


And this is where the WBC can help by initiating a national dialogue on the concept of the

Sacred Trust; i.e., it i3 the responsibility of corporate governance that companies behave in a
way that does not threaten or harm the structure that houses them, the dynamic. This, in fact,
would be asking no more of corporate govemance than what was intended in the laws under
which joint stock companies were created in the firsi place, It is to ask no more of corporate

govemance than should be expected of it.

Yet it was just this responsibility that corporate governance has too often abandoned in a
slavish pursuit of shareholder value, the sound bite of choice of the roaring 90's. In building
to the bubble that burst in 2000, *shareholder value’ was exactly what the broker wanted to
sell and was precisely what the customer wanted to buy. The problem was that what the
customer — the ‘shareholder’ — wanted was not necessarily consistent with the health of the
companies whose stock he or she held, the companies that largely comprise the economic

realm.

There was, in effect, a disconnect between to the two primary f‘unctions of the equity market -
- accumulating investment capital and providing a place to trade it. ‘Shareholder value’ was,
in fact, a misnomer, and its common usage remains just that today. What it actually means to
those who claim it is marke! value, i.e., the price of any one share, say one one-hundredth
million of the company s equity account, at any particular moment in time. And the ultimate
problem with ‘sharcholder value’ as sound bite is the confusion it led to with imvestor value.
The cffect was that of the il waging the dog, where short-term, market ¢learing transactions

assumed so domirant a profile thar the equity exchange, whose first and most tundamental



purpose was to facilitate and encourage investmnent, fell to encouraging and facilitating

speculation.

And while speculation is inevitable in any market, taken to extremes it can be ruinous because
its effect is to treat the company, the whole company, as a product or good to be swapped and
consumed and excreted one share, one slice, at a time. Looked at in terms of agricultural
economics, it is analogous to slaughtering the breeding stock; i.e., that which whose purpose

and value is to produce is instead consumed.

The solution to this disconnect is not to sa much to regulate the market, to cut off the 1ail, as it
is to improve the behavior of the dog, to quell its excitability. And this is first a value thing,
and then a behavior thing, the former being the basis and focus of WBC and the latter being
its intended impact. While the core values are concrete, they need nurturing and promotion to
find expression and impact. Behavior is driven by instinct, process, and leaming. It reflects

both values and needs, and is affected by our perception and appreciation of each.

Perception and appreciation follow attention and respond to information and this is where the
sound bite comes in, for good or ill. As above, it was a convenient venue in the pursuit of
short-term gain, no matter the cost. But shareholder value is also a goal essential to the
success of a company and a concept critical to the cntirety of the economic reaim. The failure
af corporate governance in 1oo many ¢ases was not that it was driven by sharcholder value,
but that it was driven by noihing clse. What is needed is a companion sound bite to broaden

the perspective of Board Reom Jdeliberations and why aot Sacred Trie?



The idea of the Sacred Trust in no way would lessen a company’s pursuit of cxcellence or its
competitive instincts, What is envisioned is a specific acknowledgement of it in the form of a
stated corporate commitment to the dynamic. As one Board member drives for shareholder
value, another puts Sacred Trust on the table and by this the context of decision making is
broadened, the discussion and analysis more comprehensive, Specifically what is envisioned
is a routine and conscious inclusion of the Sacred Trust in Board Room planning and

operating decisions.

It must be remembered -- and reminded -- that while the direction and operational practices
of a company reflect the management style and vision of the CEO, the CEQ is hired by and
responsible to the Board of Directors. So as the Board hires, the Board gets, and is responsible
for -~ for good or ill. The Board also chooses how it will respond to the equity market where
the company’s stock is traded. It can decide whether it wants to attract investors or |

speculators, to grow and improve its breeding stock, or to slaughter and consume it.

Advancing the concept of the Sacred Trust presents significant challenges. First among these
is that the role the economic realm plays as guarantor of our political and religious freedoms
is not generally recognized. Second., many in leadership positions, already wary of the
autonomny of business, ¢an point tao casily to companics which act with disregard for the core
v alues and the impact their decisions have on the dynamic. However. we have learned over

the lust 100 years that joint stock vompanics will change when required und prodded. Wecan
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swim in rivers that once caught on fire and breathe safely in cities where once the air hid the

noonday sun.

‘While much remains to be done in an ever changing world, the fact remains that there has
never been a period in human history when political freedoms were as widely enjoyed or
realistically anticipated, or that the ability to have an effect on one’s material well-being has
been more widespread. In 1960, only two in five Americans over the age of 25 had a high
school degree. Less than forty years ago, common civil liberties were denied by law 10 one in
ten Americans. For all its problems, it is a measurably better world we live in today than it

was fifty years ago.
The emergence and interaction of the three realms has been essential to this progress and will
remain its predicate into the foreseeable future -- so long as the dynamic is maintained and

opportunities to strengthen it are sought and realized.

In this, the WBC is well placed to serve an important role.

Copyright 2004, Paul Belford. This paper draws heavily from Fulves. Munagement and

Crrouth, P.O. St Claire i Paul Beltordy. Whitich Press 1999,
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