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Most companies are not there yet in terms of having truly effective boards that add long-term value to
companies. BY MAK YUEN TEEN

ORPORATE
governance
reforms in
Asean be-
gan with
the release
of the Fi-
nance Com-
mittee Report on Corporate Govern-
ance in Malaysia in February 1999
and the publication of the Malay-
sian Code of Corporate Governance
in March 2000. This was followed
by Singapore’s first Code of Corpo-
rate Governance, developed by the
Corporate Governance Committee
and published by the Ministry of Fi-
nance, in April 2001. Other found-
ing members of Asean also re-
leased codes of corporate govern-
ance in the early 2000s — Indonesia
in 2001 and Thailand and the Philip-
pines in 2002. They all have since
revised their codes. Some other
Asean countries have since em-
barked or are about to embark on
their own governance journey.

In charting the path that a partic-
ular country takes, it is useful to dis-
tinguish between four different
phases of the governance journey:
B Awakening
B Awareness
m Compliance
m Performance

The accompanying table shows
the key phases and whatl see as the
key action steps needed and their
drivers. The different phases do
overlap and can occur concurrent-
ly. For example, even if awareness
of good corporate governance as a
whole is high in a market, it must
be ongoing as new companies, di-
rectors and other stakeholders par-
ticipate in the capital markets.

Prior to 2000, corporate govern-
ance concepts were quite new to
many in the business community
in Asean. Codes of corporate gov-
ernance and other governance
rules were quickly introduced to
“wake up"” docile boards (which
were often rubber stamps at that
time) and apathetic stakeholders.
Governments and regulators
played the key role in this phase.
This “Awakening” phase in the five
founding Asean member countries
was a relatively sudden and short
phase that was triggered by the
1997 East-Asian financial crisis.

It is often major crises or scan-
dals that jolt a country into action.
For example, the Sarbanes-Oxley
Act 2002 (SOX) in the US sprang
from the Enron and WorldCom ac-
counting scandals. It caused the US
to move from a non-prescriptive,
rather pure disclosure-based ap-
proach, where regulators generally
only required companies to dis-
close their approach to corporate
governance rather than dictate
their approach, to the highly pre-
scriptive SOX and related changes
in Securities and Exchange (SEC)
and stock exchange listing rules.

Through past crises, we can also
see that governments and regula-
tors often avoided addressing the
“elephant in the room” in govern-
ance reforms. For example, SOX
largely targeted the “symptoms” in
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the Enron and WorldCom scandals,
such as weak internal controls over
financial reporting, threats to audi-
tor independence and inadequate
whistleblower policies and protec-
tion, butavoided arguably bigger is-
sues of imperial CEOs (who were at
that time almost universally also
board chairmen), weak board cul-
ture and lack of shareholder rights
in the US. In this region, one of the
“elephants in the room" that has yet
to be satisfactorily addressed by
regulators is the control that major
shareholders have over independ-
ent directors. This remains the big-
gest Achilles heel of corporate gov-
ernance for many countries around
the world. Making incremental
changes to criteria used to deter-
mine “independence” of directors
have had only a marginal impacton
the true independence of directors.

The “Awakening” phase is gener-
ally followed by the “Awareness”
phase, during which stakeholders
like industry and professional bod-
ies, often in collaboration with regu-
lators, organise conferences and
training programmes to raise
awareness of corporate govern-
ance. The focus here is very much
on helping the business communi-
ty understand the new corporate
governance landscape and rules.

[ think it is fair to say that the
original five Asean members of In-
donesia, Malaysia, the Philippines,
Singapore and Thailand are all past
the “Awakening” and “Awareness”
phases on the whole.

The next phase is the “Compli-
ance” phase, where the emphasis is

to ensure that companies and indi-
viduals comply with corporate gov-
ernance rules and guidelines. The
key action step is enforcement, by
regulators and investors. Here, the
original five Asean members argua-
bly differ substantially. Although
compliance is important, this is
where the "box ticking” approach
has its roots. 1 believe that most
companies and bhoards not only in
this region, but around the world,
have not moved beyond mere com-
pliance when it comes to corporate
governance.

Moving from the “Awakening” to
the “Awareness” and then to the
“Compliance” phases are not with-
out their challenges. It is like going
on a treadmill and the incline gets
steeper and the speed faster, but
many companies and boards are
able to move towards compliance
with rules and regulations with
some effort. However, moving to
the "Performance” phase — where
boards are truly effective in enhanc-
ing long-term value of companies —
is a completely different proposi-
tion. It is like going from the tread-
mill to running the marathon.

The reason why moving to the
“Performance” phase is very diffi-
cult is that the key action step nec-
essary is culture change, which has
to be largely driven by boards them-
selves. The bi-annual survey of cor-
porate governance in Asia pub-
lished by the Asian Corporate Gov-
ernance Association (ACGA), which
evaluates countries based on corpo-
rate governance rules and practic-
es, enforcement, political and regu-
latory environment, disclosure and
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transparency and corporate govern-
ance culture, has found that most
countries consistently score much
lower on corporate governance cul-
ture than other factors. ACGA de-
fines “corporate governance cul-
ture” as “companies, investors, pro-
fessional firms, the media and oth-
ers making voluntary efforts to im-
prove corporate governance”.

Regulators have a far more limit-
ed role in promoting culture
change. However, they can facili-
tate it by changing their approach
to regulation as follows:

W Placing less emphasis on con-
stant and minor tweaking of rules,
which often creates more “box-tick-
ing” without substantive changes
m Adopting a more princi-
ples-based approach, which focus-
es on the desired outcomes than
specific “best practices”

W Making a small number of bold
changes targeted at influencing
board culture

In my opinion, the small
number of bold changes in rules to
promote culture change in boards
should be targeted at affecting
board composition and reducing
“groupthink”, through the introduc-
tion of fresh talent and perspec-
tives onto boards.

Investors can also play a role in
fostering culture change by intelli-
gent voting of their shares to sup-
port board renewal and holding
boards to account.

While regulators and investors
can exert external pressure to pro-
mote culture change, the most im-
portant driver for culture change is
boards themselves. To do so, they
should be:

M Focusing less on just legality or
formality of board procedures, and
more on ethics and board effective-
ness issues

W Improving the search and nomi-
nation process and succession plan-
ning for directors to ensure that
they get the best and fresh talent
W [mproving professional develop-
ment of their directors with less fo-
cus on training targeted at mere
compliance or how to reduce liabili-
ty for directors, and more focus on-
making directors and boards more
effective

W Acting on properly-executed re-
views of board effectiveness by us-
ing such reviews to improve board
renewal, succession, search and
nomination processes

Most companies are not there
yet in terms of having truly effec-
tive boards that add long-term val-
ue to companies. The rest of the
journey is going to be far more diffi-
cult than what has gone on before
and some sharp turns will be need-
ed to get there.

1 The writer is associate professor
at the NUS Business School and
was a member of the corporate
governance committees in
Singapore that developed the first
Code of Corporate Governance and
revised the Code in 2005.

This article is adapted from a
speech titled "Governance: Next
Steps for South-East Asia"” given by
the writer at an overseas corporate
governance conference in 2014



