thinking, analyzing, and making plans for the
future. This is needed because for most corporations the day of tomorrow implies
uncertainty: will they earn enough profit to continue conduct business? It is very few
corporation grudge to have such a competitive advantage that their future income stream
and profit margin is secured. The understanding of what may be the sources to achieve
sustained competitive advantage!’, and how to create them, has as the query implies
become a great field of research.

8.1.1.1 The early vears of business strategy

In the beginning, the researchers used the theories of neoclassic national economics
(Chamberlin, 1933; Friedman, 1953, see Eneroth 1997, p 29) as a starting point.
Particularly the theories within industrial organization were given a lot of attention and
focus (Bain 156; Rumelt, 1984; Hill, 1988, see Eneroth 1997). According to Collis and
Montgomery (Harvard Business Review, Jul/Aug95) has the field of ‘modern business’
strategy mainly been created from a framework conceived first by Kenneth R. Andrews.
In his classic book “The Concept of Corporate Strategy”, Andrews defined strategy as:
“the match between what a company can do (organizational strengths and weaknesses)
within the universe of what it might do (environmental opportunities and threats).” (see
Collis and Montgomery 1995, p 130). Collis and Montgomery (1995) mean that
although the power of Andrew's framework was recognized all from the beginning,
managers were given few insights about how to assess either side of the equation
systematically. Therefore, despite Andrews was the one who established a framework, it
is Michael E. Porter, with his book Competitive Strategy Techniques for Analyzing
industries and Competitors (Free Press, 1980), who is the one considered to have made
the first important breakthrough. We invite Collis and Montgomery (1995, p 130) to
give a brief explanation of Porter's work and thoughts:

Porter’s book built on the structure-conduct performance paradigm of industrial-
organization economics. The essence of the model is that the structure of an
industry determines the state of competition within that industry and sets the
context for companies' conduct - that is, their, strategy. Most important, structural
forces (which Porter called the five forces) determine the average profitability of
the industry and have a correspondingly strong impact on the profitability of
individual corporate strategies.

17 How to define sustained competitive advantage is not easy and the chosen definition will for certain be
questionable by others. We have chosen to define that a corporation has a competitive advantage if: it over
a certain period of time performs better than its industry competitors.
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Porter’s explanation of competitive advantage was to choose the "right industries” and,
within them, the most attractive competitive positions. “Because (industry) structure
determines performance, we could ignore conduct and look directly at industry structure
in trying to explain performance” Porter (1990, see Eneroth 1997, p 29). Although his
model did not ignore the characteristics of individual companies, the emphasis was
clearly at the industry level, or put differently, it is not the corporations’ operations that
determine the performance, rather the industry attractiveness. An author who critically
put the real implications of Porter’s theory on its edge is Nelson (1991, see Eneroth
1997, p 31) who said that: “given the same conditions, all firms will do the same thing.”
The starting point for this early research was that the top management team and
individual decision-makers acted rational, i.e. with guidance from an overall
vision/objectives deploy the resources in such a way that maximal goal fulfillment was
achieved. Another basic assumption Bain (1996, see Eneroth 1997, p 29) considers
particularly the theories of industrial organization made was: they viewed the
corporation as an individual actor, not capable to affect the market and its settings. The
only available alternatives (strategies) for the — supposed - rational decision makers were
to either choose a low-cost- or niche strategy. By niche strategy Porter (1980) means:
“[...] to find a segment/niche in the market for products that are perceived by the
customers as different, more valuable, and therefore worthwhile paying a higher price
for”(see Eneroth 1997, p 30). The principle behind this idea was that the company was
at the mercy of the rules which the environment had determined. Therefore, suitable
strategies and strategic maneuverability was predetermined by the environment. The
ability to adapt to the external environment was crucial for survival, and was the
explanation given why some corporations succeed and others fail.

Speaking about competitive advantage, the ability to adapt to the set of rules,
determined by the environments, was believed to be the source for achieving
competitive advantage. Quite obvious, scholars supporting this theory had a
deterministic worldview, i.e. the environment set the rules, which was a common
thought of strategy scholars at this time. Mintzberg et al (1998) therefore groups these
early strategy theories into a group, called the environment school. The name of the
group alludes to the common thought of adaptation, i.e. the corporation that are best to
adapt to the environment will be the most successful. This view they seem to have
borrowed from the Darwinist thought of “the survival of the fittest”. From the
environmentalists’ perspective, strategy is to understand the “pressures imposed on
organizations”, and strategy therefore becomes a reactive process, according to
Mintzberg, et al (1998)

The procedure for structuring the research about competitive advantage was for a long
period aimed at a single organizational framework. The explanation given to the
competitive advantage riddle was: by implementing strategies that used the
corporation’s internal strengths to exploit the opportunities in the environment, while at
the same time neutralizing the risk that competitors and other external threats take use of
the internal weaknesses, the firm would achieve a competitive advantage and become
successful. The “field of competitive business strategy” is well-described by one of its
most ardent advocates, Michael Porter (see Strickland & Thompson 1998):
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Competitive strategy is the search for a favorable competitive position in an
industry, the fundamental arena in which competition occurs. Competitive
research aims to establish a profitable and sustainable position against the forces

that determine industry competition.

We let Barney (1991, p 99) end this first part of strategy history, and foremost the
environmental models view of how competitive advantage is achieved, with the
following statement: “Most research on sources for sustained competitive advantage has
focused on isolating a firm’s opportunities and threats (Porter, 1980, 1985), describing
its strengths and weaknesses (Hofer & Schendel, 1978; Stinchcombe, 1965; Penrose,
1958), or analyzing how these are matched to choose strategies.”

8.1.2 Moving from outside to inside the
corporation

As often with fads, theories, and worldviews they do not elude criticism particularly
long. And so was the case for this field of strategy as well. Scholars having criticized the
industrial organization theory are likely to be numerous, but the red line through the
criticism®® has been whether the world is deterministic or volunteristic. In a response to
the national neoclassical economic theories’ deterministic, static, and equilibrium
worldview of strategy, a research with a different perspective emerges; the capabilities
approaches.

When the pendulum swung in the other direction, it did so dramatically. According to
Collis & Montgomery (1995), scholars moved their focus from outside (the
environment) to inside the company. The starting signal for this shift was the appearance
of the concepts of core competence and competing on capabilities. This caused a
movement where everyone started to search after company-specific resources and
competencies. These fields of research assumed that the roots of competitive advantage
were to be found inside the organization. They emphasized both the importance “[...] of
the skills and collective learning embedded in an organization” and “the management's
ability to marshal them”, see Collis & Montgomery (1995, p 129). Consequently, the
adoption to new strategies was considered to be constrained by the current level of the
company's resources. Collis & Motegomery (1995, p 130) comments this pendulum
swung in the following way: “The external environment received little, if any, attention,
and what we had learned about industries and competitive analysis seemed to disappear
from our collective psyche”. From this internal resource-based perspective, the resource-
based theory emerged as a new, more sober-minded view of the firm and sustained
competitive advantage.

18 Please note that we in this kind of expressions refer to the material we have read and not all that have
been published. “The literature of strategic Management is vast- the number of published items over the
years is today close to 2,000 - and it grows larger every year (Mintzberg). Therefore, we understand that
this may not be a correct view and summarization of the field of strategy.
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8.2 The resource based perspective

8.2.1 Introduction to Resource based theory

The resource-based view of the firm bridges these quite separated views. Firstly, like the
capabilities approaches, the resource-based view acknowledges the view that “a firm’s
competitive position is defined by a bundle of unique resources and relationships”
(Rumelt, 1984), and thus provides a balance vis-a-vis environmental models of strategy”
(Das & Teng 2000, p 32). However, Collis and Montgomery (1995) emphasize that
contrary to the capability approach the RBV theory evaluates the company-specific
resources and competencies in the context of the competitive environment. One further
important characteristic which they consider the resource-based view shares with the
industrial-organization theories is: “It, too, relies on economic reasoning. It sees
capabilities and resources as the heart of a company's competitive position, subject to the
interplay of the fundamental market forces: supply and demand” (see Collis &
Montgomery 1995, p 130). Briefly explained, the research within the resource-based
strategy tries to solve the riddle of how sustained competitive advantage is achieved by
studying how organizations’ internal resources are mobilized and used in a more
effective manner, and whether or not it could be one possible explanation (Eneroth,
1997). A further, good introduction to the resource-based theory is given by Conner
(1991, see Eneroth, 1997, p 30) and Collis and Montgomery (1995, p 120). We begin
with the initial:

A resource-based approach to strategic management focuses on costly to copy
attributes of the firm as sources of economic rents, and therefore, as fundamental
drivers of performance and competitive advantage.

The RBV sees companies as very different collections of physical and intangible
assets and capabilities. No two companies are alike because no two companies
have had the same set of experiences, acquired the same assets and skills, or built
the same organizational cultures. These assets and capabilities, determine how
efficiently and effectively a company performs its functional activities. Following
this logic, a company will be positioned to succeed if it has the best and most
appropriate stocks of resources for its business and strategy.

8.2.2 Premises of the Resource-based theory and
the environmental models

The basic assumptions of a theory are often the things being examined or analyzed since
they provide a good insight of the theory. The resource-based view, just like the
environmental models, makes two basic assumptions, according to Barney, 1991. First,
the resource-based view assumes that firms within an industry may be heterogeneous
with respect to the strategic resources they possess and control. The environmental
models on their hand assume that the firms are identical in terms of the strategically
relevant resources they control and the strategies they pursue (Porter, 1981; Rumelt
1984; Scherer, 1980, see Barney, 1991). The second assumption Barney (1991, p 101)

83



The board of directors as a strategic resource
in small ICT corporations

- - - _Er= - » =
- - P - - - = - —
» = »_- - » - » - - »_~ »

= = e =" L S
explains in the following way: “The resource-based model assumes that these resources
may not be perfectly mobile across firms, and thus heterogeneity may be long lasting.”
The environmental models on their hand assume that if resource heterogeneity should
develop in an industry, it will be very short lived. This since the resources that firms use
to craft and implement their strategies are highly mobile. By highly mobile Barney
means, they can be bought and sold in factors markets (Barney, 1986: Hirshleifer, 1980,

see Barney 1991).

When Barney (1991) comments and analyses the contributions of the environmental
models he does it by commenting their assumptions: “There is little doubt that these two
assumptions of the environmental models have been very fruitful in clarifying our
understanding of the impact of a firm’s environment on performance. However, the
resource-based view of competitive advantage, because it examines the link between a
firm’s internal characteristics and performance, obviously cannot build on these same
assumptions”. This since the assumptions of the environmental models about
competitive advantage eliminates the possibility that a firm’s resources heterogeneity
and immobility could be possible sources of competitive advantage.

Finally, before ending the introduction we need to define the key concepts of the
resource-based theory.

8.2.3 Key definitions

Firms resources: The original definition used in resource-based theory is to be found in
the article “Firm Resources and Sustained Competitive advantage” by Barney (1991)°.
There he uses Daft’s (1983) definition: “firms resources include all assets, capabilities,
organizational processes, firm attributes, information, knowledge, etc. controlled by a
firm that enable the firm to conceive of and implement strategies that improve its
efficiency and effectiveness”(Barney 1991, p 101). To make it easier to grasp all these
numerous types of resources, the resource-based theory’s scholars?® usually divides
them into three categories: physical capital resources (Williamson, 1975, see Ibid),
human capital resources (Becker, 1964, see Ibid), and organizational capital resources
(Tomer, 1987, see Ibid). A more practical orientated definition is given by Wickham
(1998, p 192) who says, “Resources are things that business uses to pursue its ends.
They are the inputs that the business converts to create the outputs it delivers to its
customers. They are the substance out of which the business is made”.

The stipulation of which definition is the most appropriate one has been subject for
discussion?!; see for example Priem and Butler (2001a and b), and Barney (2001). In
response to Priem’s and Butler’s critique, Barney makes the following statement; [...] |
think 1 would make some changes to the article if | wrote it today, and many of those
changes involve the issue that Priem and Butler focus on. [...] I would adopt a simpler
definition of resources (i.e., resources are the tangible and intangible assets a firm uses
to choose and implement its strategies)” (Barney 2001, p 53).

19 By which meaning a concept is used in a theory is of importance. Since the used of concepts affects the
interpretation of the theory, and thereby as well, how it is used and applied empirically and academically.
20 See for example Collis and Montgomery (1995).

2L Therefore our extensive coverage of the definition of this concept.

84



The board of directors as a strategic resource
in small ICT corporations

£ s _ v = - = . B o
g R » = » - e » - s - > = imts
As a consequence to Barney’s answer we have chosen to use Collis and Montgomery
(1995) definition, which we consider a good mixture of Barney’s (2001, p 120) ‘new’

definition and the three categories mentioned above:

Valuable resources can take a variety of forms. They can be physical like the wire
into your house. Or valuable resources may be intangible, such as brand names or
technological know-how. Or the valuable resource may be an organizational
capability embedded in a company's routines, processes, and culture.

However, even though a firm has a resource in its possession that per definition is a firm
resource, i.e. it is either, tangible or intangible, it does not automatically make it
valuable. This because not all resources are strategically relevant, it must have an
attribute which enables the firm to craft and implement a strategy that improves its
efficiency and effectiveness (Wernerfelt, 1984, see Barney 1991). This requirement
leads us to the definition of the second elementary concept of the resource-based theory.

8.2.4 Competitive advantage and sustained
competitive advantage

Competitive advantage is a frequently used concept within business strategy. Even
though most scholars have the same conception of the meaning: they define it
differently. This is also the case with the resource-based theory, and therefore we
consider the existing differences of opinions and definitions as important to emphasize.

A general introductional definition, however vague, of competitive advantage is the one
by Thompson and Strickland (1998, p 134): “A company has competitive advantage
whenever it has an edge over rivals in attracting customers and defending against
competitive forces.” A more specific explanation is given by Kotler (1996, p 918) when
he states: “An advantage over competitors gained by offering consumers greater value,
either through lower prices or by providing more benefits that justify higher prices”.
When Barney published the first article about the resource-based view in the Journal of
Management, 1991, he used a definition that could be said to constitute a combination of
the previously two given example. He writes: “In this article, a firm is said to have a
competitive advantage when it is implementing a value creating strategy not
simultaneously being implemented by any current or potential competitors”(Barney
1991, p 102). However, this definition has lately been subject for discussion, foremost
Priem and Butler (2001a and b) have expressed critic. They suggest that Shoemakers’
definition, “a firm systematically creating above average returns” (1990, see Priem and
Butler 2001a, p 35), is more suitable because if it is substituted into Barney’s statement
it would imply that: “There might be many approaches, or different resource
configurations, that could achieve a particular level of return”, see Priem and Butler
(2001a, p35). According to them, this definition implies that the relative difference in
the amount of value generated by firms is an essential source for competitive advantage.
This is a quite different opinion compared to Barney’s (1991, p 106), which proposes,
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“The rarity of the resources used is the elemental for competitive advantage”?2. Priem’s
and Butler’s opinion, that there might be many approaches to achieve return, is
supported by Thompson and Strickland (1998, p 135) who states “There are many routes
to competitive advantage: manufacturing the best made product on the market,
delivering superior customer value [...] etc.). In response to the critiques, Barney (2001)
claims that using the proposed definition, Schoemaker (1990), reintroduces the concept
of industry in the discussion about competitive advantage. Barney put forward three
reasons why he in the article from 1991 chose to define competitive advantage at firm
level, which did not require a definition of a firm’s industry. Firstly, he alludes to the
difficulties with theoretically stipulating appropriate boundaries of a particular industry.
Because of this problem, Barney (2001) considers the decision of which firms to include
and which to exclude becomes too arbitrary. Thereby becomes the calculated average
return in an industry quite arbitrary, and in that connection, the research result about
competitive advantage will be questionable. Secondly, to be able to define an industry’s
boundaries, a certain level of stability in technology and competition is needed. Barney
(2001, p 48) considers this, assuming a static view, was inappropriate 1991 and says:

Even more inappropriate in the twenty-first century, when traditional industry
boundaries are being destroyed and when competition can come from numerous
sources, not just from firms within the well-defined boundaries of an industry. In
the new economy it will often be inappropriate to adopt a definition of competitive
advantage that builds on concepts assuming a technological and competitive
stability that does not exist.

Thirdly, since the resource-based logic “takes as its unit of analysis the firm”, Barney
(2001, p 48) means it was necessary to choose a definition that was firm dependent, and
not industry dependent.

The outcome of this debate is that Barney (2001, p 48) states that, in general, there are
two ways to define competitive advantage at the firm level. The first is a modification of
the one he used in the article from 1991: ”A firm is said to have a competitive advantage
when it is engaging in activities that increase its efficiency or effectiveness in ways that
competing firms are not, regardless of whether those other firms are in a particular
firm’s industry”. The second definition involves the expectations that the firm’s owners
have about the returns the corporation will generate. With this definition, “Firms that
generate higher returns than were expected by stockholders (at constant level of risk)
have a competitive advantage”. This definition origin from theories about economic
rent, Barney (1986) see Barney (2001, p 48).

To stipulate the definition of competitive advantage is not particularly easy which the
debate amongst scholars of the resource-based theory have shown. What we think
warrants this discussion is that because the two definitions are related, taken together the
definition of competitive advantage is more applicable, precise, and stronger. The
product received from the combination is the example given by Barney (2001, p 49):

22 For readers not familiar with the resource-based theory this criticism may be little hard to grasp since
this discussion of the definitions is presented before the theory. However, because it has implication for
the whole theory, and its applicability, we consider it be important to present in the introduction.
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“One reason a firm may be able to generate an economic rent is that it is able to increase
its efficiency and effectiveness in ways that other firms are not. If expectations about
firm returns are based on firms that do not possess this competitive advantage, this

competitive advantage can generate an economic rent.”

After reviewed the definition of competitive advantage, we will now continue with the
second concept: Sustained competitive advantage. The basic definition of sustained
competitive advantage Barney used 1991(p 102) was the following:

A firm is said to have a sustained competitive advantage when it is implementing
a value creating strategy not simultaneously being implemented by any current or
potential competitors and when these other firms are unable to duplicate the
benefits of this strategy.

As response to the discussion about competitive advantage (see Priem and Butler 2001a,
2001, and Barney 2001) and the two examples put forward, Barney reformulates the
definition of sustained competitive advantage, so it comprehends the proposed
definition. Sustained competitive advantage, has a firm:

According to the first definition, when it is improving its efficiency and
effectiveness in ways that competing firms are not and when these other firms
have ceased efforts to imitate these activities. According to the second definition,
when it creates a sustained economic rent, which includes the ability to
consistently exceed the performance expectations of its owners despite that these
expectations will be adjusted given a firm’s prior performance levels. (Barney
2001, p 49)

These definitions of sustained competitive advantage include two major aspects. The
first aspect, most explicit in the original definition, is that resource-based scholars do not
view competitive advantage solely as a firm’s competitive position vis-a-vis currently
existing and known competitors. Because, the notion “sustained” includes the risk of
new entrants as well the threat they may constitute as potential competitors. Secondly,
Barney (1991, p 102) argues that the definition adopted “does not depend on the period
of calendar time during which a firm enjoys competitive advantage, rather the possibility
for competitors to duplicate the source for the advantage”. With this view, a competitive
advantage is not seen as sustainable until it has survived reiterated attempts of others to
duplicate it. Barney’s (1991) definition follows the equilibrium-definition used by
Lippmann and Rumelt (1982) and Rumelt (1984). According to them, sustainable is a
competitive advantage first after efforts to duplicate it has ceased. Other authors have
proposed that a sustained competitive advantage is merely an expression for a firm
whose competitive advantage have lasted for a certain time, see for example (Jacobsen,
1988; Porter 1985 cited by Barney 1991).

Which definition to adopt mainly depends on which research field the researcher
belongs to. However, our opinion is that the best prospect of understanding sustainable
competitive advantage has those who consider both definitions. This since in our view
the definitions are connected with each other: there is a causality relation between them.
The foundation for competitive advantage is the inability of both current and future
competitors to duplicate the benefits of the firm’s strategy in use, which has enabled the
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firm to improve its efficiency and effectiveness over a certain period of calendar time.
An empirical result of the sustainability is the ability to consistently exceed the owners’
expectations of performance (by create a sustained economic rent) and customers and
competitors (improved efficiency and effectiveness result in higher perceived value).

The last remark about competitive advantage and sustained competitive advantage is
that even though an advantage has proven to be sustained (survived numerous
duplication attempts over a long period of calendar time), it does not mean it will “last
forever”, or even the following day. Since, unanticipated major changes in the
environment/economic structure could make the source for a firm’s strategy (which have
been successful and impossible to duplicate), not relevant anymore. Thus, the resource is
of no value for the firm because it is not a source of any competitive advantage at all,
according to Barney (1991). This structural revolution in an industry, which redefines
which of the firm’s attributes that may be a resource, is called “Schumpeterian Shocks”
(Barney, 1986; Rumelt & Wensley, 1981; Schumpeter, 1934, 1950, see Barney 1991, p
103). This structural and context sensitivity, that internal resources cannot be evaluated
in isolation, because their value is determined in the interplay with market forces, are
also highlighted by Collis and Montgomery (1995, p 120). They state that: “A resource
that is valuable in a particular industry or at a particular time might fail to have the same
value in a different industry or chronological context.” This being particularly valid for
small ICT corporations operating in the twenty-first century which have to deal with
turbulent market, rapid development in technology, shorter and shorter product cycles,
destruction of traditional industry boundaries, and competition from numerous sources.

8.2.5 Firm resources and sustained competitive
advantage

Through the examination of the important conceptions, we are now equipped with
sufficient knowledge to explore and discuss the role the firm’s resources have in the
competitive advantage riddle.

To begin with, it is important to remember that the two fundamental assumptions of
the resource-based theory makes it clear that not all resources a firm possesses have the
potential to constitute a source for sustained competitive advantage®. Based on the
assumptions Barney (1991, p 103) makes the following logic statement that a firm: “[...]
in general, cannot expect to obtain sustained competitive advantages when strategic
resources are evenly distributed across all competing firms and highly mobile”. This
since in an industry where all firms are identical (that is they possess the same resources,
or could obtain them from the factor markets), no firm can craft and implement a unique
strategy. Barney (1991, p 104) therefore conclude: “Because these firms all implement
the same strategies they will improve their efficiency and effectiveness in the same way
and thus, it is not possible for firms to enjoy sustained competitive advantage”. From
this follows that the search for an answer to the competitive advantage riddle, is most
likely to be fruitful if it will focus on a firm resource heterogeneity and immobility.

23 See above about the two basic assumptions of the resource-based theory
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8.2.6 Firm resource heterogeneity, immobility,
and sustained competitive advantage

We begin our search with Barney who 1991 said that a resource must have four
attributes for being a strategic resource (valuable): 1) It must be valuable, in the sense
that it exploit opportunities and/or neutralizes threats in a firm’s environment, 2) It must
be rare among a firm’s current and potential competitors, 3) It must be imperfectly
imitable, 4) There cannot be strategically equivalent substitutes for this resource that are
value neither rare or imperfectly imitable. A further development of Barney’s four
attributes has Collis and Montgomery (1995) contributed with. They have developed a
number of external market tests which a resource must pass if it should qualify as the
basis for the firm’s competitive advantage strategy. The test evaluates five attributes: 1)
The test of inimitability, 2) The test of durability: How quickly does this resource
depreciate? 3) The test of appropriability: Who captures the value that the resource
creates? 4) The test of substitutability: Can a unique resource be trumped by a different
resource? 5) The test of competitive superiority: Whose resource is really better?

A short example could be in place to make it easier to follow the coming discussion
about the two tests of resource-attributes. To be valuable a resource must constitute an
essential part to the production of something customers want, and have a price or
another attribute they are willing to pay for (Collis and Montgomery 1995).

8.2.7 Valuable resources

Resources cannot be evaluated in isolation, i.e. inside the boundaries of the firm. This
because whether they are valuable or not is determined in the interplay with the market
forces. “Thus the RBV inextricably links a company's internal capabilities (what it does
well) and its external industry environment (what the market demands and what other
competitors offer)”, according to Collis and Montgomery (1995, p 120). Therefore the
resource-based theory derives the basic requirement from the environment models, (see
for example Porter’s extensive research). Advocates of these kinds of competitive
strategy model states that a firm could only enhance its performance through
implementing strategies that exploit opportunities or neutralize threats in a firm’s
environment. From this school of thought we earlier derived the definition of a resource
and concluded that: According to the resource-based theory, a resource is valuable when
it enables a firm to craft and implement strategies which improve the firm’s efficiency
and effectiveness. The other three attributes of a resource may as Barney (1991) notes,
qualify them as a source to competitive advantage but, they could only become
resources if they exploit opportunities or neutralize threats in a firm’s environment. This
discussion highlights the strengths of the resource-based models and how it relates to the
environmental models of competitive advantage. The tools created by the environmental
models?* were aimed to help firms specify which of their attributes could be a resource.
The tools enabled identification of resources by helping the managers to isolate those
attributes that could exploit opportunities and/or neutralize threats. The resource-based

24 For example Porter's five-forces- model, The Boston Consulting Group growth share matrix, and The
General Electric portfolio planning tool called the strategic business-planning grid, just to name a few
famous tools.
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theory then add those additional characteristics these resources must posses if they
should create a sustained competitive advantage.

8.2.8 Rare resources

Rather often, the value of a commodity is related to its scarcity, take for example the
price of a barrel of oil, or a famous painting by Michelangelo. Barney (1991) mean that
by definition, a valuable resource cannot be widely possessed by several competing or
potential competing firms if it should be a source for competitive advantage and
especially if it should be a sustained one. The logic behind this analysis is that if a
particular valuable firm-resource could be obtained by competing firms then, each of
them has the capability to implement the same strategy and exploit the resource in a
similar way. Hence, not one firm will achieve a competitive advantage since they are all
similar; on the market they offer the same product and customers perceive them as
offering the same benefits. However, if the competitive environment is taken into
account, it is possible for a number of firms who all possesses the same valuable
resource to achieve a competitive advantage. Because as long as the total number of
firms implementing the same strategy is less than the firms needed to generate perfect
competition, the resource has the potential to generate competitive advantage, (see
Hirschleifer, 1980 cited by Barney 1991). However, it will not be a sustained one. Other
ways to stipulate how rare a resource must be to have the potential for generating a
competitive advantage is a question that many scholars have found hard, see for example
Barney (1991) and Priem and Butler (2001a).

8.2.9 Imperfectly imitable resources

Barney (1991) proposes that a firm with valuable and rare organizational resources
could conceive of and engage in strategies which other firms cannot, because they lack
the relevant resources. If a resource is inimitable, i.e. competitors cannot obtain them,
then any profit stream it generates is more likely to be sustainable. That inimitability
creates a sustained competitive advantage goes more or less without saying, because as
Collis and Montgomery (1995, p 120) notes; “Inimitability is at the heart of value
creation because it limits competition”. Derived from this we could also conclude that:
possession of a resource, which competitors easily can copy, could only generate
temporary value. In other words, the competitive advantage will not be sustained and
long-lived. But unfortunately, even inimitability does not last forever, because
eventually competitors will find ways to copy even the most valuable resource. It is
often only a matter of time. What could then make a resource hard to imitate? According
to Collis and Montgomery (1995): managers can forestall competitors- and sustain
profits for a while- by building their strategies from resources that have at least one of
the following four characteristics:

1) Physical uniqueness
2) Path dependency
3) Causal ambiguity
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4) Economic deterrence

Firstly, physical uniqueness is an attribute which cannot be imitated due to its nature.
Examples could for instance be a real estate location or mineral rights. The second
attribute is history, or what economists use to call path dependency. Described simply
by Collis and Montgomery (1995, p 121) as, “these resources are unique and, therefore,
scarce because of all that has happened along the path taken in their accumulation”.
Therefore, what further distinguishes the environmental models and the resource-based
theory, besides resource homogeneity and mobility is: the environmental models assume
that a corporation’s competitive advantage could be analyzed without any notice of
history, (see Barney 1991). The resource-based theory, on their hand, implies that the
resources the firm possesses are obtained through the corporation’s development over
time. With this view each firm’s unique history, the choices it have made, will be a
source for a sustained competitive advantage. Because the resources enables the firm to
implement a unique firm specific strategy. The sustainability arises due to competitors
cannot go out and buy these resources instantaneously. Instead, “they must be built over
time in ways that are difficult to accelerate”(Collis and Montgomery 1995, p 121), i.e.
history builds up a protection for the original resources and therefore firms without that
specific history cannot imitate those resources.

The third source of inimitability is causal ambiguity. Another reason why competitive
advantage may be sustainable is the relationship between causal ambiguity and
imperfectly imitable resources. Causal ambiguity means that the correlation between a
firms resources and the sustained competitive advantage is not understandable for
outsiders/competitors. Because, as long as numerous plausible explanations of the
sources for sustained competitive advantage exist within a firm (i.e. the link between the
resources controlled by a firm and its sustained competitive advantage, remains
somewhat ambiguous), and thus which of a firm’s resources to imitate remains
uncertain, it will be hard for competitors to imitate it. Casual ambiguity has eloguently
been explained by (Collis and Montgomery 1995, p 121) in the following way: “Would-
be competitors are thwarted because it is impossible to disentangle either what the
valuable resource is or how to re-create it.” When resources with causally ambiguous is
exemplified it is often organizational capabilities that are used. Because, as Collis and
Montgomery (1995, p 121) say: “These exist in a complex web of social interactions and
may even depend critically on particular individuals”. This leads to the next attribute:
social complexity.

A firm is in itself a social system, made up by the people. The use of concepts and
words like: organizational culture, organizational image, implies that there is some
resource or phenomena, which creates this soul, life of the organization. For example,
Barney (1991) argues that due to a firm’s competitive advantage is based on such a
complex system it is hard to systematically manage, govern, or influence it.
Consequently, if a firm’s competitive advantage is derived from resources like this, then
the possibility for competitors to duplicate it are very constrained. Social engineering is,
as Barney (1991) notes, beyond most firms’ and people’s capability. Many of a firm’s
resources are by nature social complex phenomena/systems, for example the influence
culture (Barney 1986, see Barney 1991), the interaction between managers (Hambrick,
1987 see Ibid), and a firm’s reputation (Porter, 1980 see Ibid) is all a product of
interaction between people.
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The final source of inimitability, economic deterrence, occurs when a company
prevents a competitor by making a considerable investment in an asset. From a
capability view (competence and resource) it is possible for the competitors to replicate
the resource, but when the competitive environment is taken into account, the market
potential is limited. Therefore inimitability arise even though competitors have the
possibility and capability to duplicate the source for the competitive advantage it
chooses not to do so since it will not be profitable. Economic deterrence is, according to
Collis and Montgomery (1995), most likely when strategies are built around large
capital investments that are both scale sensitive and specific to a given market. They
illuminate this when they exemplify economic deterrence with the following statement:
”For example, the minimum efficient scale for float-glass plants is so large that many
markets can support only one such facility. Because such assets cannot be redeployed,
they represent a credible commitment to stay and fight it out with competitors.” (Collis

and Montgomery 1995, p 121).

8.2.10 Substitutability

All since Porter introduced his five-forces framework have strategist with anxious eyes
searched the marketplace for products that could be perceived as a substitute to their
firm’s merchandise. Barneys’ (1991) last requirement is a sign of that the resource-based
theory is related to the environmental models and takes for example Porter’s work into
consideration. If a firm resource should be a source for a sustained competitive
advantage the answer to the following question, provided by Collis and Montgomery
(1995, p 122), must be no: “Can a unique resource be trumped by a different resource?”.
The resource-based theory tries to answer this question by evaluating the resources that
are the foundation for the corporation’s ability to manufacture its product or service.

The resource-based theory’s contribution to the competitive advantage riddle is: “for a
firm resource to be a source of sustained competitive advantage there must be no
strategically equivalent valuable resources that are themselves either not rare or
imitable” (Barney 1991, p 111). With strategically equivalent resources, Barney mean
that they each can be exploited separately to implement the same strategy. If there were
no strategically equivalent resources to those a firm have used to implement its strategy,
then this strategy would generate sustained competitive advantage. However, if there on
the product market exists strategically equivalent resources, then could current or
potential competitors obtain them and implement the same strategies. So, although the
procedure and resources used would be different, due to being equivalent, they would
enable the competing firms to implement the same strategies and as consequence erode
the sustainability the initial firm enjoyed. Therefore Barney (1991, p 111) means that “if
these alternative resources are either not rare or imitable then numerous firms will be
able to conceive of and implement the strategies in questions, and those strategies will
not generate a sustained competitive advantage”. In which form could then
substitutability occur? Barney (1991) suggest that it could at least take two forms.
Firstly, even though it may not be possible to exactly imitate the resource an other firm
uses to craft and implement its strategy, it may be possible to substitute it with a
comparable resource and use the same strategy. A good example when this may be the
case is given by Barney (1991, p 111): “A firm seeking to duplicate the competitive
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advantage of another firm by imitating that other firm’s high quality top management
team will often be unable to copy that team exactly (Barney & Tyler, 1990)”. However,
it may be possible for the firm to develop its own unique top management team. Barney
(1991) meant that even though these two teams would differ significantly (different
people, different corporate culture, different share- and stakeholders) they may be
strategically equivalent and thus a substitute for each other. This first form of
substitutability leads to the conclusion that when a resource are strategically equivalent
to each other, they could not be a source for sustained competitive advantage even
though the resource is valuable, rare, and imperfectly imitable. The second form of
substitutability has to do with that very different firm resources can be strategic
substitutes (see Barney, 1991). For example could the source for the top management
teams’ clear vision about the firm’s future be a resource that are very different, but
nevertheless substitute for one other. In one firm, it may be a strong and charismatic
leader that is the source and in another firm, it may be a well-developed formal strategic

planning process. Next attribute to discuss is durability.

8.2.11 Durability

An important attribute of a resource is how quickly it depreciates. The longer lasting a
resource is, the more valuable Collis and Montgomery (1995) consider it will be as a
source for sustaining a competitive advantage. Because as the attribute of inimitability
and substitutability, this attribute also has to do the test, whether the resource can
survive the continuous attempts from competitors to understand and duplicate it. How
long a resource will be durable have to do with the above described attributes. Other
attributes or characteristics influencing the durability are the pace of change and
development in the industry. Some scholars have noticed that while some industries are
stable for years, others are so dynamic that the value of resources depreciates quickly
(see Collis & Montgomery 1995). For example in fast moving technological industries
the resource know-how becomes out of date quickly due to rapid development. Quite
logically potential imitators may choose not to duplicate the resource even if they have
the capability and possibility. The economist Joseph A. Schumpeter was the one who
first recognized this phenomenon in the 1930s. His research showed that although an
innovation let the innovator and early movers to dominate the market and earn
substantial profits, their valuable resources was soon imitated. They were then as Collis
and Montgomery (1995, p 120) put it forward: “[...] surpassed by the next great
innovation, and their superior profits turn out to be transitory.” The resource based
theory suggest that one part of the answer to the competitive advantage riddle is that
those who succeed better than others, is the ones who build their competitive advantage
on a source that have a durability long enough to let the corporation earn sufficient
profit. Because as discussed, most resources have a limited life and therefore the
corporation will earn only temporary profit. However, having a competitive advantage
that are durable is without value for the corporation if it they could not capture the profit
from it.
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8.2.12 Appropriability

This attribute states that for being a competitive advantage the resource must enable the
firm who possesses it to capture the value the resource creates. As Collis and
Montgomery (1995, p 120) notice, not all profits from a resource automatically returns
to the company that owns the resource. In fact they mean, “the value is always subject to
bargaining among a host of players, including customers, distributors, suppliers, and
employees”. If a corporation bases its strategy on a resource that is not finite to them, the
corporation could find it hard to ensure that they reap enough of the value the strategy
creates. Whether or not a competitive advantage may be sustainable could therefore
depend on the ability of the mangers to negotiate good contracts with suppliers and
distributors, and to claim for example copyright and patents as well.

Despite all these attributes, the attribute that put the value of a resource on its edge is the
competitive superiority.

8.2.13 Competitive superiority

Lastly, whether a resource may be a source for sustained competitive advantage depends
mainly on the demand and perception of the customers. Because what really matters out
on the market is whose product/service is really the best. Moreover, as we have said
earlier, resources cannot be evaluated in isolation because their value is determined in
the interplay with the market forces. A resource that is valuable in a particular industry
or at a particular time might fail to have the same value in a different industry or
chronological context. Take for example the fashion industry, what may be a resource
one year may be worthless a few months later. Therefore even if a corporation possesses
unique and rare resources that enable it to craft and implement a value creating strategy,
not simultaneously being implemented by any current or potential competitors, (when
these other firms are unable to duplicate the benefits of this unique strategy) perfect
timing with the market forces is still crucial. Because the resource must have a superior
value on the market if it should be profitable.

8.2.14 Summing up

A good closing conclusion of Barneys’ (1991) and Collis and Montgomery (1995) list of
attribute- requirements is given by Priem and Butler (2001a, p 24): “Thus, rarity and
value are each necessary but not sufficient conditions for competitive advantage,
whereas non-imitability, non-substitutability, and non-transferability are each necessary
but not sufficient conditions for sustainability of an existing competitive advantage.
Managers should therefore build their strategies on resources that meet the five tests
outlined above”. To answer the competitive advantage riddle we let Collis and
Montgomery (1995, p 120) speak on behalf of the resource-based theory’s advocates:
“Superior performance will be based on developing a competitively distinct set of
resources and deploying them in a well-conceived strategy”.
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8.3 Analysis

We will start this analysis by evaluating if the board of directors, as phenomenon, could
be said to be a strategic resource. Thereafter we will analyze the specific conditions and
governing issues facing the board of directors.

The answer to the competitive advantage query

The field of strategy is about thinking, analyzing, and making plans for the future. It is
about deploying the organization's resources to achieve objectives. A first clue to the
query we get by the early strategists, Andrews and Porter.

Andrew’s defines strategy as: The match between what a company can do
(organizational strengths and weaknesses) within the universe of what it might do
(environmental opportunities and threats). The explanation Andrew gives to the
competitive advantage query is that: by implementing strategies that use the
corporation’s internal strengths to exploit the opportunities in the environment, while at
the same time neutralizing the risk that competitors and other external threats take use of
the internal weaknesses, the firm would achieve a competitive advantage and become
successful. From this field competitive advantage seem to origin from the top
management’s ability to identify and analyze the strengths, weaknesses, opportunities,
threats, and then craft and implement a strategy. The corporation that succeeds with
creating the best fit/match will exploit the opportunities most efficiently and hence
achieve superior performance.

Porter’s explanation is that the structure of an industry determines the state of
competition within the industry and sets the context for companies' conduct - that is,
their, strategy. Most important, structural forces (which Porter called the five forces)
determine the average profitability of the industry and have a correspondingly strong
impact on the profitability of individual corporate strategies. The task for board of
directors is to evaluate and analyze the industries and position the corporation in
favorable positions. The boards ability and skill to find and choose the right industry and
craft a strategy that leads to the most attractive competitive positions, implying to find a
segment/niche in the market for products that are perceived by the customers as
different, more valuable, is the source for competitive advantage. The reasoning and
logic of this perception about competition is that the market set the rules and creates the
competitive setting. A corporation is in this setting a single player who could not by
their own influence, change, or determine the competitive situation. In other words, a
corporation could not affect the demand of their product. Earlier we have outlined that
the characteristics of the new economy implies that due to its ever-changing setting it is
not an easy task for ICT corporations to analyze the overall development, and applied to
Porter’s message it must be hard to choose the right industry. The analysis we do is:
Firstly, the ability to analyze and forecast the market and the industry is vital for a
corporation’s performance. Boards that have the ability to see the corporation’s potential
and match it with the opportunities forecasted in the market, will more likely lead the
corporation successfully. Therefore the conclusions is that a board’s contribution to a
corporation’s competitive advantage is the skill to explore and adapt the corporation
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strategically to the rules and opportunities, i.e. create the strength needed to best exploit
the structural forces in the environment.

Common for this early research was that top management team and individual decision-
makers acted rational, i.e. with guidance from an overall vision/objectives deploy the
resources in such way that maximal goal fulfillment was achieved. Based on this we do
the analysis that the cognitive- and decision-making capability of directors is a crucial
contribution for a small corporations competitive advantage.

The capability perspective’s description: These fields of research assumed that the roots
of competitive advantage are to be found inside the organization. They emphasized both
the importance of the skills and collective learning embedded in an organization and the
management'’s ability to marshal them. An organization’s success is by this field scholars
considered to be dependent by the company's capability, consisting of the tangible and
intangible resources. Corporations that have achieved a competitive advantage have
done so thanks to its possession of unique resources and the management has had the
ability to organize them efficiently, rather than the ability to chose the right industry
segment. Applied to the last decades, growth in the service sector and the increased
attention given to the management of knowledge intensive corporations and intangible
asset, we make the following analysis: The understanding of the corporation’s internal
capabilities such as information and human resources is an important prerequisite for a
board should as strategic resource, contribute to a corporation’s survival. Hence: the
skill to manage the vague internal resources in an ever-changing market is therefore a
strategic resource that creates competitive advantage.

The resource based theory’s description: To answer the competitive advantage riddle
we let once again Collis and Montgomery (1995, p 120) speak on behalf of the resource-
based theory’s advocates: “Superior performance will be based on developing a
competitively distinct set of resources and deploying them in a well-conceived strategy.
The resource-based theory believes that sustained competitive advantage is achieved by
the organization’s ability to mobilize and use its internal resources in a more effective
manner compared to competitors. The RBV theory proposes that the organization must
evaluate the company-specific resources and competencies in the context of the
competitive environment. This since not all of the resources a corporation possesses
could be valuable and a source for achieving competitive advantage. The resource-based
theory proposes that a corporation’s competitive advantage is achieved from those
internal resources that are rare, non-imitable, non-irritable, and sustainable. Hence we
make the following analysis: From a resource-based perspective, the strategic
management and governance of a corporation is about the ability to explore and nurture
the attributes of the firm’s resources that are costly to copy and that are the sources of
economic rents, and therefore, fundamental drivers of performance and competitive
advantage. According to the resource-based theory, a resource - read: the board of
directors - is valuable when it enables a firm to craft and implement strategies which
improve the firm’s efficiency and effectiveness.

Putting together these two perspectives contribution we make the following conclusion:
Resources and the competitive environment are both essential in the strategy making
process since. Resources represent what can be done by the firm and the competitive
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environment represents what must be done to compete effectively in order to satisfy
customers’ need.

8.3.1 Evaluation of the boards as a resource

- Could they be a strategic resource that influences an
ICT corporation’s competitive advantage?

In this section we will explore how the phenomenon — The board of directors - stand the
resource-based theory’s attribute test for being a strategic resource. As analyze-method
we are going to use a model from the book: Does Management Matter — On
competencies and competitive advantage (Barney 1994). The model uses the four
attributes from the article: Firms resources and sustained competitive advantage, by
Barney (1991). We have altered the model and added three of the external market tests
presented by Collis & Montgomery (1995).

Costly o
to Efficiently Competitive
Valuable?  Rare? Imitate? Organized?  Implications

no '
no -= - CO]T]]JBUUVE

i disadvantage

yes no -- competitive
parity

yes yes no temporary
competitive
advantage

sustained
competitive
advantage

ves yes yes yes

Figure 1:  The VRIO framework for evaluating the competitive
implications of firm resources and capabilities

1) Is a board of directors a valuable resource?

According to the resource-based theory, a resource is valuable when 1) it enables a firm
to craft and implement strategies which improve the firm’s efficiency and effectiveness,
and 2), when a firm’s resource and capabilities enables it to response to environmental
opportunities and/or threats. For a board of directors to be a valuable resource it must
contribute with qualities that directly or indirectly improve the corporation’s efficiency
and/or effectiveness. The thought of a board of directors is that it should generate and
analyze the strategic alternatives available for the corporation. In addition the thought
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behind the organizational and governing institution “Board of directors” is that it should
consist of outsiders. This because the outsiders will bring new ideas, knowledge, and
experiences into the corporation, which creates and enhance the possibilities to view
strategic and important decisions from several perspectives and aspects. Reasons to this
is that groups consisting of people with diverse backgrounds are more likely to have
access to information and perspectives acquired from the outside of the group, which
implies a wider range of knowledge and experiences. In addition it gives the top
management team access to external networks that can help out the boards in the search
and gathering of information needed for the decision making process (Ancona &
Caldwell, 1988, cited by Forbes & Milliken, 1999). Caldwell (1992 see Ibid) emphasizes
that “attempts to pool and integrate these ‘exotic’ contributions may lead to higher levels
of cognitive conflicts. If we view “higher level of cognitive conflicts” as a higher
likelihood that it will arise a discussion about the strategic decisions, then it becomes a
valuable attribute of a board. Because outsiders on the board are viewed by many as a
necessity for a constructive discussion between the board of directors, the CEO, and the
owners should be possible. This since outside board members contribute to board’s
independence and thus the board becomes more inclined (than if it consists solely of
insiders, not independent) to question the top management team and to hold CEO’s
accountable for the corporations performance. Furthermore, it seems to be the common
thought of the referred authors and projects that a constructive discussion and
cooperation between the board of directors, the top management team, and the
shareholders most certainly will lead to better governance and more rational decision-
making in the corporations.

Hence we suggest that a board of directors contributes with, for example, the
following valuable things which most likely will exploit opportunities and/or neutralizes
threats in a firm’s environment and, improve the firm’s efficiency and effectiveness: a)
Increased knowledge and experiences 2) better governance and more rational decision-
making in the corporations. Even though this is a short resume, we think that it has been
sufficient as evidence for the boards is eligible to be perceived as valuable.

2) Is a board of directors a rare resource?

If a resource should be a source for competitive advantage it must be rare amongst the
firm’s current and potential competitors. The question to ask is: How many competing
firms possess these valuable resources and capabilities? The logic behind this
requirement is that if a particular valuable firm-resource could be obtained by competing
firms then, each of them has the capability to implement the same strategy and exploit
the resource in a similar way. Applying the test or rareness’ on boards is tricky. Because
if we view a corporation’s board as an entity, then we could say that there is only one
copy of each board, hence it is very rare. Consequently a board is a rare resource
because it is not particularly likely that another corporation should have the exact same
board, i.e. consisting of the same persons. However, if we view the board as a group of
individuals instead then we could claim that a board of directors is not particularly rare
since the directors could be a director on many corporations’ board. Which approach to
hold for most applicable is probably a question of personal opinion. We think that most
of the descriptions in this thesis points to that the contribution of a board is often at the
group level. Even though a single member may occasionally contribute with very
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valuable and rare competence, the boards power and decisions is still rooted in its
function as an entity/group.

3) Is it hard and costly to copy?

For a resource to be a source for sustained competitive advantage it must be imperfectly
imitable, Do firms without a resource or capability face disadvantages in obtaining it, in
comparison to firms that already possesses it? If a resource is not possible to imitate then
the competitive advantage it generates is more likely to be sustainable. This since
without this resource the competitors cannot craft and implement the same strategy and
hence they could not find ways to copy the advantage. Derived from this we could also
conclude that: possession of a resource, which competitors easily can copy, could only
generate temporary value. In other words, the competitive advantage will not be
sustained and long-lived. What things could then make a board of directors impossible
to imitate?

a) Duplication

Could the resources be copied? This applies more to tangible assets since intangible
ones are not possible to copy. Hence, each board of directors is a unique group, which is
impossible to copy. This as it is not legal to clone humans, yet...

b) Substitutions

A firm that tries to duplicate the competitive advantage of another firm by copying that
other firm’s high quality top management team, in our case the board of directors, will
be unable to copy that team exactly (Barney and Tyler, 1990 see Barney 1991).
However, it may be possible for the competing firm to develop its own resource, their
own unique board of directors. Barney (1991) mean that even though these two teams
would not be exact copies of each other, rather they will differ significantly; different
people, different corporate cultures, different share- and stakeholders-, they contribute
with the same things, i.e. enable the corporation to implement a strategy which improves
the corporation’s efficiency and effectiveness, and enable the corporation to response to
environmental opportunities and/or threats. Hence even though a resource are not
possible to copy, it may be possible to develop a substitute which are strategically
equivalent to the original resource. If applied to our field, the board of directors, it
implies that different boards of directors are strategic equivalent, hence substitutes for
each other. This leads to the conclusion that no corporation could build its sustained
competitive advantage on this resource, the board of directors. Consequently, the
attribute of substitution has great influence over a corporation’s ability to achieve long-
term profitability, because even though the resource is valuable, rare, and imperfectly
imitable, the competitive advantage will only be temporary since the competitors could
implement the same strategies with a substitute resource or capability.

The economic reasoning behind this first conclusion was focused on the input to a
corporation’s competitive advantage. The other type of substitutability focus more on
the strategic value. That is, very different firm resources/capabilities could be the source
behind a corporations strategies and thus strategic substitutes to each other. For example
could the source for the board o director’s evaluation of strategic alternatives about the
firm’s future be based on a resource that in comparison to each other are very different,
but nevertheless substitute for one other. In a small ICT corporation could the source be
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a very visionary CTO or founder and in another firm it may be the board’s well-
developed customer relations that enables it to understand their future needs. Hence, the
strategic value becomes the same: a clear vision about the future. This leads to the
conclusion that when boards of directors contributes with the same things, i.e. enable the
corporation to implement strategies to exploit environmental opportunities, they are
strategic equivalent substitutes to each other. Hence, the board of directors could not be
a resource for sustained competitive advantage, if its contribution is possible to
substitute directly (i.e. the board itself) or indirectly (the source for its contribution).
Hence, a resource that is possible to copy or substitute could never be a source for a

sustained competitive advantage.

¢) Social complexity

Many of a firm’s resources are by nature social complex phenomena/systems, for
example the influence culture, the interaction between managers (Hambrick, 1987 see
Barney 1991), and a firm’s reputation (Porter, 1980 see Ibid), trust, teamwork is all a
product of interaction between people. Thereby becomes the organization’s history an
important protection against competitors’ attempts to imitate a successful strategy.
Because (Arthur, 1984; Dierickx & Cool, 1989, see Barney 1994): Firms are like dirty
snowballs rolling through time and space. As they roll through time and space they pick
up skills, abilities, and resources that are unique. The outcome is that a corporation’s
current competitive advantage is based upon a capability/resource that have been picked
up through a long time. In other words the current capability is not built on one day, it is
rather a product of the occasions happening on the way, like small decisions. Some
scholars therefore mean that the small decisions (the interaction, team play etcetera) are
more likely to make a resource hard to imitate, in comparison to large decisions which
are easier for competitors to discover and imitate. This implies that even if a
corporation’s resource is easy to imitate physically the social complexity could make it
impossible to imitate because of causal ambiguity. Causal ambiguity means that the
correlation between a firms resources and the sustained competitive advantage is not
understandable for outsiders/competitors. Because, as long as numerous plausible
explanations of the sources for sustained competitive advantage exist within a firm (i.e.
the link between the resources controlled by a firm and its sustained competitive
advantage, remains somewhat ambiguous), and thus which of a firm’s resources to
imitate remains uncertain, it will be hard for competitors to imitate it.

Therefore: firstly, even if a corporation’s resource is possible to copy physically, the
attributes of social complexity, history, small decisions, and casual ambiguity could
make it impossible to find out which of the organization’s resource that is the source for
their competitive advantage, put differently there may be no single answer/resource to a
corporation’s competitive advantage. Secondly, even if a corporation’s resource is
possible to substitute it does not mean that it will be possible to implement it or that it
will have the same value/effect, due to differences in organizational culture,
manufacturing effectiveness etcetera. Applied to the board of directors it implies that
even though it is possible to substitute it, the attributes of social complexity, history, and
small decisions could make it impossible to imitate the strategic output.
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Is the board of directors possible to imitate?

The overall analysis is that a corporation’s board of directors often is possible to
substitute as a resource, competing firms could develop their own unique board, and
since they are strategically equivalent the board could not be a source of sustained
advantage. If we view the competitive advantage as the output from the work of the
boards generates, then it could be sustainable due to social complexity or causal
ambiguity, implying that a perfect substituted input may not generate the same output.
Thus, depending on perspective, the board of directors could be perceived as both a non-
imitable resource, and an imitable one. Our opinion is that since the board could be
substituted as a resource, and that the output from a board of directors also could be
substituted by another kind of source, the board is often not a source of sustained
competitive advantage, but a temporary one. To exemplify: a founder of a small ICT
corporation that lacks knowledge in an area - say for example marketing and sales -
could achieve it from several strategic equivalent sources, such as: consultants, mentors,
friends, old collegians, different business advisers, a course, a well skilled top
management team, a board of directors, and so on. Thus, the output is despite the source,
the output (resource) improved marketing and sales.

4) Durability

The longer a resource is valuable, rare, and not possible to imitate, the more valuable it
will be as a source for sustaining a competitive advantage. Whether or not a board may
be a durable resource depends on two things: 1) For how long could it survive
continuous attempts from competitors to understand and duplicate it? How long a
resource will be durable has to do with the above-described attributes of casual
ambiguity, social complexity and physical uniqueness. Applied to the board we may say
that a board is a source of sustained competitive advantage as long as the competitors’
boards do not make smarter decisions. Implying that as long as the board through its
governance and strategic management of the corporation, is implementing a value
creating strategy not simultaneously being implemented by any current or potential
competitors and when these other firms are unable to duplicate the benefits of this
strategy, then the board is a durable resource creating a sustained competitive advantage.
Hence: To be eligible as a strategic resource, according to the resource-based theory,
the members of the board need to be better skilled in making strategic decisions
compared to the competitors’ board, 1.e. perform over the industry average.
The source for a board’s capability - to make better decisions - needs to be durable as
well. Factors that influence these sources are for example the pace of change and
development within the industry. Scholars claim that while some industries are stable for
years, others are so dynamic that the value of resources depreciates quickly (see for
example Collis and Montgomery 1995). For example in fast moving technological
industries a board’s knowledge about the competitive-market is a resource that becomes
out of date quickly due to rapid development. Hence, in a world of continuous change,
like the ICT industry, the board needs to keep constant pressure at upgrading and
improving the corporation’s arsenal of resources for the next round of competition. The
directors on the board must therefore continually invest in and upgrade their resources,
despite of how valuable, rare, and impossible to imitate those resources are today, and
use/exploit their value to craft and implement effective strategies, enabling the
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positioning of the corporation in an attractive market. Hence, for a board of directors,
and all other strategic resource as well, should be a source of sustained competitive
advantage, it requires continual reassessment, investments, and upgrading. Then the
corporate strategy will improve the corporation’s efficiency and effectiveness in ways
that competing corporations are not capable to do. Hence we conclude: Boards that are
interested, or show capacity, for continuous learning will provide a competitive

advantage to their corporations over boards that do not show such.

5) Appropriability

This attribute states that for being a competitive advantage, the resource must enable the
firm who possesses it to capture the value the resource creates. Because not all profits
from a resource automatically returns to the company that owns the resource. For
example it has surprisingly been shown that patents appear to give only minimal
protection against imitation. An important characteristic of a board of directors in small
ICT corporations is therefore that they work for the best of the corporation and its long-
term survival, this particular important in boards where venture capitalist holds major
posts. For further arguments, talk Mr. Corporate Governance and his analysis.

6) Organizational efficiency

Throughout this analysis, we have talked about the importance of the organization’s
ability. Organizational efficiency states that for a board of directors to be a source for
sustained competitive advantage it needs to be organized in order to support and exploit
the corporation’s rare and costly to imitate resources. We see one possible area for the
analysis; the board of directors must function well as a group, implying a certain level of
interaction between the members and a certain level of cohesiveness and conflicts. For
further information, we advise you to speak with Mr. Past Project who is expert in this
field.

Hence: depending on organizational efficiency or not, the board may be a source of
sustained competitive advantage.

7) The test of competitive superiority: Whose resource is really the best?

The final ultimate test of a corporation’s resource, is the reception it receives from the
market. The final market test is therefore states, that for a resource to be a source of
sustained competitive advantage, it must be perceived as more valuable by the
customers, in comparison to the competitors’ products. Applied to the board it becomes
an indirect and final test of their contribution to an organization’s competitive
advantage.

Hence: Boards that contribute to improve the firm’s efficiency and effectiveness, and
capability to response to environmental opportunities and/or threats, is a source of
sustained competitive advantage if other firms an not duplicating this capability. Thus:
For a board of directors to be a valuable resource, it must contribute with qualities that
directly or indirectly improve the corporation’s efficiency and/or effectiveness.

102



The board of directors as a strategic resource
in small ICT corporations

= = -_ ®»= - .=
- - P - - - o - - -
P>~ ®= . - B B e L » -
- » - > - - - = = =
- - » .. - » -

8.3.1.1 Conclusion of the evaluation

To be eligible as a strategic resource the members of the board need to be better skilled
in strategic decision-making compared to the competitors’ board, i.e. perform over the
industry average. To do this the board must have a wide range of competencies,
prerequisites, and resources.

The resource-based theory (Barney and others) proposes that a corporation’s
competitive advantage is achieved from those internal resources that are rare, non-
imitable, non-irritable, and sustainable. In other words, the theory suggests that ICT
corporations with unique and non-imitable resources, i.e. a board of directors, would be
better positioned than its competitors in the competitive environment. If the board is
viewed as a strategic resource there are several perspectives of how it could be one
important resource for achieving competitive advantage. The resource-based theory
proposes that a board should be viewed as a strategic resource, because they have a
variety of experiences, skills, social capital, and backgrounds (unfortunately we have
found in the other perspectives that this is not always the case, talk with Mr. Past Project
for further details). Therefore, from the resource-based theory, it might first seem to be
reasonable that the board could be perceived as a strategic, unique, and non-imitable
resource. However, since we have found that even though it is unique and not possible
to copy or duplicate, it is still possible for other corporation’s to develop their own
competent and active board of directors, which would be a perfect substitute:
contributing with the same resources. Therefore if the board is analyzed as a
corporation’s resource vs. another corporation’s board, then it is not particularly
different and unique. However, if we focus the analysis on exploring its contribution to a
single corporation’s internal development, such as strategic decisions, and competitive
advantage then they are a very valuable strategic resource.
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9 Mr. Strategic
Management -

Strategic Management
for Small and Growing
Corporations

Introduction

Mr. Strategic Management will explore the board from the perspective of its strategic
role and tasks within the corporation, i.e. how to guide the corporation to its goals and
visions.

The riddle of the Sphinx:
Who is my customer in the morning, my rival in the afternoon, and my
supplier in the evening?
Jack Welch, Chairman of G.E. (Ramu, 1997)

The citation above visualizes that one of the major challenges for corporations today is
to develop the capability to anticipate and influence changes that take place in the
business setting. When their markets change and become increasingly competitive and
volatile, organizations need to revaluate and change their strategies, according to
Robbins and Duncan (Hambrick ed. 1988). We have earlier looked at corporate
governance which is about how to control the operative business and to strategically
govern the corporation. The field of strategic management on their hand is more
interested about the “methods” used i.e. how to steer the corporation toward the goals
and vision of the corporation. More specifically, strategic management is a process with
the product in focus discussing how to best run and develop the business. It involves the
overall long-term direction of the corporation, its relationship with the environment, and
the configuration of its constituent parts (Markulius et al 1999). Then what builds up
strategic management is: (1) scanning and reviewing the environment, gathering
information, and making decisions about the stipulation of a strategy; (2) implementing
plans, processes and policies proactively; (3) create and conduct evaluation and
monitoring (Steinberg and Bromilow 2000). This division of strategic management is
depending on different authors though; for example has Strickland (1998) divided this
process in five tasks where he divides the first and last step in two. Independent of
definition is this a complex and multifaceted task for a board of directors, which
involves strategic-issue processing (Jackson 1992 cited by Forbes & Milliken 1999). As
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opposed to the top management team, who is involved in the operational issues, is the
board in this process responsible for the monitoring and the strategic issues (Farma and

Jensen 1983, cited by Forbes & Milliken, 1999).

9.1 The value of strategic management

Strategic management searches for the consistency which will guarantee the long-
term survival of the firm.
Maria Ylaranta (1999, p 7)

Amongst researchers, at least the ones we have studied, there seems to be the consensus
that generally speaking, strategic management have a positive effect on corporation’s
performance. Planning will help them to identify threats, opportunities, weaknesses, and
strengths. This gained knowledge can then be used to strategically maneuver the
corporation in its environment. Another area where researchers often seem to agree is
that the effect of strategic management would be a better decision processes and
decision-making, both for large and small corporations. Further evidence for this
statement which is presented in a study conducted by Lyles, 1993 (Markulius 1999 et al,

p 8):

As small business owners adopt more formal planning processes there is a
significant increase in the thoroughness of their decision process, the breadth of
strategic options emphasized in their business activity, and their overall
performance as measured by growth in sales. Thus, small business owners may
realize competitive advantage through the use of formal planning procedures to
enhance their strategic management process.

Nevertheless is has been discussed whether or not small corporations need strategic
management. Michael Porter, cited by Markulius et al (1999, p 8), claim:

| have often heard it said that big companies, the corporate giants, are the ones
that need to think about their business strategically. Smaller more entrepreneurial
companies by contrast, do not need strategy — they can pursue other routes to
business success. In my view, that is exactly backward. Unlike the giants, small
business cannot rely on the inertia of the market place for their survival. Nor can
they succeed on brute force, throwing resources at problems. On the contrary,
they have to see their competitive environment with particular clarity, and they
have to stake out and protect a position they can defend. That is what strategy is
all about — making choices about how you position your company in the
competitive environment.

However, some researchers doubt the importance of strategy and strategic management.
A research done by Romanelli (see Markulius 1999) about long-term survival and
changes in strategy came to quite surprising discovery. It was not those, as you first
might think, who did not change their strategies that survived. On the contrary she found
that those who failed had changed their strategy. The question is what conclusion that
can be made of this research. It might be the case that those who changed their strategy
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did it due to an initial unsuccessful strategy and thereby the strategy could be the reason
to the coming failure. Even if the importance and significance of strategy for small
corporations is agreed upon, there is nevertheless a question whether the models, tools
and strategic management techniques constructed for large businesses is applicable at
small ICT corporations. This since there are several distinguishing characteristics
between small and large corporations such as small corporations are less structured,
family run, have less resources, lack of expertise etcetera. For example have Levin and
Travis (Markulius et al 1999, p 9) raised the question whether or not small corporation
should use the same models as large corporation. At least they consider the financial

models not suitable for small corporations:

Return on equity, return on assets, return on investment, and debt- equity rations
are for measuring the performance of large public corporations. But for small
private companies, these measures are unreliable. Textbook methods for judging
investment opportunities, like hurdle rates, payback periods, and discounted cash
flow, aren’t always useful in organizations that are privately owned. Nor does
conventional wisdom regarding leverage and dividend policy necessarily apply.

Above we initially discussed the value of strategic management and more specifically in
small corporations and gave arguments regarding why the prevailing strategic
management principals are not suitable for small corporations. We will now continue to
discuss the management system.

THE STRATEGIC MANAGEMENT SYSTEM

STRATEGY AS CONTEXT

Competitive Context

Market and industry trends
Competitive environment

Economic, soclal, political trends
Opportunities and threats

AS PROCESS AS OUTCOMES

Organizational Context Objectives

°
e Strategies

e Plans and policies
L

e Formulation
Inter-intra organizational dynamics e Implementation B |
Human resources systems ¢ Evaluation
Strategic contingencies

Strengths and weaknesses

e Organizational culture

Control

.
L]
.
.

Managerial Context

¢ Decision making style
¢ Motivation abilities

e Vision

e Leadership

e Authority

e Time management

Figure 2. The strategic management system (Markulius et al 1999, p22)
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9.1.1 Strategy as a context

The context of strategy is the different attributes the strategy involves and affects. What
competitive- organizational- and managerial- context are we currently in. The strategy
process is then to decide our options and possibilities to achieve a desired goal/outcome.
This because we want to affect the competitive context, that we want to compete in
successfully.

As emphasized before, planning is a vital part in strategic management. If a corporation
plans well, it will experience that a higher level of performance could be reached as a
result. This can be noticed by; better financial performance, more control, a better
perspective of the competition and the macro environment, and a more effectively
integrated organization. The corporation that uses its strategic capabilities well, will
have a better possibility than others to decrease the uncertainty concerning the
environment and the corporation’s future decisions and action. Thereby they could gain
a competitive advantage against current and potential competitors (Stevrin 1991). There
are several strategy methods for analyzing the competitive context such as Porter’s five
forces, SWOT analyses etcetera, but since these are not in alignment with our subject
they will not be discussed further. Next in the Markulius model is the organizational
context.

9.1.1.1 The organizational context

This context embraces the relationship between the outside and the inside of the
corporation. An example of an relationship is when a corporation makes an economic
transaction which involves an external part (selling, purchases, lending money etcetera)
In this case, the overall objective and value of strategic management is to create and
nurture the relationship between the corporations internal and external stakeholders. For
those responsible for these relationships, require skills in public relations,
communication, and political sensitivity etcetera. A frequently used procedure to create
such relationships is to have a network with important individuals and organizations.
These are created and nurtured due to that both parties will gain strategic benefits in the
strategic management process. An outcome mentioned by Markulius is that the
relationship help the corporations to achieve their strategic objectives better than if they
should try to achieve them on their own. Further, the personal network can contribute to
potential customers and expertise etcetera. As important as the external networks, are the
internal ones. The internal relations are useful to obtain awareness about the internal
conditions i.e. strengths and weaknesses of the organization. If the awareness and
understanding of the organization is good, it can be a tool of developing the organization
towards current and future objectives and visions. Organizational development implies
changing the configuration of the corporation to a new setting/prerequisite. This to
exploit the opportunities in the environment by using its strengths, with the purpose to
achieve competitive advantage. This metaphor of an organization as a tool is well
described by Perrow (Markulius et al 1999, p 33):
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Organizations must be seen as tools [...] A tool is something you can get
something done with. It is a resource if you control it. It gives power that others

do not have [...] there are a great many things that one can do with them [...]

Considering this quotation, the dynamic character of the business environment, the small
business mode, it appears to be a necessity to consider what strategic setting that is
adequate to apply in the corporation. According to Markulius et al (1999) successful
strategic management from this perspective is the ability to understand the value in
aligning the organization’s interest with its environment and key stakeholders. Last is
the competitive context is managerial context.

9.1.1.2 The managerial context

The managerial context is about the involvement of management and leadership in the
strategic management process. Just as the organizational setting needs to be altered when
the environment changes, so must the leadership style, role and methods for being
suitable to the situation as well. Consequently it has during a long time been noticed that
different leadership and managerial roles exist and function amongst corporations. There
could be several managerial roles in a corporation depending on which part of the
organization that is in question as well, according to Mintzberg and others. Applying this
to the field of strategy, it implies the need to consider the role of the managers/leaders
that is most suitable considering the corporations prevailing situation. For example, is it
the role as leader, monitor, or resource allocator etcetera that is best used in a specific
state of affairs? Continuing this discussion, you could therefore define leadership as:
“the ability to engineer the appropriate mix of roles, given the firm strategic interest”
(Markulius et al 1999). Because just like the organizational setting it is important to
remember that when the environment changes it could require a shift of leadership style.

Applying the managerial context at the board of directors in small ICT corporations it
implies the need to compose a board of director that fits their prevailing situation. For
example in a corporation that is managed by a top management team consisting of
entrepreneurs with general management experience, can the board of directors’
knowledge and skills be a critical resource for the corporation according to Gorman &
Sahlman 1989 (see Forbes and Milliken 1999) and Steinberg & Bromillow (2000).
Examples of such resources might be advice, coordination with external stakeholders,
information exchange and access etcetera. Using these resources, a board can contribute
with results that might decrease the uncertainty of the corporation’s environment (Lynne
1996). The best composition of the board group is however not quite clear, if it should
consist of inside or outsiders or a combination of these. The board has to be insiders
from the perspective of knowledge and outsiders to be able to monitor and control the
corporation, but to this dilemma Lynne and other scholars we have encountered, have no
answer.

The connecting attribute of these three contexts is their interrelation with the process of
the strategic management systems model.
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9.1.2 Strategy as a process

The process of strategy is firstly about what strategy to choose, to implement it and
finally evaluate how well the strategy worked. Furthermore, what expected outcomes
that they should generate. Looking closer at this process, Markulius et al claim it
consists of:

¢ Formulation of vision, objectives, morals etcetera, which implies making choices
about fundamental values, the corporation’s purpose and relationship to its internal
and external environment.

¢ Implementation activities, which implies identifying and pursuing the means for
making changes in the corporation.

¢ Strategic evaluation, which implies evaluation of activities for strategic changes in
the corporation.

This leads to the evaluation of what suitable strategy to choose for the competitive
context. Therefore, according to Markulius et al (1999) strategy is both a process and an
outcome (see model above). The process of how to get to an outcome is sometime equal
or even more important in the perspective of being successful in your business.

9.1.3 Strategy as an outcome

Finally the model highlights the value of strategic work. When the process in the above
model has reached its final step, there will be some sort of product of the strategic work
— a strategy. Its purpose is to set the direction for the corporation to achieve a desired
objective in the competitive environment. The strategy is the result of several sub-
objectives which results in a plan of how to achieve a superior objective such as a
certain market share. This requires policies to guide the employed toward this objective.
The strategy makes it also possible to evaluate the corporation’s current achievements.
The result of such an evaluation results in a tool to control and revise the development of
the corporation.

9.1.4 The modes of small businesses

The model discussed above is the foundation when we later on in this chapter will apply
the small business setting at three identified modes that small corporations operate in;
initiation, take-off and vigilance (Markulius 1999). However it is important to remember
that these modes are of a general kind and that the corporations’ competitive strategies
are not solely determined by market and technological factors, but also the specific
setting the corporation operates in (see Ungson cited by Lawless & Gomez-Meija eds.
1990). Therefore it could be argued that the main idea with the strategic management
system is to provide small corporations with concepts and structures to use and support
them in the work with maintaining and developing their organization within a particular
mode.
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There are several ways to divide the different stages that a corporation goes through
during its life cycle. We have chosen to use Markulius et al (1999) definition which is
aimed at understanding the strategic implications of the mode rather than the mode’s
nature. This because he aims to illustrate the strategic issues in a corporation’s life cycle.

For further arguments of the choice of method, we refer to his book.

9.1.4.1 Initiation mode

This mode range from the day you are committed to the business until the day when the
corporation begins to break even. Typical characteristics of the mode are: the cash flow
is negative, the business is under construction and constant change and improvements.
The business begins to have revenues but the operating and fixed costs are too large to
be covered by the income. Even though that most work of operational and strategic
character is floating together for the decision makers, it is important according to
Robinsson and Pearce (Markulius et al 1999), to devote some time specifically for
strategic issues. Most of the work to be done is to get a perception of what the
competitive environment looks like, i.e. the corporations strengths and weaknesses
compared to their competitors. This information should be used when formulating goals
and objectives. Furthermore, the information should be used for building a suitable
configuration, such as organizational structure, control systems etcetera. Finally, all
these have to fit together in order to enable the success of the corporation.

Initiation mode in the emerging industry

The problem with this kind of businesses is that there are few guidelines of how to
operate in this industry. The motive given by Markulius et al (1999) is simply that in
many cases these businesses are so unique. The major problem is that the new product or
service may be a fad and will disappear as quickly as it came, leaving the corporation
with a lot of products, but no market to sell them on. Therefore, it is vital in the strategic
management process of product innovation and/or start-up, to very carefully consider
and evaluate the potentials and possibilities the product will have on the market.
Important aspects in this analysis are existing products/substitutes, consumer behavior,
and if the market is mature enough for the product. Timing is often the most critical
success factor in the initiation mode. For the top management team and board of
directors this emphasizes that they must seriously consider the competitive context in the
strategic process i.e. the market potentials for their products and the possibilities to earn
sufficient profits, is greatly depending on that the timing is accurate (Markulius et al
1999).

The implications for the board

According to Markulius et al (1999) the manager’s abilities, skills, educational
background, and experiences plays a major part in the early development of the small
organization. Further on they argue that a wide range of skills is needed to be successful.
Problems that might occur is that it will be hard to separate the own interests and the
corporations since the owners and managers might be the same people. When the
corporation is in its starting phase, the structure is under development and most decision
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are made informally and rapidly. A problem with many books we have read is that they
do not make any difference between managers, top management team, and the board of
directors. Many of the problems they discuss are possible to divide between these
instances which would imply a better structure and a higher performance would be
possible. Forbes and Milliken (1999) discuss this issue and state that most entrepreneurs
have a general management experience and therefore could a well functioning board be

very useful to assist the managers in this phase of development in the corporation.

9.1.4.2 Take-off mode

This mode is ranging from the time when the corporation has entered the first major
growth face. Although all modes require some strategic management attention, it is in
this mode particularly important to focus on issues related to growth and how to manage
them successfully. According to Markulius et al (1999), a failure during a major growth
phase can be disastrous for the corporation. This due to growth could have many
implications for both the organization and management which will be under quite some
pressure in this phase such as cash flow and investments. To enter a strong growth
period implies great risks, as well as opportunities for the corporation. Markulius et al
(1999) put forward five strategic issues to consider before going ahead with the growth
phase. Firstly, the timing of the growth phase is crucial to be successful. Secondly, how
are your competitors positioned? Do they plan to grow and what advantages do they
have. Thirdly, in emerging industries even though most corporations have the ability to
grow, some will nevertheless fail. Markulius et al therefore suggest that corporations in
growth industries most carefully must discuss what the growth and expansion could
imply. Fourthly, does the corporation have the relevant and needed resources required
for the growth? Lastly, does the management itself have the competence to run a
corporation in extensive growth?

After the decision-makers have answered the questions above and concluded that the
corporation can grow successfully, they most certainly have to be prepared that there
will still be serious problems on the way. Most of these problems will be tied to the
operative business. The managers can for example expect that there will be a shortage of
cash, and due to more complex business the organization will be more multifaceted and
formalizing, planning and control will be vital to manage the situation. Furthermore,
during the whole growth phase it is vital to continuously analyze the competitors and
take responsive action and try to anticipate future strategic actions.

Take-off mode in the emerging industry

In an emerging industry such as the ICT, it is very tempting to become the major player
because the market is new and the competitors few. In many cases, the corporation is
rushing to be the best, biggest, and fastest growing in their industry. However, this
ambition might not always be the best to aim for. Cromwell and Periman (Markulius et
al 1999, page reference missing) claim that this growth strategy may not be appropriate
due to the large uncertainties that are particularly involved with expansion in emerging
industries. Further, perhaps the most important notice they make is that to grow/expand
may not be most appropriate strategy for all small corporations:
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[...] Being the “Fastest with the Mostest” has a clear disadvantage as it greatly
increases an organization’s sinking-the-boat risk. As Drucker states, it “is very
much like a moon shot: a deviation of a fraction of a minute of the arc and the
missile disappears into outer space. And once launched, the “Fastest with the
Mostest” strategy is difficult to adjust or correct.

Examples of failures like these are very visual in the IT industry at the moment now
around the world and in Sweden where fast-growing corporations such as Framfab and
Boo.com has serious problems or have even gone bankrupt. The lesson to learn is that an
attempt to grow in this industry has to be based on extensive research about of the
environmental factors such as: competition, economic development, the internal
capability to manage the growth, and the potential on the market/demand for the
product.

The implication for the board

An extensive growth phase demands very much of the strategic decision makers, i.e. the
board of directors. As written above a little mistake will imply big problems for the
corporation. Therefore it is vital for a board to have strong analytical and diagnostic
skills to fast and accurately analyze the situation. Further on, it demands a good notion
of the business strategies to make the necessary and accurate changes to achieve the
desired goal in this very dynamic and ever-changing environment, in which the
emerging industry lives in.

On the individual level this implies that the board members have to be willing to take
great risks and where the outcome is very uncertain. The fast pace of development and
growth also implies that board members should be characterized by a high level of
energy and handling pressure well according to Markulius et al (1999). As a group the
board always have to be self-critical and admit if the development tends to head towards
an unfavorable state, then they need to reconsider if there are better options at hand. It is
easy to get in to a situation where it is hard to stop due to the investments made, both
monetary and in time (a so-called investment trap).

9.1.4.3 Vigilance mode

This mode is characterized by a period of sustained success and the corporation has
become established in the sense of reaching stability and maturity in the business.
Financially, the corporation is doing well and has a steady structure. In question of
management, it is now characterized by professionalism and experience. Additionally
the decision-making is more formal and analytical. In some cases the owner has also left
the managing role in the corporation and taken a more supervisor type of role. Looking
at the corporations’ business itself, most of them have developed some core competence.
Notice that most corporations already have a core competence in the initiation mode but
cannot exploit it during sustainable periods according to Markulius et al (1999). In the
vigilance mode has the corporation’s procedures, and processes become stable and there
are time to be fully devoted to the businesses core activities.
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In the vigilance modes there are several strategic options for the corporation of how to
proceed with their business. Should they hold, grow, exit current or enter new markets,
etcetera. Disregarding the chosen option, the main message of this mode is that the
corporation should do what it does best, i.e. implement strategies based on their core
competencies, which allows the corporation to exploit its strengths on the market.
Hopefully this derives a product that is perceived as the most preferable alternative by
the customers. If this is the case the corporation has thereby developed a competitive
advantage against its competitors. The competitive environment is also very important to
corporations in this mode. However, now it is more focused on monitoring possible
entrants, keeping market shares, the overall market development etcetera. In other words

business intelligence.
Vigilance mode in the emerging industry

Despite the lack of general guidelines in this industry there is however one thing for
certain. Sooner or later there will be a shakeout (Lawless and Gomez-Mejia 1990). The
implications of a shakeout are that there is a sharp break in the specific industry,
resulting in overproduction and a fierce competition, where some weaker contestants
will lose and go bankrupt. A shakeout is part of the maturity process that all industries
go through, constituted that corporations move down the experience curve and the
customers are looking for stability and name recognition.

Other threats are new competitors. In emerging industries, such as the ICT industry, you
cannot rely on the belief that the competitors will come from the industry itself, see
Snow and Ottenmeyer (Lawless & Gomez-Meija eds. 1990). A new technology in some
other industry can suddenly make your technology obsolete. An example used earlier in
this thesis is Facit, which did not pay enough attention to the emerging PC industry.

The implication for the board

In the vigilance mode the board will have a role as a controlling and monitoring body.
The effort done in the earlier stages are now paying off and the business is getting stable.
However there is a risk especially in the emerging industry that the success and
perceived stability makes the board of directors “blind” to changes in the business
environment. The board must therefore always be alert to such tendencies, and actively
work to create a curious and open culture in the corporation and within the board. The
role for the board in its contribution to the corporation’s competitive advantage is to
continuously forecast and evaluate the suitable direction of the corporation.
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9.1.5 Analysis of the strategic management

Mr. Strategic management is not as Mr. Corporate Governance talking explicitly about
who should make the strategic decisions. The major emphasis is instead aimed at the
discussion about how to strategically run a corporation. An important lesson from this
perspective is that different phases in the corporate development require different kinds
of strategic decision-makers and different approaches to strategic management.
Additionally Mr. Strategy makes a difference between different kinds of business
environments that the corporation operates within, such as mature, emerging ones.
However, we have chosen to only discuss the emerging ones.

The strategic management discusses what characterizes the strategic decision-making
and the leadership style within a certain phase. As Mr. Strategic management mainly
have been focusing his attention on large corporations, the framing of the question then
becomes, if small corporation suitable within this model. In addition, is the concept of
the board of directors the adequate forum for strategic decisions? If the answer to these
questions are no, then it would not be out of place to question the board of director’s
contribution to a small ICT corporation’s competitive advantage.

Without a strategy the organization is like a ship without a rudder, going around

in circles.
Joel Ross and Michael Kami (cited by Strickland 1998, p 2)

Most scholars would agree upon that strategy is important both for large and small
corporations. Mr. Strategic management suggests that a better conceived strategy and the
more competently it is executed, the more likely it is that the corporation will be a solid
performer and have competitive success in the market. Nevertheless, the question is if
the same strategic recipe is to be used as in large corporations. For the board of directors
in its quest to find the path to corporation’s competitive advantage may have to make
new and more suitable methods for small corporations’ development. The uncertain and
changing characteristics of the ICT industry, which Kelly (1998) described in the
problem discussion as ‘walking in a mountain chain’, suggests that a different approach
to the strategic management is in place. For example, different kinds of profit
measurements and strategies etcetera might be needed to cope with this environmental
setting. The time perspective of the strategy process will also be more central as the
strategy’s period of validity become shorter. The strategies have to be done and revised
faster as well to be useful in the corporation. This leads us to question whether the board
is the most suitable part to perform this task, i.e. to be responsible for the strategic
development of a corporation. The board of directors involvement in formulating and
implementing corporate strategy has been a discussed off and on priory within strategic
management. Once again, does the discussion arise whether the board of directors is the
suitable forum for this task. The argument goes: in order to be effective, every
organization requires not only a clear and unambiguous strategic mission but also the
confidence that its top management has the authority and ability to carry it out. A typical
board of directors is poorly designed and ill-equipped to provide hands-on product and
market leadership (Donaldson 1995). Moreover, according to Strickland (1998) most
outsiders lack industry specific experience and in addition to this, they have limited
corporate specific knowledge. Can then a board of directors who give the corporation
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attention at most once a month for six or eight hours at a time be the most suitable for
the task? They can hardly be expected to have the detailed command of the issues and
the requisite independent judgment necessary to make compelling proposals to counter
those of management. Board members are expected to serve as supportive critics of the
strategy in place. Additionally, those who choose to violate the norms of boardroom
debate by aggressively and persistently challenging corporate leadership risk finding
themselves isolated and, in time, replaced. As a result, outside board members seeking a
change in strategy or leadership is relatively few and far between (Donaldson 1995), a
finding which is also brought forward by Steinberg & Bromilow (2000).

This would suggest that a traditional board constellation is not suitable, at least not if
you perceive the board itself to be a body that should contribute to the corporation’s
competitive advantage. This is based on the logic derivation: if the above is true about
the board of directors, which of the tasks demands the most skills and competences: the
operative implementation or the strategic proactive thinking and development? So as
being emphasized by both our problem discussion and the implications for the board
within emerging industries, a board has to be the apex of the skills and competences in
the corporation to be able to contribute to the corporation’s success and development.
The process is accomplished by weighting alternative strategies against each other,
estimate risks involved etcetera®® to guide the strategic development and be flexible to
change directions if necessary. This process makes it possible to evaluate and forecast
probable developments within the competitive context, and then use this knowledge to
make new or review old strategies. If our assumptions about the ICT industry are true,
then it is very hard for us - from this perspective - to see the board/boardroom as it is
emphasize above: to be a suitable arena for deep and constructive debates about the
corporation’s future development and strategies. It would rather suggest the corporation
would require a fully committed board which reserves a lot of time for the task.
Moreover, one board of directors that is highly competent and skilled in many areas to
be able to carry out their task satisfyingly. Further evidence that this is the case; consider
Snow and Ottensmeyer statement (Lawless & Gomez-Meija, eds. 1990, p 181) “High
technology firms face unique management challenges as increasingly they compete in
industries that are at the forefront of new approaches to strategic management.
Competitive success for these firms will largely depend on their ability to manage both
business strategies and various technologies”. As they suggest, the board of director
would be a valuable asset and contribution for the corporation, viewed through this
perspective.

As this analysis emphasizes, Mr. Strategic management very much deals with whether
or not the board of directors is capable for dealing with the strategic responsibility it has
been given by Mr. Legislator and Mr. Corporate Governance. Since the analysis we until
now have made, suggests that this might not be the case, the continuation of this analysis
will point at some of the strategic consideration the board of directors needs to bear in
mind, if they are to fulfill their strategic responsibilities. The board of directors’
oversight of the corporation and the top management teams performance require a broad
perspective, and any strategic consequence that affects the ability of the organization to
reach and sustain its full, long-term competitive potential will demand board’s attention.

%5 For a further discussion about the director’s role in strategy development see Steinberg & Bromilow,
2000.
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Henderson et al (ed. Luftman, 1996) has created a conceptual model, which aim is to
help the corporation to visualize and achieve strategic control and thereby create a
successful strategic condition that suits the corporation, and hence to satisfy the above
stated criteria/wants. A close relation to the value chain thought, created by Porter
(1985), is found in the model of Henderson which prominence the value of different
activities both internally in a corporation as well externally.

Firstly, a successful corporation has to have good knowledge about the core value of
its products (value management). To be able to obtain a valuable and successful product
it requires the activities within the corporation to be managed competitively. This
process urge the need obtain a good knowledge of customers behavior and their needs
and wants, then implement these to achieve a good control structure in order to maintain
the competitive position.

Secondly, to support the value management it requires the corporation to have a
suitable internal and external governing structure. To be able to obtain an effective
organizational structure, both internal as well as the external relations are vital to the
organization. These are created and nurtured to gain strategic benefits in the strategic
management process. The external governance structure will for example contribute to a
better customer knowledge and access to expertise. The internal governance on its hand
is to assure that the different activities are competitively governed, i.e. having a good
knowledge about the corporation’s strengths and weaknesses. The awareness and
understanding of the organization strengths and weaknesses is a prerequisite for steering
the organization towards current and future objectives and visions.

Thirdly, the corporation has to have the organizational resources and capabilities to
make the task, i.e. human capital with the required skills and capabilities. The
organizational capability is the ability to understand the value in aligning the
organization with its environment and key stakeholders. This to exploit the opportunities
in the environment by using ones strengths, and thereby achieving a competitive
advantage.

Lastly, in Henderson’s conceptual model are technological capabilities. To achieve a
certain objective it is important to identify, evaluate the current technological
capabilities and the need of acquiring new ones, i.e. do the corporation have the
adequate hardware and resources to make the task, and if not how will it acquire these.

If using this model properly, the board will achieve strategic control over the
corporation. The steps in this model is however neither specific for the high technology
industry, nor for the ICT, but what is to learn from it is that to be able to understand and
use this model in practice, it will require a board that is very skilled and competent, and
who can reserve a lot of time for the task. This is a conclusion that can be made from the
scope of fast changing technology and market demands.

The closing words of Mr. Strategy

Mr. Strategic Management concludes his findings from the expedition trough the wilds
by saying: that it is not evident that ICT boards are a strategic resource. However, if the
board has the right qualities (for the current phase), it enables them to develop and craft
a well conceived strategy. In this case, the board will be a significant contribution to the
corporation’s competitive advantage, and increasing its chance of survival.
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10 Mr. Discussion -

Interviews with People

Introduction

In this part, Mr. Discussion will describe our practical research. We have just like with
the theory research tried to get as many relevant views at our field of study, the board of
directors, as possible. As we have more of a discussion with the interviewed the text
below will at times be a bit straggling. This is our method of how to elucidate the
differences in the ‘reality’.

First, the view of the board members themselves will be discussed by Mr. Discussion,
followed by the CEOs’ perspective.

10.1 The view of the board members

10.1.1 The interviewed board members

The interviewed persons had very different backgrounds. John?® is fairly young, in his
thirties. As a profession he is one of the founders to an incubator company, specialized
in helping people launch and turn their business ideas into reality, especially business
ideas within the IT industry. Therefore, despite his young age, John has been involved in
many boards within the ICT industry. Bob, our second interviewed board member, have
retired after a professional life as self-employed. He has for a long time been in top
management teams and different boards of directors, both in his own corporation and in
other large and small corporations as well. The boards he has been in have mainly been
within ‘traditional industries’. These differences between them was the reason we
selected them since we thought this might explore different views and perspectives of
the board and its contribution to a corporation’s competitive advantage.

10.1.2 The role of the board of directors

John considers that the role of the board, during the initial phase of the corporation’s
life, is more like a management group in a big corporation where the CEO is the project
manager i.e. the corporation is run more like a project. He meant that the board are
involved in many matters in the corporation Since so many things happen at the same
time during the initial phase of a corporation’s life. Therefore, he said, it is very
important that the board takes the time needed for the strategic work, so they could
separate the operative issues from the strategic ones, which is what the board should
handle. A situation where the same person holds the position as CEO and chairman of

% The names used in this part are fictitious to protect the interviewed persons.
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the board, is therefore inconsistent with the thought of the board of directors, i.e. the
separation between the operational role of the top management team and strategic role
for the board.

Bob, the other interviewed board member, had a quite different perspective at the
boards’ work. He claimed that most small corporations often does not see the use of a
board, regardless of industry belonging. A board is rather seen as a necessary evil, due to
the legal requirements. Therefore Bob means that it is often difficult for the board to get
the CEO and management to listen to their advices, regarding for example long-term
consequences and profits. Still regardless of this impediment, Bob thinks the most
important tasks for a board is to work strategically and with the strategic development.
Secondly, he emphasizes that the board should be a ‘speaking partner’ to the CEO,
meaning someone the CEO could talk to without restriction, i.e. be a sounding-board for
the CEO.

10.1.3 The competence of the board

When we discussed the issue of board members competence they implicitly meant that it
is hard to say anything about it, because it all depends on the corporation’s prerequisites.
However, they gave some general characteristics of the composition of the board
though.

John expressed that it is obvious that the members of the board must have the experience
and competences that are suitable for the corporation otherwise is it of no use. Moreover
the board should consist of a mix of mature and young people, because the young stands
for the visionary and understanding for customer behavior, while the mature members
contribute with long business experience and good knowledge of the industry. In
addition to this, it is more about recruiting people who have the ability to think
strategically and is visionary.

Bob, on his hand, explained that the discussion about whether to be skilled in business
or have technical competences changes with the fashion. He said that it changes as
successful corporations emerge, and thereby become the preference of how to be
successful. He argued instead that much of the work in a board is about people and
cultures and therefore it is more important that you find the “right” individuals with the
suitable personality, a high commitment and that the personal chemistry works within
the board, with the CEO, and other important contacts. If these relations are not positive,
it can overturn an else good board. He continued to say that most of the work in a board
is not of strategic character, rather tactical. The reason is that in the initial phase of a
corporation there are a lot of basic and operative matters to handle. Bob meant that this
requires a wide variety of competences, which most often involves a wider area of
knowledge and skills than a board by itself could possess. Therefore it is important for
the board members to have an extensive personal network, so they could get access to
needed expertise. Bob summed up this topic by saying that a board is there to help the
corporation to make correct and good decisions. So in reality the board is just a “bunch
of advisers”. However it is important to remember that it is not always easy to give good
pieces of advise, due to uncertainty or other factors. Therefore is the advice you as board
member give sometimes more like a qualified guess rather than an advice.
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10.1.3.1 Board competence in the ICT industry

Bob of the interview said that he did not think it was any major difference being a board
member in ICT corporations, in comparison to ‘traditional industries’. Those
characteristics that distinguish ICT corporations from others is that timing is more
central in the strategic work and knowledge about the product as well as more important.

John, who does not have much experience of board-work within other industries,
claimed that in the ICT industry timing and time to market are very essential to succeed
as well as having luck.

10.1.4 Issues of importance for small
corporations

Bob, who has a long experience of board work, continued to talk about problems that
can occur in small corporations that affect the board work. In small corporations it is not
unusual that the CEO and the founder is the same person, which can create several
problems. To begin with, the founder might not be suitable as CEO. It is a question of
perspective, it is easy that the founder becomes stuck in his/hers vision: “Of course ‘my’
product will sell...” A further problem that can emerge (due to this constellation) is that
in small corporations it is one person or a few people who possess the corporation’s core
competence. Therefore it can be problematic when the board and the key persons do not
have the same opinion. For the best of the corporation Bob claimed that in most cases,
the founder is more suitable as a visionary person and developer in the corporation
rather than as CEO, and problems like the one above would be avoided.

A common prejudice of the board of directors is that they are advisers “free of charge”.
However Bob claimed that this is only partially true. You could divide a board into two
groups. To begin with are there the ones that are members of the board because they
have invested in the corporation. These are ‘prisoners’ of the corporation due to their
investment, and suit the description ‘free of charge’ well. The second group is the ones
that are recruited to the board. Formerly the board’s responsibilities and obligations were
not much controlled legally. Thereby, it was easy to ask someone to be on the board for
a symbolic sum of money. However Bob means that the new corporate law has
increased the responsibilities and obligations considerably. The board is nowadays joint
and several responsible for the corporation, and in the case the corporation goes
bankrupt indemnification could be raised against the members of the board. This makes
it both more difficult and expensive to recruit people to a board, especially in a newly
started corporation (because the risk of failure is greater). Consequently Bob claims they
could hardly be called ‘free of charge’.

Lastly, Bob said that the board of directors is an important “‘cog” on the way to success
for a corporation, and he thinks it is pity that so few small corporations do not acquire a
professional board of directors. They would definitely be helped by it.
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10.2 The view of the CEOs

The CEOs we interview had quite a different kind of perspective on the board in their
corporations. One explaining factor might be that one of the corporations recently had
dismissed its board because the owners and management were not satisfied with its
work.

10.2.1 The CEO’s role

The CEOs we interviewed, Tom and Julia, were quite experienced in their role although
they were fairly young (in their mid thirties and forties). A first similarity between them
was the different roles they hold. They were not just a part of the operational business
but also founders of the corporations, and one of them was represented in the board as
well. Although they did not believe this was problem since both posts includes working
strategically and for the best of the corporation. Tom is quite new in the business world,
but have a wide experience of starting up new corporations. Additionally, he have
studied and worked at a university for a long time. He has two degrees, one in business
administration, and one in engineering. Julia has a long experience of working with
strategic management in top management teams.

10.2.2 The role of the board of directors

The corporation Julia is CEO for has a very active and proactive board which has a
continuous communication with her and the rest of the organization. They have the
policy that if the board or someone in the operative business needed each other’s
expertise they did not have to go through the CEO. They thought that it just complicated
the matter. Additionally, the board had workshops with different themes. In these
workshops the board was represented together with the CEO and the affected
department manager. Sometimes had people from the operative business been involved
in these workshops as well.

The corporation Tom is CEO for had a board which was rather reactive and
operational, involved, or as Tom expressed it: they were “poking” around in the business
rather than working at the strategic level. Tom means that a board must have confidence
in the people in charge for the operative management, otherwise it will not work.

The view on what role the board should have was very similar for the different
corporations though. Firstly, the CEOs considered the main task for a board of directors
to work strategically and ‘point out’ the strategic direction. Additionally, they should
represent the owners and their interests. Finally, the task for the board is also to support
the CEO and the top management team when needed.

10.2.3 The competence of the board

The area of competence in the board was discussed extensively during the interviews.
The corporations in question had quite different kind of boards. Julia’s corporation had a
professional board while the other corporation had a board that was recruited on a local
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level. Their skills and competence also differed a lot. The professional board had a
competence mix that was suited for the corporation’s need, according to the Julia. They
had expertise for example within customer behavior, the Telecom industry, international
business, organizational development, corporate finance, and specific industry
knowledge. Further Julia claimed that it is important that the board members have and
obtain a broad network of contacts. The use of this is to get help with expertise that the
corporation might lack. Further this network can open the “doors” to new customers and
partners.

Due to the current situation in Tom’s corporation, the competence discussion was
more about how the CEO would like it to be, which also was the preference during the
recruitment of the new board of directors. Tom thought the most important task for a
board is to have competences and past experiences from situations that might occur in a
near future for the corporation. This to support the business and make good strategic
decisions. Tom did not initially think that knowledge and experience about the industry
was particularly important. It became apparent later that this shortcoming in the board
leads to discussions and misunderstandings. Further on, Tom added that it is crucial that
the board members have knowledge of the industry itself to be able to make good
strategic decisions and stipulate suitable goals. What was devastating for the
corporation, according to Tom, was that in the old board had experience from traditional
industries and municipal businesses. The plans and strategies they formulated were not
adapted for the specific conditions in the ICT industry. Secondly, they did not have the
‘right’ personal network for the industry the corporation operates in.

10.2.3.1 Board competence in the ICT industry

The CEOs shared the opinion about the ICT industry being quite different in comparison
to the traditional industry. However, they did not seem to have the same opinion what
implications it has had for the board.

Julia mentions the industry as being pioneering, and compared it with the railways

which back then broke new ground. Due to the fast development in the ICT industry it is
important that the board can “raise” the perspective of the business to guide the
corporation in this environment. It implies that the board has a good notion of intuition
and power of deduction. Put in other words it is more important to have good knowledge
about the market and environment, rather than about the operative business.
Tom, the other CEO, also illustrated the importance of “’raising” the perspective of the
business. However the cause for this was different, because he argued that due to the
technical character of the ICT industry, it was important to raise the perspective to see
the business-potentials. Further on, it is important to read and keep up with the fast
development in the industry, compared to traditional industries. This demands that the
board to is open about learning new things, and realizes that old knowledge and
competences are not enough, which was the case in the old board in the corporation.

10.2.4 What is the difference between a good and
a bad board.

Last in our discussion with the CEOs we talked about what characterizes a good
respectively a bad board. The CEOs were quite unanimous in their opinions. A board
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should be devoted, motivated, and keen to the corporation’s needs. Furthermore they
should critically analyze and question the information they receive to base their
decisions upon. Their intention to learn new things is also important. In other words, the
board should be professional and serious.

Lastly the CEOs pointed out that this description of a good board might not be the

same when the corporation is in the growing or another phase of its life.

A final comment from Tom was that a problem in many small ICT corporations does not
“dare” to ask the boardpros to obtain a good a professional board. The founders of the
corporations often think they are too expensive to hire. The CEO claimed that this is not
true, because these pros constantly renew their “stock” of board commitments. They can
often also contribute with a minor sum of capital to the corporation to be on the board
and a win-win situation emerges.

10.2.5 Analyze of the research

Mr. Discussions is just like the other five perspectives a source in our strive of
understanding the board’s significance for a corporation’s competitive advantage. We
have seen that the conception of board work in the ICT industry differs a lot, and so does
the opinions about it. Some say it is breaking new ground while others say it is not
especially different to common board work. Therefore, we have learned from the
discussions that the question whether or not the board is a strategic resource is not easy
to answer, and perhaps not possible. In some areas, they agree more than in others, but
what we have seen is that the trend from the other perspectives - with different and
contradictory views and opinions — continue in this perspective. Consequently, it is not
possible to say that there is one general explanation existing of the board’s contribution
to the competitive advantage. Instead, the first major analysis of the research perspective
is that it depends a lot on the specific prerequisite and setting of the corporation in
question. Secondly, remembering the discussions from the prior perspectives Mr.
Discussion has found several of these perspectives emphasized pros and cons. Mr.
Discussion has identified issues such as who should govern the corporation and
implications of this, the legal implications, good governance and boards, task and role of
the board and lastly power-relations. What does this tell us? This could of course be an
interviewer effect. But we do not think that this is the case as it was more of discussions
rather than interviews, where we to a great extent aimed to let the interviewed set the
agenda of what to talk about regarding the board. Another possible explanation might be
that these areas are known problems in ICT corporations today and therefore is an issue
of discussion in boards of directors and top management teams. These problems might
have become known as the corporations have tried to use a traditional method of
working for the boards.

In the discussion about the specific attributes within the ICT industry, we got a
somewhat odd response. This as they on one hand said there was not anything different
from a traditional but later on, they all expressed the same opinion that it was different.
We do not have a logical explanation for this. Nevertheless, the interviewed agreed upon
some general things that are of importance for the success of as a board in an ICT
corporation. They claimed that there are some factors which have become more central
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within the ICT industry’s strategic work, such as timing and product knowledge. In the
discussion with the interviewed, we got a sense that there are greater differences in the
corporation’s ownership and size rather than industry, which affected the work of the
board. As the work within the board’s task will be very different depending on what
resources the corporation already has. In large corporations there are already very skilled
strategists employed and the board of directors becomes more of a controlling and
deciding body. Secondly, different owners might have different interests and visions
with their ownership, which highly affects how the corporation is governed.

Mr. Discussion says absent-minded goodbye and walks away again out in the wilds

trying to find more people that could help him understand the competitive advantage
query.

123



The board of directors as a strategic resource
in small ICT corporations

- = - » = & -

> - > = L - - == > - »_~ -
- -_ 2 - » - »_- - - - » =
» = » = - » - > - 2

11 Closing Analysis
- What have Changed?

11.1 The travel book

This is a travel book, a narrative story from the expedition through the wilds of the
competitive advantage query. To enable that you are told and informed of as much of the
expedition’s findings as possible we have let our six expedition members come here
tonight. As storytellers, each one of them has tried to tell you about their findings about
the board’s contribution to the competitive advantage. Thanks to them and their stories,
it was possible to take you through the wilds of the competitive advantage query. As a
result of their stories and descriptions, we have got six different descriptions of our
object of study. Now when we have listened to them, all we could reflect upon their
findings, what similarities and contradictions are there in their descriptions of our
elephant, and could we put the descriptions together and try to make up the whole
picture. However, before we call up all the six expedition members to a panel
discussion, we have invited Robert Ornstein, author of the famous book The Psychology
of Consciousness (see Mintzberg et al, 1998), who will talk about the influence of
psychology when we try to construct an image in our minds by putting together separate
parts.

— Ladies and Gentleman, please welcome Mr. Robert Ornstein.

Each person standing at one part of the elephant can make his own limited,
analytic assessment of the situation, but we do not obtain an elephant by adding
“scaly,” “long and soft,” “massive and cylindrical” together in any conceivable
proportion. Without the development of an over-all perspective, we remain lost in
our individual investigations. Such a perspective is a province of another mode of
knowledge, and cannot be achieved in the same way that individual parts are
explores. It does not arise out of a linear sum of independent observations
(1972:10)

We therefore now bring our six blind and brave men together again to a panel discussion
with the aim to create an overall perspective. The theme for the panel discussion is:
Seeing the whole elephant, what are the combined findings telling us. Can the board be
perceived as a strategic resource that is significant for the corporation’s competitive
advantage, i.e. is the board of directors the answer to the competitive advantage query?
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11.1.1 The idealistic thought of the board of
directors

Mr. Legislator sets an absolute demand on the board of directors which implies them to
be overall responsible for the performance of the corporation. Being the ones deciding in
matters which are unusual and/or of great importance, the significance of their actions is
great.

Mr. Corporate Governance has taken the owners perspective. He suggests that the
owner is the one having the right to determine the strategic path and development for the
corporation. The board of director is according to him the owner’s extended arm, acting
on their behalf. The board is in other words the formal link between the shareholders of
a firm and the managers who are entrusted with the day-to-day functioning of the
organization. For Mr. Corporate Governance the contribution of the board of directors is
not really an issue. The board should secure the owners rights and interests. Mr.
Corporate Governance assumes that the owners act rational and in the best of the
corporation. And if the board acts on the behalf of the owners and in line with the legal
requirements, they might contribute to a corporation’s competitive advantage.

Mr. Past Projects focus on the way to success and survival for small corporations by
looking at the strategic and structural configuration. For this he has a huge toolbox for
the board of directors to use when facing all the hectic, problematic, and vital situation
that most certainly will emerge in small corporations, some of which originates from,
(alternatively is a consequence of) the other men in the expedition.

Mr. Strategy is aimed at the strategic contribution of the board of directors. He states
that a board of directors has to achieve certain prerequisites unlike the other perspective
to really contribute to the corporation’s competitive advantage. He claims that they have
to be valuable, rare, non-imitable, and efficiently organised.

Mr. Strategic Management is aimed at who should run the corporation strategically. He
emphasizes that the board has to be adapted to the phase that the corporation is within.
Further the board of director’s contribution is, in their strive to achieve competitive
advantage, solely dependent on how efficient they manage and govern the strategies.

Mr. Discussion is almost unprejudiced, as he is out and trying to find the board of
directors’ contribution by talking to people involved in the process. His answer is
therefore something that will grow forward as time goes by.

Hence, the assumption made by these perspectives is that the board is actively involved
in the corporations’ development. This as they suggest that if the composition of the
board is of a suitable structure, and consists of members with applicable experiences,
demanded skills, knowledge of the corporation’s internal resources, and understanding
of the industry, then the board will be able to participate actively and have significance
for the strategic decisions taken and the overall development of the corporation.
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11.1.1.1 What confirms and opposes this idealistic approach?

In reality, we have found that the assumption above seems often to be very wrong, in
many aspects.

What emphasizes the board of directors being a strategic resource?

The idea behind the board of directors is that the organizational configuration with a
board of directors secures the owners interests and rights. The very existence of the
board as an institution is rooted in the conviction that effective oversight of an
organization is carried out more efficiently with a group of people since their combined
capability exceed the capabilities of any individual. Additional motives are that
collective knowledge and deliberation are better suited to tasks of this nature. Even
though the board has the overall responsibility for the corporation, the operative one is
delegated to the CEO and the top management team. This since the corporate law makes
a dividing line between the operative and strategic responsibility. Consequently the
board of directors is the formal link between the shareholders of a firm and the managers
who are entrusted with the day-to-day functioning of the organization. The board of
directors is thereby legally responsible for overseeing the performance of the CEO and
management.

The Board's Unique Perspective

An active board creates the necessary conditions to separate between the role of the
owners, the board of directors, and the top management team. The board of directors has
an important role to fulfill as a supervising body. It is their role to make objective and
neutral demands on the top managers, which corresponds with the corporation’s overall
vision and objectives. The board is therefore supposed to be the one providing oversight
and strategic insights, avoiding to ‘micromanage’. This because it implies turning
strategic vision into operational reality, i.e. an exclusive focus on the day-to-day
business making the current strategy work the best. The board of directors should
therefore have the role as a strategist, in other words guarantee that the strategic
decisions taken is rational which implies seeing to that from a strategic point of view,
doing the right things in the long-term perspective.

That the board is unique in an organizational and governance point of view has been
found in several of the perspectives, which emphasizes the board of being the apex of
the corporation’s decision body. Thereby they are also the only one in the organization
who can question the top management team. So, if the owners appoint a suitable board
of directors for this service and control task, they become unique since nobody else can
fulfill this role. Furthermore many emphasize that the board of directors has a unique
position since they from their outside- and overall- perspective bring new ideas,
knowledge, and experiences into the corporation. This creates and enhances the
possibilities to view strategic and important issues and decisions from several
perspectives and aspects. This since a group consisting of people with diverse
backgrounds is suggested to have access to information and perspectives acquired from
the outside of the corporation, and consequently therefore provide experience and views
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that management would not be able to do. Therefore, it is emphasized that the
corporation would be better off as a whole, than it would be otherwise.

This thought presented above, where they suggest the contribution of the board has great
significance, is probably true in many cases. But some of the prerequisites that this
conceptual thought assumes, is questionable and therefore makes the board of director’s
contribution to the corporation’s competitive advantage uncertain. To be a successful
contribution to corporation, the board of directors must have a suitable structure,
consisting of members with applicable experiences, demanded skills, knowledge about
the corporation’s internal resources, and understanding of the industry. This perception
of the board strikes a discordant note with the research done, which suggests that they
are poorly designed and ill-equipped to provide hands-on product and market leadership
due to lack of industry specific experience and limited corporation specific knowledge.
Quite serious shortcoming if this is true. Can then boards of directors who are not
involved in the operative business more than a couple of hours a month, working in a
more or less useless organizational forum, have the required knowledge of the
corporation and the industry really be skilled enough to find, exploit, and nurture the
corporation’s competitive strengths by crafting a suitable strategy? Especially
considering the citation by Keen (1991, page reference missing):

We have learned over the past decade that it is not the technology that creates a
competitive edge, but the management process that exploits technology.

11.1.1.2 How is it then in small ICT corporations?

To describe the concept of ICT boards the quotation above becomes central since
intangible assets (knowledge and competence) constitutes a particularly important role
for ICT corporations’ and other service corporations’ competitive advantage. The
substance of an ICT corporation is to a great extent in the employed key persons’
competence and therefore the members of the board must have knowledge and skills that
exceed what is ordinary required a board to posses to be able to carry out their role and
services. Some therefore claims that on ICT boards in particular, the members must have
firm-specific knowledge about the corporation’s products and services. This since if they
are to advice the top management team on issues such as a firm’s competitive
environment, the people on the board must have technical and business competence that
exceeds those possessed by the top management team. To what extent do they then need
to know about the corporation’s core competences and technologies? The people on the
board needs so much know-how about the technological details so that they can
understand the product’s current and future potential and usage. By this we mean that
they need to understand the product to such an extent, that they could understand,
question, monitor, and control, advise, and steer the corporation. This implies not just
knowledge about the technology in use today but as well an understanding and
knowledge of the overall technology development. Over the past decades we have
however learned as Keen above stated, that it is not the technology that creates a
competitive advantage, rather the corporation’s ability to exploit the market potential of
the technologies. Consequently, the board of directors must both be able to analyze and
evaluate it through the scope of competition (the position the corporation’s product have
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on the competitive market), and understand the market potential for the product as well.
The people on the board therefore also need to have good business knowledge and
experience. Hence, the board could be said to need both understanding about the internal
and external circumstances in combination with specific technological- and business

knowledge.

Despite the legal requirements, and the idealistic thought of board of directors as an
organizational configuration, it is commonly known that a large percentage of small ICT
corporations do not have any ‘real’ board of directors. By this we mean that the reality
behind the concept is that often one person, alternatively a small group, possesses many
of the roles in small ICT corporations. Since a person or small group is often the
owner/founder of the corporation and at the same time is involved in the top
management team or in the board of directors, they have a very active role and interest
in the governance and control of the corporation. Consequently, there is the risk of
acting on their self-interest and sticking to their preconceived ideas and goals. When one
is on both the operational/tactical and strategic level, there might therefore be difficulties
to work for the best of the corporation, in the long-term perspective. This will have a
significant implication for the board of directors as concept, as it tips over the thought of
the board being the one that are the apex of the corporation’s decision system and
contributing with the overall strategic view. This results in that one of the most vital and
generic cornerstones is no longer valid.

11.1.1.3 Are ICT boards a breed apart from traditional
boards?

Throughout the thesis we have several times explored descriptions which points to
boards on ICT corporations faces and acts in a different business setting, in comparison
to more traditional industries. The board of directors have to govern and control
corporations which is said to live in a highly turbulent environment, characterized by an
ever-changing competitive environment that are very close to ‘Schumpeterian Shocks’.
Moreover, besides a more turbulent business environment, they have to keep up with the
rapid technological development, implying; managing shorter and shorter product life
cycles, and shrinking strategic advantages and stability. In addition small start-up firms
struggle with many important issues and problems. These include convincing skeptical
customers to try new products based on new technologies, transforming a product idea
into commercial success, fighting off attacks from larger, better financed competitors for
favorable market position, and moving from entrepreneurial to professional management
teams. Consequently, in high tech firms, technology and strategy issues require the top
management teams constant attention.

ICT corporations and other high-tech corporations can be distinguished from other
firms in several important ways. High-tech firms commercialize inventions, spend a
major portion of their budget on research and development activities, are stuffed by
scientific and engineering personnel, and sell novel products, often to new market
segments. Because of these characteristics high-tech corporations face unique
management challenges, including how to:
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1. Ensure continuous innovations
2. Allocate recourses under conditions of high uncertainty
3. Manage professionals
4

Create new markets

In this setting the strategy, organization, and products have to be adapted to suit their
future market. Strategic management in this setting therefore requires the skill of how to
commercialise new scientific developments. Is there then any evidence for that these
requirements have given rise to new prerequisites of boards in ICT corporations, which
in turn would imply in the reality the concept that the board of directors grasps needs to
be revised? Are the ICT boards really a breed apart from traditional boards?

Because of the increased knowledge — requirements related to more operational and
tactical character, the presence and use of the boards’ knowledge and skills are likely to
be more notable in ICT boards than in most others. A sign of this is that high-tech
corporations, in their strive to enhance the technological and firm-specific knowledge of
their boards, tends to favors younger directors with up-to-date technological knowledge
over older directors with general technological and business experience (Daum 2001). In
a survey done by Spencer Stuart, who annually makes the Spencer Stuart Board Index
(SSBI), (we often use Daum, 2001 to refer to the SSBI) it was found that in a number of
key areas — size, composition, and compensation- the boards of public Internet
companies provide a contrast to those of big company of traditional industry. More
exactly; Firstly, Internet boards are much leaner. Daum (2001, p 48) means “the boards
of public Internet companies look distinctly different from their traditional, large-
company counterparts. They are smaller with a size of only 6 - 7 directors as opposed to
12 on the average S&P 500 boards, according to our annual SSBI survey. In the rapidly
changing universe of the Internet, small size may well be an asset when nimbleness and
the ability to make critical decisions in the blink of an eye are key elements of success”.
Secondly, youth predominates among insiders. The report considers that one of the most
striking aspects of IT boards, compared with traditional boards, and is the age of inside
directors. Thirdly, “old-timers” are relatively young. Generally outsiders as a group are
older than insiders. The average age of outside directors on IT boards was 51 in their
report which 10 years younger than the average age of outside directors in the 1999
SSBI. Fourthly, they found that there are many board’s insiders on IT boards. As we in
the third perspective have discussed is outside representation on the board an important
factor for a board should function and being independent. Therefore it is an very
important finding done by Spencer Stuart that not only are there many more insiders on
these boards, but the few “outsiders” who are represented are often not truly independent
outsiders as we would generally think of them. These outsiders may not represent
founders, owners, or management of the company, but are often venture capitalists.

Ending up

Daum means that: many observers are concerned that the lack of some of the
governance basics and controls that are generally considered part of the foundation of a
stable and successful board. “Many worry that these boards do not have the structure and
skills they need to tackle future problems” (Daum 2001, p 50). However she also mean
that the new economy may have very different requirements achieving competitive
advantage and success and therefore: perhaps not all of the corporate governance
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practices so widely embraced by more traditional companies may be needed or
transferable, (Daum, 2001). For example, McNaughton (2001) means that managers in
small knowledge intense firms most frequently make their decision quickly and by
intuition. If we take into account the increased knowledge requirements (related to more
operational and tactical character, the presence and use of the boards’ knowledge and
skills are likely being more notably in ICT boards). Then it might be as McNaughton
(2001) emphasizes that one reason to managers in small knowledge intense firms often
make their decision quickly and by intuition is that they do not perceive any benefit of
former studies or consultations with outsider experts. Another reflection, by ours, is that
due to the characteristics of the environment the value of information depreciates
quickly, and therefore the top managers do not perceive it as possible to wait the time it

takes to consult other persons about the issue in question.

This was our main finding about whether board of directors in ICT corporations really
are a breed apart from traditional boards. Although we have found descriptions like the
ones above, that have pointed to that there are clearly distinguishing characteristics, we
have also found descriptions that speaks against this. Those disagreements, presented in
the earlier analyses, is important to consider since whether or not ICT boards is different
is a matter of opinion, perspective, and frame of reference.

11.2 Concluding words of the closing
analysis

We have described and explored the views our six men have on the board of directors in
small ICT corporations. We described the discussions about what speaks for, and what
speaks against, the value of having a board of directors. The difference of opinion is in
many cases rather a difference of perspective; some describes the contributions of an
idealistic board while others refer to the harsh reality. In the idealistic view, the board
have the needed competences, skills, and experiences; they are active, motivated, and
interested. In the harsh reality the board is a paper construction, people without
sufficient knowledge and prerequisites to take an active role and stand.

But if we look past those discrepancy and assumes that a board have all the needed
characteristics, what have we found that a board of directors in small ICT corporations
contribute with, which could have an affect on the corporation’s competitive advantage?

Thus, what do they contribute with that could justify them being a strategic resource?
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12 Conclusions

The Team and the Greenhouse

12.1 The board’s contributions as a
strategic resource

The board of directors contributes with the following attributes which are
likely to affect a small ICT corporation’s competitive advantage positively:

The board as teacher
The board contributes with increasing the competence.

The board of directors is an intangible resource and a unique source to knowledge and
competence. The boards contributes with the following competences: (a) The people on
the board have firm-specific knowledge and skills, (b) Experienced in businesses, (c)
Have a sound judgment, (d) Wide network of useful contacts, (e) Functional knowledge
and skills.

* The board is able to take part with an active role in the strategic decisions and
development of the corporation since the directors have applicable experiences, the
demanded skills, the knowledge of the corporation’s internal resources, and the
understanding of the industry. This mix of competence is the foundation for their ability
to: question, advice, steer, and govern the corporation more efficiently than any other
instance, people, or a group would be able to.

Hence: High involvement of a board in the strategic decision making processes of the
corporation will affect the competitive advantage positively.

* The board contributes with an overall enhancement of the strategic decision-making in
the corporation, due to the board members competences, experience, they can evaluate
question advise and control and as well make own initiatives based on their background
i.e. skills and background.

* A board is a strategic resource if it has knowledge and an intimate understanding of:
the corporation’s operations, internal management issues, the corporation’s industry and
field of business, to such an extent it could support and advice the top management
team.

Hence: High board knowledge of the corporation’s operations will affect the
competitive advantage positively.
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* A board with know-how and experience of the industry, has the prerequisites to see
and analyze the corporation’s potential and match it with the opportunities on the
market.

Hence: The board are likely to lead the corporations successfully.

* The board is a strategic resource due to its capability to act as an intermediary and
convey information and knowledge that the corporation is in need of.

* Boards that are interested, or show capacity, for continuous learning will provide a
competitive advantage to their corporations, versus boards that do not show such
tendencies.

* The board contributes, thanks to their experience, with competence and skills in
compensation and replacement of the firm’s top management team. Further, they
provide expertise that increases the corporation’s ability to handle major and unusual
events of great importance such as: an acquisition or restructuring, generating and
analyzing strategic alternatives during board meetings.

* Finally, according to the resource-based view the members of the board need to be
better skilled in strategic decisions making, compared to the competitors’ boards, i.e.
perform over the industry average.

The board as a communicator

* The board are an ‘information technology’ since they, thanks to their network of
contacts, are used for getting access to information, people, and corporations and other
stakeholders the corporations could be in need of.

* The board facilitates a dialogue between the board of directors, the CEO, the
shareholders, and the stakeholders. As a communicator the board brings or enables the
exchange of ideas, knowledge, and experiences between the above-mentioned parts.

Hence: The board is a strategic resource that creates and enhances the corporation’s
possibility to view strategic and important decisions from several perspectives and
aspects.

* One major contribution of the board is that the corporation will be a lot better off,
management will be better off, and the stockholders will be better off, if there is
constructive engagement between the board and management. If working together as
partners, the top management team could use more of the board’s knowledge, contacts,
and expertise than they would otherwise.

Hence, a constructive cooperation between the board of directors, the top management
team, and the stakeholders will most certainly lead to better governance and more
rational decision-making in the corporations.
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The board’s perspective on revenues vs. strategic development

* The board of directors should secure a balance in the financial interest, for example
venture capitalist and the corporation’s development. This since many ICT corporations
offers seats on the board in exchange for the financial investments.

Hence, the board should secure that the decisions made are rational and sound, based
on well-deliberated reason with emphasises on the corporation’s development and
survival.

The board as Outsider/Insider

* The outsiders on the board contribute with increased competence in the corporation
since they have complementary experiences and contacts from the outside, for example
from different kinds of industries.

Hence, the corporation will receive complementary, widened, and increased
competence and network of contacts.

* Reasons to bring external people on the board is that agent theory suggests it is
reasonable that a high proportion of outsiders will lead to that some aspects of the
board’s roles and functioning, such as board effort norms will get better.

* A high proportion of outsiders are considered to be a crucial attribute to an
independent board. An independent board contributes with more effective monitoring of
managerial conflicts of interest than less independent board does.

Hence: a board with a large ratio of outsiders will make the top management team
more effective.

* A high proportion of outsiders will lead to better governance of the corporation. A
board with a high proportion of outsiders creates the necessary condition to separate
between the role of the owners, the board of directors, and the top management team.
The board contributes with supervising since it is their responsibility to make objective
and neutral demands on the top management team.

The Board’s dependence on the ownership

* A board of directors could only contribute, and live up to the legal claims about
strategic responsibility, if the owners exercise their ownership actively.

* The very existence of the board as an institution is rooted in the conviction that
effective oversight and governance of an organization is carried out better when the
ownership, the operational work, and the strategic responsibility are separated.
Otherwise could problems occur, such as it will be difficult to separate the self-interests
and the corporation due to the owners and managers might be the same person. These
problems could be caused due to small ICT corporations, in their initial phase, do not
have the organizational structure into shape, and therefore could not deal with arising
issues and problems in an efficient manner. A board of directors makes it possible to
divide the tasks between these two decision levels and organizational instances.
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Hence: A board of directors is a strategic resource since it enables a better structure of
the corporations, which could imply a better chance to good performance and achieving

a competitive advantage.

* The current owner structure of small corporations undermines the incitements to
acquire a “real” board of directors, implying a high ration of outsiders. With owner
structure we refer to the fact that the management and ownership of a corporation are in
general not separated in small corporations.

Hence: the board of directors lose executive power since it is based on securing the
owner rights and interest by overseeing the managers who are entrusted with the
operational responsibility. Despite the loss of executive power they may still be a
strategic resource. This since even though the role as supervisor is lost they still have left
the counseling one.

The board as a strategist

* The board of directors should have the role as a strategist, i.e. guarantee that the
strategic decisions taken, are rational. This as it is very difficult for management to have
the objectivity that the board has, because management is engaged in the nuts and bolts
of putting something together, whereas the board comes from the ‘outside’ time to time.

Hence: the role for the board from a strategic point of view is to do the right things.
Further the board needs to have the confident that the top management team carry out
these things the right way.

* Based on their legal significance and responsibility, the board of directors can be
described as a large, elite, and episodic decision-making group that face complex tasks
pertaining to strategic-issue processing.

Hence: the board of directors contributes to the competitive advantage by either their
decisions is implemented and generates result, or that by procuring knowledge and
experiences they indirectly guide the top management team in their decision making.

* To be a source to the corporation’s competitiveness it demands that the board is well
initiated in the corporation’s operations and development. More specific it demands
continuous knowledge about the operative business, periodical reports, information
about the overall development of products and markets, and finally prepare for board
meetings by critically examine, compare the information given in the light of the goals
stipulated.

* The board contributes to the competitive advantage if it uses its strategic capabilities to
decrease the uncertainty and threats from the corporation’s environment and future.
Thereby the corporation has gained a competitive advantage against current and
potential competitors.

* In a world of continuous change, like the ICT industry, the board needs to keep
constant pressure at upgrading and improving the corporation’s arsenal of resources for
the next round of competition. The directors on the board must therefore continually
invest in and upgrade their resources, despite of how valuable, rare, and impossible to
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imitate those resources are today, and use/exploit there value to craft and implement
effective strategies, enabling the positioning of the corporation in an attractive market.
For a board of directors to be a source of sustained competitive advantage, it requires
continual reassessment, investments, and upgrading if the corporate strategy should
improve the corporation’s efficiency and effectiveness in ways that competing
corporations are not capable to do.

Hence: Boards that are interested, or show capacity, for continuous learning will

provide a competitive advantage to their corporation.

* To be successful in achieving competitive advantage the board has to identify and
exploit the corporation’s unique resources.

Hence: the board’s contribution to the competitive advantage origin from ability to
identify and exploit the strengths, weaknesses, opportunities, threats, and then craft and
implement a strategy. The board’s skill to manage the unique resources in an ever-
changing market is therefore a strategic resource that creates competitive advantage.

* The above conclusion through the scope of resource-based view is then: The board’s
ability to explore and nurture the attributes of the firm’s resources that are costly to copy
and that are the sources of economic rents. These become valuable when it enables a
board to craft and implement strategies, which will lead to a competitive advantage.

* To conclude: Corporations that succeed often have a good board of directors, which
practice their role as a governing body with responsibility and commitment. An effective
and well functioning board contributes to a corporation’s strategic and structural
configuration. The corporation will therefore be better prepared to deal with strategic,
administrative, and operating problems.

Hence: High involvement in the strategic decision-making processes of the
corporation will affect the competitive advantage in a positive way.

The board as advisor

* In small corporations, strategic decisions could be very critical for the corporation’s
further development and survival, such as new product releases. This due to the ever-
changing environment they live in.

Hence: High board knowledge of the corporation’s industry and field of business will
affect the competitive advantage positively.

* An active board contributes with overview, advice, and reflections about the
corporations’ current and future situation and development, as they have their attention
split between two worlds at the same time.

Hence: If a board should be able to match the corporation’s potential with the
opportunities forecasted in the market, they need to have know-how and experience of
the industry and the operative business.

* If a board of directors should contribute to the competitive advantage, they must have
the capability of designing and implementing well-conceived strategies that enable the
corporations to develop and competitively distinct set of resources and deploy them in a
competitive efficient manner, leading to a competitive favored position in the market.
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* To fulfill their responsibility the people on the board must as a consequence of the
turbulent and ever-changing competitive environment be more active, more engaged,
and more competent, to qualify to be on the board, i.e. contributing with valuable advice
to the top management team.

* In the case when the board does not have executive power, their major contribution is
to provide those in charge with strategic information?’ and advice. This enhances the
corporation’s possibility to make even better and more rational decisions which
increases the chance of survival and success.

Hence: The board of directors is a unique and valuable source of strategic information.

* To sum up, based on the exposed characteristics of a board, such as competences and
experiences, the board have better prerequisites for making and analyzing decisions
about timing, the market, and customers.

Hence: the board is a very important strategic resource.

12.1.1 The overall conclusion

We have during this thesis from a wide variety of perspectives discussed if an ICT board
could be considered as a strategic resource contributing to the corporation’s competitive
advantage.

The thesis started out in the query of competitive advantage, followed by a case
whether or not there are a new setting, by some called the new economy, that would
affect the role and significance of the board of directors in small ICT corporations. The
opinions if this is true are divided, and there is an ongoing debate. Some say it has
changed while others claims it has not. Which to hold for true is hard to say; both camps
probably have their rights and wrongs. To be able to explore the characteristics of a
board of directors, which could contribute to the competitive advantage in small ICT
corporations, we thought that an explorative approach (our six blind and brave men)
would probably be the best suitable procedure. If that have been the case is hard for us to
say; the contribution of this thesis is in the eye of the reader. On our expedition through
the wilds we explored some descriptions that claimed that the boards within the ICT
industry in a number of key areas - composition, skills, and other factors - provides a
contrast to the big corporations in the traditional industry. A woman we meet during the
travel said that boards in ICT corporations are a breed apart from their cousins in the
traditional industry. She thought that one reason to the differences might be that the new
economy has very different requirements for success and perhaps, not all of the
corporate governance practices so widely embraced by more traditional companies may
be needed or transferable. Other members of the expedition have run across people and
projects that claimed that there are no differences. As often in these cases, we think that
there is not one answer, no right or wrong. Because, the perception of a object is very
much in the eye of the beholder, his/her frame of reference, interest, and personal

27 We think the concept: strategic information, summarize the discussions about the board’s role/function
as advisor and teacher (the board members use of skills, knowledge, competence, experiences) to those in
charge of the corporation (such as the top management team and founder). The concept strategic
information mean: the information which is required, used, and created to make important top decisions.
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situation. However, some of the six blind men of ours have found characteristics that
would suggest that boards of directors contribute to the corporation’s competitive
advantage. Putting these findings together we could say that: if the compositions of the
board is of a suitable structure, and consists of members with applicable experiences,
demanded skills, knowledge of the corporation’s internal resources, and understanding
of the industry, then the board will be able to take part as an active, useful, and
significant member in the strategic decisions and overall development of the
corporation. We need to remind you that found descriptions speaking against them, have
extensive influence. One explanation to the differences could be that some of the
findings are describing the board from an idealistic point of view while other derive their
opinions from the harsh reality.

If we should be obliged to answer the question whether or not a board of directors
contributes to a small ICT corporation’s competitive advantage, the answer would be:
-Yes, the board of directors contributes to a small corporations competitive advantage,
provided that it has the above explored characteristics. This because the initial period of
a corporation’s life is often very hectic, and turbulent, and very important since many
decisions of operational and tactical character is done. Wrong decisions made in this
early phase of the corporation’s development, often due to lack of experience and
mistakes, could cause long-term and hard-to-change problems in the organization which
may affect its potential to survive and grow. To manage the initial phase of the
corporation’s life in a good manner and lessen the risk that unnecessary mistakes are
done, it requires people with experience and knowledge within certain functional areas,
such as sales, professional negotiation, corporate finance, and law. Receiving outsider
assistance by an active and competent board of directors in the early-phases can
therefore be extremely important for the corporation’s prospect of achieving competitive
advantage and survival. Because it has been shown that corporations receiving outsider
assistance in early stages will have higher rates of survival, growth, and innovation, even
in the long run.

After this it only remains to fulfill one of our promises to overlook, and if needed, revise
the concept: board of directors.

12.2 Concept formation

In the methodology chapter, we said that the problem discussion suggested that the
prerequisites of the economy have changed. The new prerequisites for the ICT
corporations have created a particular “reality”. Consequently, as we saw it: our
perception about the concept board of directors must therefore be revised and
overlooked since the reality the concept describes may have changed.

12.2.1 The foundation of the concept

Based on our analysis we consider the boards of directors to be a strategic resource for
small ICT corporations. This since they contribute with a width of knowledge,
experiences, and skills that the founder, venture, or the top management are not likely to
possesses by their own. The board further contributes with the skill to explore and adapt
the corporation strategically to the rules, opportunities, and threats in the environment
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and as well help the corporation with structural configuration, turning it from a venture
start up to a professional organization. Concluding the board of directors is a unique and
valuable source to strategic information for the corporation. Thus, it seems to us that a
board of directors has the capability and potential to help entrepreneurs obtain a
competitive advantage. This by advising them in the nurture of valuable and rare
resources, which are difficult for competitors to imitate and duplicate. Thereby the board
of directors could be a strategic resource which has a vital and positive impact on the
corporation’s competitive advantage:

Thus, we think the board of directors in small ICT corporations is best described by

using two metaphors; the concept of team and the function of a greenhouse

12.2.2 The board of directors and the concept of
a team

The perspective of a board of directors to be called team implies by definition?® that
“[...] it is a small group of individuals that complement each other’s competences. They
are to work with the same purpose, goals and methodology by which they take a joint
responsibility”. The board consists of a number of people that work together for the best
of the corporation and its owners, which they by the rules and regulations of the
corporate law have a joint responsibility for. Additionally we may add that the group has
to be in an organizational context, ”...intact social system that perform one or more
tasks within an organizational context”?°. The phenomenon: a board of directors, exist
due to the corporation and acts in their name and responsibility. Without the
corporation’s organizational context; the board does not exist. Moreover, in team theory
the assumption is made that the team’s action is greater than the sum of the individuals’
actions®. The very existence of the board as an institution is rooted in the wise belief
that the effective oversight of an organization exceed the capabilities of any individual
and that collective knowledge and deliberation are better suited to this task. Other
important factors in the team metaphor of the board of directors, are that they have to
have the ability to solve problems in a group, find the balance between business related
knowledge and technical one and lastly function together socially. Therefore, you could
argue that both the people and the structure of combined competencies will be unique
for that specific corporation.

Hence: The reality we call board of directors could be understood by using the concept
of team.

28 Katzenbach and Smith (cited by Birchall and Lyons 1995, p 140).
29 Bettenhausen 1991, page reference missing.
30 Birchall and Lyons 1995.
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12.2.3 The board of directors - Small ICT
corporations’ own Greenhouse

A board of directors as a strategic resource has the same function and contributes with
the same things as a greenhouse does. The function of a greenhouse is to nurture and
create the absolute best prerequisites and environment for the plants to grow in. In this
protected environment the prerequisites, created by the greenhouse, gives the plants a
growing power they would not otherwise have had. With an active and suitable board of
directors, the small ICT corporation have an irreplaceable resource that gives good
advice, support the top management team and the whole organization, look after the
owners’ rights and interest, secures a good and rational governance, and choose the
corporation’s strategic path. The board of directors is in other words a greenhouse that
creates the best conditions for growth and survival for the corporation. Further, they
have the same function as the glass panes of the greenhouse: They protect the
corporation from the damaging circumstances in the environment (a competent and
experienced board decreases the risk for perpetrate fatal and unnecessary mistakes),
while they at the same time let through sunlight and other attributes essential for growth
(through the board the corporation acquires resources that enable it to decrease the
uncertainty of its environment, thus increasing its chances of survival). In other words:
the board helps the corporation to establish relations with its external stakeholders, reach
out to potential customers, and to position the corporation strategically in the market.
Finally, the people on the board are like gardeners: looking after and taking care of the
plantation: In ICT corporations require the strategic and technological issues the top
management team and board of directors attention. The board should be there, around
the corporation, available and in place if the corporation needs a good advice, or a hand
with some other arising issues. A good board, just like the gardener, helps the
corporation with strategic and structural configuration, the process of evolving from a
business idea to an established player on their market. Just like the greenhouse and its
gardener, the board helps the corporation to grow and to take the next step in its
development.

Hence: The contribution of the board of directors could be understood by relating it to
the function of a greenhouse.
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13 Concluding
words

It has been our purpose and strive throughout this thesis to describe the boards of
directors and their contribution to small ICT corporations’ competitive advantage from a
wide variety of sources, perspectives, and fields of studies. Throughout the expedition
we have blended theoretical, academically, rational, and idealistic descriptions with
more practical, empirical findings and reflections from the reality. From the idealistic
approach, which was our starting point, the board of directors is active, independent,
possess the needed skills and competences, and have a significant influence and
contributions to the corporation’s competitive advantage. From reality we have been told
this is a very rare case, often the board is just a paper construction, a construction to
meet the legal requirements. Nothing more.

Is the reality really black or white?
- Is there an answer to the query?

Since the first page of this thesis, we have described different perspectives views upon
boards of directors. We chose this interdisciplinary explorative approach since we were
influenced by the disposition in Mintzberg et al’s book Strategy Safari, and Anell’s and
Wilson’s (2000) paper about sense and non-sense in competition as well. They mean
that our mental models allow us to perceive certain aspects of the world, which are
thought about, talked about, and acted about, while others are either left un-seen, as
blind spots, or if seen, are considered irrelevant or insignificant, and therefore not worth
a thought, talking, or action. Put differently in the anecdote about the blind men and the
elephant: depending on with which perspective and frame of reference we look upon the
elephant, we perceive it differently. Therefore, our frame of reference and perspective
creates barriers between groups, giving rise to ignorance, non-sense, between people and
groups. And as Anell and Wilson (2000, p 1) said: exchanges across academic world
boundaries are rare, which might be detrimental to the progress of knowledge creation.
Therefore we thought that a board of director’s contributions to a corporation’s
competitive advantage could best be described by letting different fields/sub worlds (our
six brave men), talk about their view upon the board’s of directors. We think this
approach have explored some aspects of the boards, which most of the six brave men
have thought about, talked about, and created models about. By enabling exchanges
across these boundaries we hope we have been able to explore and find the blind spots:
those aspects that some have considered irrelevant and therefore not talked about, while
others have perceived them as essential characteristics if a board should be anything
valuable. When we brought our six perspectives together, we tried to create the overall
perspective Mr. Ornstein earlier said was so important to achieve if we should not
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remain lost in our individual investigations. However, we have just looked upon the
elephant through six different perspectives, which is just a small fraction of the all
existing perspectives. Therefore is our contribution just one part of the over-all

perspective.
Time to say goodbye:

A long time ago, two men sat and talked about a query that had teased their mind for
quite a while. The query read as follows; why do some corporations perform better than
others? Their interests in the query lead to that they started to plan an expedition: An
expedition through the wilds of the competitive advantage query. Quite soon after they
had met the two men started to talk with other people about their idea and to their joy,
people showed a great interest for their planned expedition. From that moment, it took
them not particularly long time to get together the needed means. They started to look
for suitable members of the expedition, which due to limited time and resources had to
be kept down. It turned out that six brave men qualified for the mission. So these six
brave and blind men traveled far out in the wilds to look for an elephant which none of
them had seen: only got described by the two expedition leaders. Then back home after
the long travel they said the following to the expedition leaders:

- The elephant you sent us so far away to search for is very much like a team, - and we
think it might function just like a greenhouse, said one of the other men.

141



The board of directors as a strategic resource
in small ICT corporations

- & - W= = > =
2 2 . B
» - - - P = » = o e L R = P

- - o~ - - -
» s »s » - - - » -
s X 3

14 References

Published Books

Arleback, Sven Olof (1997) Styrelsen som resurs — | aktiebolag och ekonomiska
foreningar. Borgas: Svenska Forlaget

Barney Jay B. et al (1994) Does Management Matter — On competencies and
competitive advantage. Malmo: Lund University Press

Bachrach, Peter. Baratz, Morton S. (1970) Makt och Fattigdom — Maktproblemet i
dagens samhélle: Teoribildning och praktisk tillampning. Malmé: Wahlstrom &
Widstrand

Birchall, David. & Lyons, Laurence (1995) Creating tomorrow’s organization —
Unlocking the benefits of future work. Géteborg: ISL Forlag AB

Brooking, Annie (1996) Intellectual capital — Core asset for the third millennium
enterprise. London: International Thompson Business Press

Carlsson, Rolf H. (1997) Agarstyrning — Om Corporate Governance fran
Wallenbergsfar till offentlig sektor. Stockholm: Ekerlids Forlag

Carlsson, Rolf H. (2001) Ownership and value creation —Strategic corporate
governance in the new economy. Chichester: John Wiley & Sons LTD

Drucker, Peter F. (1993) Managing in turbulent times. Oxford: Butterworth-Heinemann
Ltd

Eneroth, Bo (1984) Hur mdter man “vackert” — Grundbok i kvalitativ metod.
Stockholm: Akademilitteratur

Eneroth, Kristina (1997) Strategi och kompetensdynamik — en stuide av Axis
Communications. Lund: Lund University Press

Grindley, Kit (1995) Managing IT at Board Level — The Hidden agenda exposed
(second edition). London: Financial Times Pitman Publishing

Hambrick, Donald C. (ed) (1988) The Executive Effect — Concepts and methods for
studying top managers. Greenwich: Jai Press Inc.

Harvard Business Review (2000) on Corporate Governance. Boston: Harvard business
school press

142



The board of directors as a strategic resource
in small ICT corporations

- - - = = > =
5 X . =
» = L I - - P = » = P e L = = —
= - - & 2 = e » - ~
s < = - - »" -

Hendry, John. Johnson, & Gerry. Newton, Julia (eds) (1993) Strategic Thinking —
Leadership and the management of change. Strategic Management Society Series.
Chichester: John Wiley & Sons Ltd.

Kanter, Rosabeth Moss (2001) Evolve: Succeeding in the Digital Culture of Tomorrow.
Harvard Business School Press, (abstract)

Keen, Peter G.W. (1991) Shaping the future — Business Design through information
technology. Boston: Harvard Business School Press

Kelly, Kevin (1998) New rules for the economy — 10 radical strategies for a connected
world. New York: Viking

Kotler, Phillip et al: (1996) Principles of marketing, The European edition. London:
Prentice Hall Europe

Ké&rreman, Matts (1999) Styrelseledaméters mandat- Ansats till en teori om
styrelsearbete | bérsnoterade foretag. Lund: Lund Business Press.

Lagnevik, Magnus (1989) Ledning och ledarskap — I olika foretagsformer. Stockholm:
Rabén & Sjogren.

Lawless, Michael W. & Gomez-Meija, Luis R. (eds.) (1990) Strategic Management in
High Technology Firms. Greenwich: Jai Press Inc.

Luftman, Jerry N. (ed) (1996) Competing In The Information Age - Strategic alignment
in practice. New York: Oxford University Press Inc.

Lundén, Bjorn (2000) Styrelseboken - Praktisk handbok for styrelsearbete i bolag,
foreningar och stiftelser (4: upplagan). Nasviken: Bjorn Lundén Information AB

Malmstrém Ake, & Agrell Anders (1997) Civilratt (15:e uppl.) Malmé: Liber Ekonomi

Markulis, Peter M. et al (1999) Strategic Management for Small and growing Firms.
Oregon: The Oasis Press

McMullen, W. E., & Long, W. A. (1990). Developing new ventures, San Diego:
Harcourt Brace Jovanovich

Mintzberg, Henry (1994) The Rise and fall of Strategic Planning. Cronwall: Prentice
Hall International

Mintzberg, Henry, et al (1998) Strategy Safari - A guided tour through the wilds of
strategic management. New York: The free Press

Millern, Tomas & Stein, Johan (2000) Ledarskap i Den Nya Ekonomin — Konkurrensen
om kompetens, kapital och kunder. Malma: Liber Ekonomi

143



The board of directors as a strategic resource
in small ICT corporations

- - - L Yt & -

| P L - ®_- ~ » - > = e= P -
= L » - -~ -~ - » -
- - » > > - - » -

Nielsen, Thomas. & Lekvall, Per (1999) Styrelsearbete i sma foretag (3rd edition).
Stockholm: Ekerlids Forlag

Normann, Richard. (1989) Skapande foretagsledning. Arlév: Bonniers forlag

Patel, Runa & Davidsson, Bo (1994) Forskningsmetodikens grunder: Att Planerna,
Genomfora, och Rapportera en undersokning. Studentlitteratur AB, Sverige

Peppard, Joe (ed) (1993) I.T. Strategy for Business. London: Pitman Publishing

Plous, Scott (1993) The psychology of judgment and decision-making. New York:
McGraw Hill Inc.

Porter, Michael E. (1985) Competitive Advantage. New York: The Free Press
Ramu, S (1997) Strategic Alliances. Sage Publications Inc

Rohlin Lennart et al (1994) Strategisk ledarskap i larsamhallet. Dalby: MiL Publishers
AB

Shapiro, Carl. & Varian, Hal R. (1998) Information Rules: A Strategic guide to the
Netwrok Ecnomoy. Harvard Business School Press

Stevrin, Peter (1991) Den nya affarsvarlden — om affarslogik for tillvaxtféretag och
foretagstillvaxt. Lund: Studentlitteratur

Strickland, Thompson (1998) Crafting and implementing strategy (10" edition).
Singapore: Irwin McGraw-Hill

Stinchcombe, A. L. (1965). Social structure and organizations. In J. G.
March, (Ed.), Handbook of organizations, Chicago: Rand McNally.

Wickham, Phillip A. (1998) Strategic Entrepreneurship — A decision making approach
to new venture creation and management. London: Financial Times Management

Wiedersheim, Paul & Ingemund, Hagg (1994) Modeller som redskap. Liber AB, Sverige

Will, Peter & Broandbent, Marianne (1998) Leveraging The New Infrastructure- How
market leaders capitalize on Information Technology. Harvard Business School Press

Wright, Ray (2000) Advertising. Harlow: Financial Times- Prentice Hall

144



The board of directors as a strategic resource
in small ICT corporations

- - -_ > - @ > =
= X " -
o L I - - W = » = > = = e - =
- - = - - -
» - » - » = > - - » -

Articles

Anell, Barbro & Wilson, Timothy (2000). Sense and Non-sense in theories of
competition. Abstract to the 16:th Nordic Academy of Management Meeting 2001.
Published at http://www.fek.lu.se/doctoral/ramindex.htm

Augustine, Norman & Adelman, Kenneth (2000). The tremendous power of
communications. Directors and Boards. Vol. 24, Issue. 2.

Barney, Jay B.(1986). Organizational Culture: Can it be a source of sustained
competitive advantage? The Academy of Management Review; Mississippi State; Jul
1986

Barney, Jay B. (1986). Types of Competition and the Theory of Strategy: Toward an
Integrative Framework. The Academy of Management Review; Mississippi State; Oct
1986

Barney, Jay B. (1991). Firms’ resources and sustained competitive advantage. Journal of
Management, Texas A&M University, vol 17, no 1, p 99-120

Barney, Jay B. (2001). Is the resource-based “view” a useful perspective for strategic
management research? Yes. Academy of Management, The academy of Management
Review; Mississippi State; Jan 2001, vol. 26

Bird, B. (1998). Implementing entrepreneurial ideas: The case for intentions.
Academy of Management Review, 13(3), p 442-453.

Byrne, John A (2000). The Best & Worst Boards. Business Week, Vol. 24, Issue 1,
ppl42 — 149.

Burgelman, Robert A. (1983). A model of the interaction of strategic behaviour,
corporate context, and the concept of strategy. Academy of management review Vol. 8,
Issue 1. pp 61-70.

Chrisman, J. J. (1989). Strategic, administrative and operating assistance:
The value of outside consulting to pre-venture entrepreneurs. Journal of
Business Venturing, 4(6), 401-418.

Chrisman, James J. & McMullan Ed W (2000). A preliminary assessment of outsider
assistance as a knowledge resource: The longer-term impact of new venture counseling.
Entrepreneurship: Theory & Practice, Spring2000, vol. 24, Issue 3

Chrisman, James J. (1999). The influence of outsider-generated knowledge resources on
venture creation. Journal of Small Business Management. Oct 99, vol. 37, Issue 4

Collis, David J. & Montgomery, Cynthia A. (1995). Competing on resources: Strategy
in the 1990s. Harvard Business Review, July-Aug 95, vol. 73, issue 4, pp 118, 11p

145



The board of directors as a strategic resource
in small ICT corporations

- - == . Y & =
» = » - - »_- = » - > = e= P -
- - - - - - » -
- - o= o= = =) - - =
- = »_C L W ~ » -

Das, T. K. & Teng, Bing-Sheng (2000). A resource-based theory of strategic alliances.
Journal of Management 2000, vol. 26, Issue 1.

Das, T. K. & Teng, Bing-Sheng (1999). Cognitive biases and strategic decision
processes: An integrative perspective. Journal of Management 1999, vol. 36, Issue 6.

Daum, Julie Hembrock (2000). A “snapshot” in time of Internet boards: Are dot-com
boards really a breed apart from traditional boards? Spencer Stuart governance letter,
Directors & Boards winter 2000, Vol. 24, Issue 2, pp 48-51.

Donaldson, Gordon. (1995). A new tool for boards: The strategic Audit, Harvard
business review, July-August-1995

Doyle, T.C. Making the right strategic decisions. VARBusiness, 5/15/96, Vol. 12, Issue 8
Fitzpatrick , Joyce L. The board’s role in public relations and communications, NCnb

Governance series booklet 15, National center for nonprofit boards.
http://www.ncnb.org/main.htm, (no published date found)

Forbes Daniel P. & Frances J. Milliken (1999). Cognition and corporate governance:
understanding boards of directors as strategic decision-making groups, Academy of
management review 1999, vol. 24, no. 3, pp 485-505

Glazer, Rashi. & Weiss, Allen M. (1993). Marketing in turbulent environments:
Decision processes and the time-sensitivity of information. Journal of Marketing
Research, Nov 1993, Vol. 30 Issue 4.

Hamel, Gary (1998). The challenge of today: changing the rules of the game, Business
strategy review, volume9, issue 2, pp 19-26

Hamel, Gary. (2000). Today’s companies won’t make it, and Gary Hamel knows why.
Interviewed by Thomas A Stewart about the book; Leading the Revolution. Fortune,
Vol. 9, Issue 4, p386-390

Hamilton, Robert W. (2000). Corporate Governance in America 1950-2000: Major
Changes But Uncertain Benefits. Journal of Corporation Law, winter 2000, Vol. 25
Issue 2, pp 349- 375.

Hansen, E. L., & M. S. Wortman (1989). Entrepreneurial networks: The organization
in vitro. Academy of Management Best Paper Proceedings, (August), 69-74.

Jonnergard, Karin & Svensson, Claes (1993). What boards think and how they behave:
the influence of different attitudes on the behavior of boards of directors. Working paper
series / institutet for ekonomisk forskning, Lunds Universitet; 1993: 20

Jonnergard, Karin (1995). Classifying board behavior: an empirical test on large
Swedish companies. Working paper series / institutet for ekonomisk forskning, Lunds
Universitet; 1995: 15

146


http://www.ncnb.org/main.htm
http://ehostvgw5.epnet.com/fulltext.asp?resultSetId=R00000002&hitNum=1&booleanTerm=marketing%20in%20turbulent%20environments&fuzzyTerm=
http://ehostvgw5.epnet.com/fulltext.asp?resultSetId=R00000002&hitNum=1&booleanTerm=marketing%20in%20turbulent%20environments&fuzzyTerm=

The board of directors as a strategic resource
in small ICT corporations

- - - L Yt & -

| P L - ®_- ~ » - > = e= P -
= L » - -~ -~ - » -
- - » > > - - » -

Lagace, Martha (2000). The Role of the Board in Corporate Strategy. HBS Working
Knowledge. Publish date: Dec 18, 2000

Lynne, Dallas. (1996). The relational board: Three theories of corporate boards of
directors, Journal of Corporation Law, Fall96, Vol. 22, Issue 1, pp 2- 27.

McNaughton, Rob B. (2001). The export mode decision-making process in small
knowledge-intensive firms. Marketing Intelligence & Planning vol. 19, Issue 1,2001.

Morgan, John H. (1999). The board of directors is no longer just a “rubber stamp” TMA
Journal, Sept-Oct 1999

O’reailly, Charles. Pfeffer, Jeffrey. (2001). Hidden value- how great companies achieve
extraordinary results with ordinary people. Harvard Business school Press. August 2000

Porter Michael E. (2001). Strategy and the Internet. Harvard Business Review, March
2001.

Pemberton, Michael J. Mcbeath, Rymond R. (1995). Opportunities out of chaos:
Survival strategies in the Information Age. Records Management Quarterly July 1995,
vol. 29, Issue 3,

Pfeffer, Jeffrey Sutton, Robert I (1999). Knowing “what” to do is not enough: turning
knowledge into action. California Management Review, vol. 42, Issue 1, fall 1999.

Priem, Richard L. & Butler, John E. (2001). Is the resource-based “view” a useful
perspective for strategic management research? Academy of Management, The academy
of Management Review; Mississippi State; Jan 2001, vol. 26.

Priem, Richard L. & Butler, John E. (2001). Tautology in the resource-based view and
the implications of externally determined resource value: Further comments. Academy of
Management, The academy of Management Review; Mississippi State; Jan 2001, vol.

26.

Steingberg, Richard M. & Bromilow, Catherine L (2000). The director’s role in strategy
development. Directors & Boards, fall 2000. Vol. 25, Issue 1, pp 41-51.

Ylaranta, Maritta (1999). Strategic Management in knowledge-intense organizations-
Value of the stakeholder approach. Series discussions and working papers 1:1999
Turku: Publications of the Turku school of economics and business administration.

Young, Gary J. Stedham, Yvonne Beekun, Rafik I. (2000). Boards of directors and the
adoption of a CEO performance evaluation: agency and institutional- theory
perspectives. Journal of management studies 37:2 March 2000, Management and
research Center.

147



The board of directors as a strategic resource
in small ICT corporations

- - ~ P - -
| P L - »_- ~ » - > = e P -
- - - - - -~ - -~ » =
B2 » s » = > - = » -

Ulrich, David & Barney, Jay B (1984). Perspectives in organizations: resource
dependence, efficiency, and population. Academy of management review. Vol. 9 Issue 3.
pp 41- 481.

Project rapport

Jonasson, Fredrik & Wikehult, Daniel (1999). Projektrapport- se till din styrelse.
Karlskrona. Almi Foretagspartner Blekinge AB

Internet sources

ABI/Inform Global http://proquest.com/pqgdauto

EBSCO, Business Source Elite http://www.epnet.com/ehost/login.html

www.regeringen.se Lagar och férordning (1975:1385 AbL)

Unpublished sources

Goel, Sanjay (2001), Working paper for the Swedish-American High-Tech
researchproject, Unpublished abstract. Minnesota: University of Minnesota-Duluth,
USA

Hancock, Martin. Senior lecturer at Anglia Polytechnic University, Great Britain.
Lecture-handout from course “Social Aspects of Information Systems”, Autumn 2000.

Jennings, Robin. Senior lecturer at Anglia Polytechnic University, Great Britain.
Lecture-handout from course “Decision-Making and Computers”, Autumn 2000.

Published Research

SIFO Research & Consulting: Marknadsundersdkning ”Investering i programvara”,
gjord at SAS Institute, maj 2001

Steneberg, Kristofer (2001) Storforetagens harda dom mot IT-Sverige. Dagens Industri.
9:th May 2001.

148


http://proquest.com/pqdauto
http://www.epnet.com/ehost/login.html
http://www.regeringen.se/

The board of directors as a strategic resource
in small ICT corporations

- - - = = > =
5 X . =
» = L I - - P = » = P e L = = —
= - - & 2 = e » - ~
s < = - - »" -

Bibliography

Aktiespararna (2001), Aktiespararnas agarstyrningspolicy — riktlinjer for battre kontroll
och insyn for agarna | marknadsnoterade bolag, Sveriges aktiesparares riksforbund
www. Aktiespararna.se

Bud-Friedman, Lisa (1994) Information acumen —The understanding and use of
knowledge in modern business. London: Routhledge

Coch, Charlotte, de Kok, Jan (1999) Research report: AHuman-Resource-Based theory
of the small firm. Zoetermeer: EIM

Drucker, Peter F. (1994) The New Realities in Government and Politics/in Economics
and Business/in Society and World View. Sollentuna: Svenska Dagbladet

Demirag, Istemi (1998). Boards of directors’ short-term perception and evidence of
managerial short-termism in the UK. The European journal of finance.

Donaldsson, Lex. (1990). The ethereal hand: organizational economic and management
theory. Academy of management review, 1990, vol 15, no. 3, pp 359-381.

Gille, Yvonne & Rudebeck, Ulric (1997) Att Leda Intellektuellt Kapital — Forslag och
idéer for framtidens ledarskap. Uppsala: Konsultforlaget

Johannisson, Bengt (ed.) (1992) Entreprendrskap pa svenska - affarer och fornyelse.
Malmo: Almgvist & Wiksell

LaPiana, David A. Beyond Collaboration, Strategic restructuring of Nonprofit
Organizations. A publication of The James Irvine Foundation and NCNB.
http://www.ncnb.org/main.htm, (no published date found)

Lignell, Anders. (2001) Miljarder till nya bredband. Helsingborgs Dagblad 8 september
Nordbanken (1999) Trimma din Affarsidé- Hur exponerar man sig? Hur hittar jag mina
kunder och hur kommer jag fram till avslut . Féretagaren direkt. Stockholm:
Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Bonussystem- hur blir medarbetarna
delaktiga i foretagets framgang. Foretagaren direkt. Stockholm: Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Hur ska jag fa storsta mojliga nytta av min
styrelse. Foretagaren direkt. Stockholm: Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Riskkapital- att leva med extern
agarfinansiering. Foretagaren direkt. Stockholm: Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Att leda och organisera det véxande
foretaget. FOretagaren direkt. Stockholm: Nordbanken

149



The board of directors as a strategic resource
in small ICT corporations

- - o » T - -

» = L - ®_- ~ » - > = e= P -
- - - = - - - - » -
- - » - ..- - » -

Nordbanken (1999) Trimma din Affarsidé: Konsten att férhandla sig till en god affér.
Foretagaren direkt. Stockholm: Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Att leda och organisera det vaxande
foretaget. FOretagaren direkt. Stockholm: Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Att leda i fordndring och forebygga kriser.
Foretagaren direkt. Stockholm: Nordbanken

Nordbanken (1999) Trimma din Affarsidé: Att véaxa internationellt. Foretagaren direkt.
Stockholm: Nordbanken

Nordin, Dan (2000) Tva studier av styrning i kunskapsintensiva organisationer
(doctoral thesis) .Uppsala: Universitets tryckeriet

O’Reilly III, Charles A. & Pfeffer, Jeffrey (2000) Hidden value - How great companies
achieve extraordinary results with ordinary people, Harvard business school press,
August 2000

Senge, Peter M. (1999): The Fifth Discipline: The Art and Practice of the Learning
Organization. Trade paper, Doubleday, USA

Siebel (2001). New Ideas, Old economy, interviewed by Browyn Fryer. Harvard
business school working knowledge. Pub. date may 7, 2001.

Styrelseakademin. Proffessionellt styrelsearbete, nyhetsbrev for styrlseledamdte: Tema
snabbvéxande foretag . Nr2 1999. Ekerlids forlag

Styrelseakademin. Proffessionellt styrelsearbete, nyhetsbrev for styrlseledaméte. Nr. 4.
1999. Ekerlids forlag

Styrelseakademin. Styrelsenytt. hésten 2000 nr 3 Ekerlids forlag. Stockholm.

Wollard, Ed. (2000). A life in governance, interviewed by Robert H. Rock and James
Kristie. Directors & Boards, fall 2000, Vol. 25, Issue 1, pp 38-43.

Zook, Chris. & James, Allen (2001). Growth strategies in an era of turbulence: profit
form the core. Harvard business school press, 2001

150



