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takeholder capitalism is “quickly
gaining ground,” World
Economic Forum founder and
Executive Chairman Klaus
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Schwab noted in December.

As a new age of stakeholder As proof, he cited a statement
capitalism dawns, boards will released by the Business
need to rethink performance Roundtable in August that
definitions and measurements. redefines a US. corporation’s
. le to includ ting “
By Sarah Fister Gale role tonc ude promotng an

economy that serves all Americans.” With
signatures from 187 leading CEOs, the
change seems already in motion.

But what exactly does all this mean for
boards? Martin Whittaker, CEO of JUST
Capital, says this bold shift is forcing boards
to rethink their role in driving business
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practices for public company boards,” Mr.
Whittaker predicts.

Board members must now move beyond
decision-making models where maximizing
short-term shareholder gains took priority

over other considerations. But creating a new

D : s : “Many template is not a simple process.
| bﬁ’\ul o =3 companies are
. - ’ o o LONG-TERM VISION
recognlz[ng Sue Gove, a board member at Bed Bath &
that [theu’] Beyond, Tailored Brands Inc. and IAA Inc.,
Iong-te rm sees more evolution than revolution when it

int t comes to board governance in the dawning
interests are age of stakeholder capitalism.

best advanced  “The primary purpose of the board
with a holistic  is to enhance the long-term value of the

company for its shareholders,” she says.
approach that “Many companies are recognizing that those

includes the long-term interests are best advanced with a
interests of holistic approach that includes the interests
of employees, customers, suppliers and
employees, AR
communities.
customers, Ms. Gove sees this natural evolution of

suppliers and  business practices as something most boards
will not have difficulty getting behind.

INSIGNIAM QUARTERLY

e 1y
communities. “Companies are not only rewriting their
—Sue Gove, board corporate governance guidelines, they are
member, Bed Bath putting those thoughts into measurable

success. His not-for-profit organization & Beyond, Tailored action,” she says. A big-picture view of value

measures companies on how they serve all Brands Inc. and will not put boards at odds with aggressive

of their stakeholders, from customers to
communities. “For 40 years, shareholders
have been the primary focus,” Mr. Whittaker
says. The Roundtable’s statement “upends
that in one go.”

He believes it signifies a tipping point
for boards in how they define and measure
business results. “It establishes a new North
Star for governance and performance,”
he says. In response, boards will need to
determine how their companies will actually
demonstrate stakeholder value, measure
their performance and then benchmark
themselves relative to peers. “These new
measures will become enshrined within best

investors, she says. “I don’t see this being an
issue, because I expect the CEO and board to
be aligned.”

Ms. Gove joined the board of Bed Bath
& Beyond in May 2019, following an activist
campaign led by three private-equity firms
that contended that the company was
suffering from a lack of decisive leadership,
a lack of governance and bloated CEO
compensation—all of which, the activist
investors asserted, were depleting value from
the popular home goods retailer.

Yet Ms. Gove says that even among activist
investors, there has been a slow but noticeable
shift in thinking about value. She is now
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“Any CEO
today who
says they don't
think investing
in workers,
customers or
suppliers should
be a priority risks
being viewed as
very out of touch.”

—Martin Whittaker, CEO,
JUST Capital
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seeing many investors focused on criteria
for producing long-term growth, including
talent engagement and sustainable business
practices. “Quick stock price movement
can be a motivator for shareholders, but
my view is that what’s in the best interest
of all stakeholders is to deliver long-term
sustainable growth,” Ms. Gove says.

BEYOND BUSINESS AS USUAL

As the audience for delivering value expands
to include employees, customers and the
communities in which businesses operate,
many boards and CEOs have approved costly
initiatives that would have been unheard of
20 years ago. Examples include Walmart and
Target raising pay rates above the US. federal
minimum wage, Salesforce embracing gender
pay equity and Amazon launching a tuition-
assistance program to help hourly workers get
education in any in-demand field—regardless
of whether it is relevant to their current job.
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While Walmart’s and Target’s stock
prices took an initial hit after the wage
increases were announced, prices for
both soon recovered. “The message is for
board members to widen the aperture on
performance measurement and value creation
pathways for their companies, across the
stakeholder framework,” Mr. Whittaker says.
“Boards can’t be spooked by one quarter’s
results. It takes resilience to focus on long-
term value creation.”

The good news is that shareholders are
also changing their tune. Ms. Gove points to
BlackRock, the global investment firm with
$6.9 trillion in assets under management,
whose CEO, Larry Fink, has publicly stated
the company’s commitment to promoting
purpose-driven business values.

“BlackRock has been very clear in its
communications that they are focused on
diversity, sustainability and the community,” Ms.
Gove says. This language should be a wakeup

SPRING 2020

AND PROPRIETARY. MAY NOT BE REPRODUCED IN ANY FORM, BY ELECTRONIC OR PRINT
OR ANY OTHER MEANS, WITHOUT THE EXPRESS WRITTEN PERMISSION OF INSIGNIAM. VISIT WWW.INSIGNIAM.COM FOR CONTACTS.

ISTOCK



call for boards that fail to embrace stakeholder
capitalism, she adds. “Those boards will be facing
more rigorous proxy/voting challenges.”

WHAT'S THE STAKEHOLDER STRATEGY?

Yet in spite of the optimism, boards can struggle
to sell programs that support employees,

the community and the environment to
shareholders sharply focused on the near-term
bottom line—especially if the payoff seems
distant or difficult to measure.

To avoid spooking them, Mr. Whittaker
encourages boards to hold a dialogue with
shareholders rather than just reporting on new
plans. Making the business case—backed up
with relevant, compelling data—for investing
in the broader stakeholder community can
draw a clear line from these investments to
anticipated business outcomes, he says. “The
onus is on the board and CEO to have a
stakeholder strategy and to communicate how
that strategy will create value.”

This is not as hard a case to make as it
might have been in the past. Today, most
shareholders expect some kind of purpose-
driven investment from business leaders.

“Any CEO today who says they don’t think
investing in workers, customers or suppliers
should be a priority risks being viewed as very
out of touch,” Mr. Whittaker says. “It might
have been acceptable 40 years ago, but it is

no longer the way companies compete in the
21st century.”

Fortunately, the movement toward
stakeholder capitalism requires not a complete
overhaul of ideology about business growth but
rather an expanded view of value and how it is
measured. “These are still fiduciary issues, so
board members should be as disciplined, data-
driven and engaged on these themes and topics
as they are in other areas of good governance,”
Mr. Whittaker says. Once boards integrate the
necessary tracking tools into their measurement
processes, it can become the new normal—how
business gets done. 1Q
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MAKING THE BUSINESS CASE

At luxury travel company Abercrombie & Kent, a business case must be
made to the board for every capital investment, no matter its focus.

Investing in employees, the
community and the environment
is not a zero-sum game, pitting
these stakeholders against share-
holders. When a management
team makes the case to a board
for capital investments focused
on these areas, it must promise
measurable financial value like any
other initiative, says Michael Ellis,
chief compliance officer and group
general counsel at Abercrombie
& Kent, a global luxury travel
company based in London.

Mr. Ellis is deeply familiar with
making the business case for
community-oriented investments.
Abercrombie & Kent specializes in
high-end, small-group vacations
to some of the most remote
places on Earth. As part of its
business model, the company
invests heavily in the communi-
ties to which it travels, building
schools and hospitals, supporting
small businesses and investing
in environmental conservation
efforts. “It's always been part of
what we do, and shareholders
understand that,” he says.

Before any project wins
support from the board, project

champions have to present a
business case and be ready to
deliver data validating ROI. It

is no different than asking for a
budget to invest in a new facility
or to buy new equipment, Mr. Ellis
says. “If they can prove it will be
an advantage for the company, we
will explore it further.”

The company's shareholders
recognize that protecting wildlife
preserves, building wells and
working to develop local work-
forces can be a boon to both the
business and the community—and
that these kinds of investments
can have a multiplier effect
on an organization's success.
“Research shows that if you
want to attract top talent, you
have to demonstrate that your
business values more than just
the bottom line,” Mr. Ellis says.
With the U.S. unemployment rate
hovering around 3%, investing in
programs that may attract talent
only strengthens the business
case. “Sophisticated shareholders
understand this,” Mr. Ellis says.
“These programs don't take away
from our profits; they are baked
into what we do.”

"*—: | "Research shows that if you
“F/™ want to attract top talent,

_ i you have to demonstrate
‘ that your business values
more than just the bottom line.”

—Michael Ellis, chief compliance officer and group general

counsel, Abercrombie & Kent
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