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‘I know nothing – nobody tells me anything’. 

(James Forsyte in The Forsyte Saga by John Galsworthy (1906)) 

 

When companies fail boards get blamed – either they knew and were complicit, or did not 

know and were incompetent. At the heart of corporate governance is information asymmetry 

between various parties. The UK Code of Governance sets a high standard for board 

information governance, placing a particularly heavy burden on chairmen, stating that ‘the 

chairman is responsible for ensuring that the directors receive accurate, timely and clear 

information’. The Code goes on to state that ‘management has an obligation to provide such 

information, but directors should seek clarification or amplification where necessary’. 

Corporate governance failure is almost always accompanied by information asymmetry 

whereby the non-executive directors were not aware of what was going on. 

 

Board knowledge then is a critical element in corporate governance. The assumption is that if 

boards know what is going on then all will be well. If they do not know, corporate failure will 

follow. 

 

Information asymmetry paradox 

Independent directors typically do not have the same access to company information as 

executive directors, nor do they have the same company-specific knowledge. The issue of 

board-management information asymmetry is of fundamental importance because it is seen 

as a threat to boards, undermining their ability to monitor management and as tending to 

reduce non-executive directors to a dependent role. Information asymmetry can be viewed in 

a number of ways: (i) information as a means for boards to monitor managers, (ii) as a 

dependency of non-executive directors on executives for information and (iii) information as 

a resource non-executive directors bring to boards, whereby non-executive directors can be 

characterised as information resources to management. From a resource dependency 

perspective, a board (non-executive) role is providing advice and information – non-

executives bring information to boards to complement management’s lack of information.  
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In a survey of directors of Australian listed companies, directors perceived the chief executive 

and management to have a controlling power over information. One explanation for this 

information asymmetry or imbalance between management and board is, quite simply, that 

non-executive directors are part-timers and the executives, by contrast, are experts.  

 

Boards of directors and non-executive directors in particular, have been characterised as 

having dual roles as monitors of management and as advisors. Given this dual role, chief 

executives face a trade-off in disclosing information to boards: If they reveal their 

information, they receive better advice; however, informed boards will also monitor them 

more intensively. Since independent boards are tougher monitors, chief executives may be 

reluctant to share information with them. Too much emphasis on monitoring tends to create a 

rift between non-executive and executive directors, whereas forming strategy requires close 

collaboration. In both activities, independent directors face the same problem: they depend 

largely on chief executives and company management for information. The better the 

information provided by chief executives, the better is the boards’ advice. The more precise 

the boards’ information about strategic options, the greater the risk to chief executives that 

boards will interfere in decision making. As a result, chief executives may not communicate 

firm-specific information to boards that are too independent. In practice, there is likely to be a 

continuum between value-adding board advice and board interference, which may depend on 

the business context and life cycle of the firm. This is what we call the ‘information 

asymmetry paradox’.  

 

Board-management information asymmetry 

The potential for this information imbalance to compromise board effectiveness cannot be 

ignored. For example, the first principle of the UK Corporate Governance Code is that the 

‘board should set the company’s strategic aims.’ However, non-executive directors may not 

be able to set strategy because they have neither the time nor the means to acquire the 

necessary knowledge about the business of the company.  

 

These conceptual difficulties do not give rise to any real doubt in the mind of experienced 

board members about the purpose and value of the board’s role. Boards can never know more 

about the business of the company than management. Managers often have a lifetime 
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experience of their industry with which boards cannot compete. The role of the board is to 

challenge but not to second-guess or duplicate management.  

 

Understanding the clear distinction between the roles of management and board is the clue to 

resolving any board-management information issues 

 

Characteristics of management and board work  

Characteristics of managers’ work set out by Henry Mintzberg in his classic The Nature of 

Managerial Work include:  

• Much work at unrelenting pace. 

• Activity characterised by brevity, variety and fragmentation. 

• Preference for live action. 

• Attraction to the spoken as opposed to the written word. 

 

It is clear even from this brief set of characteristics that the role of managers and boards are 

quite different. Table 1 contrasts the characteristics ascribed to managers by Mintzberg with 

those characteristics generally attributed to boards and their way of operating. 

 

  

Table 1: Comparison of management and board work characteristics and their influence on information 

 

 

  

Management characteristics (Mintzberg) 

 

Board characteristics 

 

 • Studies of chief executives suggest they seldom 

stop thinking about their jobs  

• The time devoted to the company’s affairs is likely to 

be significantly less for a non-executive director than 

for an executive director (Higgs Report, 2003, p. 64). 

 

 • Managers’ activities are of brief duration of the 

order of … minutes for chief executives  

• The chairman should ensure that ‘adequate time is 

available for discussion’ (FRC 2012, Provision A3) 

 

 • … managers were seldom able or willing to 

spend much time on any one issue in any one 

session 

• Issues at board should be given ‘thorough 

consideration’ (FRC Guidance, 2011, p. 6). 

 

 • To be superficial is, no doubt, an occupational 

hazard of managerial work 

• The non-executive director should insist on ‘full and 

satisfactory answers within the collegiate environment 

of the board’ (Higgs Report, 2003, p. 29). 

 

 • Some of the manager’s sources of information 

are open to no one else 

• The emphasis in all information … should be on clarity 

and transparency. (Higgs Report, 2003, p. 50). 

 

 • Managers work with verbal information and 

intuitive (non-explicit) processes 

• For significant decisions, therefore, a board may wish 

to consider extra steps, for example,  describing in 

board papers the process … to arrive at and challenge 

the proposal (FRC Guidance, 2011, p. 8-9) 

 

 •  The manager demonstrates a strong thirst for 

current information  

• Information must be provided sufficiently in advance 

of meetings to enable non-executive directors to give 

issues thorough consideration and must be relevant, 

significant and clear (Higgs Report, 2003, p. 50) 
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Principal differences between board and management information 

Differences in management and board information processes outlined in Table 1 lead to 

differences in management and board information experiences as summarised in Table 2: 

 

  

Table 2: Management and board information experiences 

 

 

    

 Manager Information Board Information  

 • Intuitive • Reflective  

 • Implicit • Explicit  

 • Spoken • Written  

 • Individual • Collective  

 • Informal • Formal  

 • Expert • Generalist  

    

 

The process of management accountability to boards involves a transition from individual 

knowledge of managers to the collective knowledge of boards. 

 

Implications for governance practice 

The information asymmetry paradox and the differences between management and board 

information experiences have a number of implications: 

• Management information is primary and direct, with much of managers’ critical 

information being tacit or implicit.  

• Board information and knowledge is secondary and mediated. Boards therefore have a 

distinctive role with their focus on explicit knowledge. 

• These distinguishing characteristics of management and boards are complementary 

• Accountability is the process of transition from individual judgements of managers to the 

collective judgements of boards, which is the real board-management information 

dynamic. In engaging with boards, managers are required to account for their actions, 

which makes explicit what would otherwise be implicit and inaccessible.  

 

Concluding comment 

Information imbalance between boards and management is unavoidable. Managers have more 

firm-specific information. Boards depend on management for much of their information. We 

must accept these realities of individual experience and group dynamics as we find them 

rather than seek to invent some idealised governance process.  
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Board-management information processes, while different, are complementary. The largely 

implicit information of managers finds its confirmation and validation in the accountability 

discourse of the board room. The two distinct information streams join in a common outcome 

and a shared judgement as expressed in the time honoured minute of decision: ‘It was 

resolved…’ 
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