TINUS

National University
of Singapore

Co

Source: The Business Times, p17
Date: 5 December 2023

orate culture: The root of
good and poor governance

Setting the tone with the right values, attitudes and behaviours must start with the top leadership. &y mak vuEn TEEN

IN HIS opening address at the Sias Corpo-
rate Governance Conference on Nov 6,
Monetary Authority of Singapore manag-
ing director Ravi Menon said that Singa-
pore will assess if it should introduce a
new provision in its corporate governance
code to promote good company culture.

Coincidentally, | had accepted an invita-
tion to speak at the Annual Directors Sum-
mit organised by the Vietnam Independent
Directors Association the following week
on the topic of ethical leadership and cor-
porate culture.

| was asked to cover three main issues:
why ethical leadership matters especially
in the current economic context, the rela-
tionship between ethical leadership and
corporate culture, and empirical evidence
on the relationship between having an eth-
ical leadership and corporate value.

1 did not have a problem speaking about
the first two issues, but | was uncomforta-
ble talking about the third. | could easily
have said there is a relationship, as some
other academics have asserted, and pro-
ceeded to highlight research that claims to
have found such a relationship.

However, | took a different tack for two
main reasons.

First, | do not think one should do the
right thing only if it increases corporate
value, Second, especially in the social sci-
ences, nothing can be proven conclusively
and few relationships can even be said to
be supported by evidence with a high de-
gree of confidence.

1 put the third issue to rest by sharing
one of my favourite quotes on ethics by Pe-
ter Forstmoser, former chairman of the
board of directors of Swiss Re, who said:
“To be ethical is profitable, but to be ethical
because it is profitable is not ethical. And,
one might add, it is also not profitable in
the long run.”

I then shared examples of some interna-
tional and Singaporean companies that |
believe behave ethically, and how that has
helped them survive, thrive and gain
stakeholder trust, even though like all
businesses, they have gone through some
challenging times. It is not merely about
whether they have a code of conduct ora
whistleblowing policy or claim to have ze-
ro tolerance for misconduct. It's about
their actions, including how they treat em-
ployees, minority investors and other
stakeholders. The real test of ethical lea-

dership is often when a company is facing
difficulties or adifficult economic environ:
ment.

In my workshops with directors, | ask
for examples of how their companies walk
the talk. Are employees recognised for eth-
ical conduct, or only for achieving sales or
profit targets? One participant shared that
ina company where she was a director, the
CEO hung framed write-ups along the wall
of the corporate headquarters describing
how certain employees had through their
ethical actions helped the company. An-
other shared that they gave recognition to
whistleblowers {(anonymously) and em-
ployees who have acted ethically, and an-
nounced such recognition to employees,

Ethics and corporate culture

Using a tree as an analogy, ethics is the
seed; corporate culture is the root; corpo-
rate governance is the trunk; business
strategies, risk management and reward
systems are branches; policies and oper-
ations are leaves; and profit is the fruit,

The renowned management expert Pe-
ter Drucker said “culture eats strategy for
breakfast”. | would add that it eats gover-
nance and risk management for lunch and
dinner woo.

According to Winfried Bischoff, former
chair of the UK Financial Reporting Council
(FRC), "A healthy culture both protects and
generates value. It is therefore important
to have a continuous focus on culture,
rather than wait for a crisis.”

Companies such as the Tata Group in In-
dia, Avala Group in the Philippines and
Berkshire Hathaway in the United States
have survived and thrived over very long
periods. A strong corporate culture under-
pinned by ethics is key to their success.

Conversely, there are many companies
that have been hurt by poor corporate cul-
ture. Based on the nearly 250 case studies
that | have edited or written about compa-
nies that have been involved in corporate
govermance or accounting scandals, |
would say that poor corporate culture, fol-
lowed by ineffective boards and failure of
the three lines of defence are the top three
contributors — with corporate culture as
the first-order contributor.

The UK FRC defines culture in a corpo-
rate context as “a combination of the val-
ues, attitudes and behaviours manifested
by a company in its operations and rela-
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tions with its stakeholders™.

An ethical culture is at the heart of cor-
porate culture but corporate culture also
encompasses a risk culture, performance
culture, focus on customers, and respon-
sibility to society,

Board's role in corporate culture

It is important that the board Is involved
not only in developing the corporate cul-
ture, but also ensuring that it is cascaded
throughout the organisation. The board
needs to work with the management in do-
ing so. Picking the right chief executive of-
ficer who |s ethical is crucial.

A good corporate culture starts with the
board setting the right tone by ensuring
that each director subscribes to high stan-
dards of conduct, and that issues relating
to values, standards and ethics are dis-
cussed with the management and are con-
sidered in setting strategic objectives and
decision-making.

Directors also need to show respect for
the management. In one organisation, the
chairman openly criticised the CEQ, not
only in board meetings with the CEO pre-
sent, but also in the presence of outsiders.
While there were performance issues with
the CEQ, such behaviour is unacceptable
and sets a bad example for the manage-
ment. If the board treats the CEO this way,

the CEQ may do the same with employees.

The board should also monitor the cor-
porate culture. The Guidance on Board Ef-
fectiveress published by the UK FRC in
2018 suggests the following sources that
can provide insights into corporate cul-
ture; turnover and absenteeism rates;
training data: recruitment, reward and
promotion  decisions;, whistieblowing,
grievance and “speak-up” data; employee
surveys, board interaction with senior
management and workforce; health and
safety data, including near misses;
promptnessof payments to suppliers; atti-
tudes to regulators, internal audic and exit
interviews.

When discussing remuneration policies
with directors, Lask if they evaluate wheth-
er employees who demonstrate the appro-
priate values are recognised in reward and
promotion decisions. For example, are the
employees who gain the fastest promo-
tions and highest rewards consistently the
ones who did best on financial perfor-
mance measures, such as sales and prof-
its? If so, messages about values and ethics
may be no more than lip service.

The UK FRC guidance also provides use-
ful indicators of a good corporate culture,
such as honesty, openness, respect; adapt-
ability, reliability; recognition; acceptance
of challenge; accountability; and a sense of
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shared purpose.

It also suggests possible signs of prob-
lems with corporate culture that directors
should watch out for. These include silo
thinking;, dominant/arrogant leadership;
pressure to meet the numbers/overambi-
tious targets; lack of access to information;
low levels of meaningful engagement be-
tween leadership and employees; lack of
openness to different views; tolerance of
regulatory or code-of-ethics breaches;
short-term focus; and misaligned incen-
tives.

On silo thinking, a country CEO once
shared with me hisexperience workingina
company that had imploded in a scandal.
He said that the founder and group CEO
did not allow him access to the subsidi-
ary’s product development department in
the country he was responsible for. A high-
Iy compartmentalised approach to man-
agement was also practised at Satyam
Computer Services, which saw one of In-
dia's biggest corporate frauds.

Directors need to be observant rather
than rely solely on information from the
management in monitoring corporate cul-
ture. In one organisation, a director habitu-
ally arrived early and chatted with em-
ployees in the corporate headquarters. He
noticed that there were often new faces,
suggesting a high turnover. He proposed
that the management start providing em-
ployee-turnover information in manage-
ment reports to the board, and that an in-
dependent employee-engagement survey
be undertaken. There could be various rea-
sons why turnover is high, but, in this case,
it turned out that it was an issue with the
management style that was driving em-
ployees away.

More box-ticking?

Singapore does not have fit-and-proper
tests for directors and management be-
yond basic statutory requirements and
loose listing-rule requirements on charac-
ter and integrity. These requirements have
not stopped highly questionable individu-
als from being appointed as directors and
senior management of Singapore Ex-
change-listed issuers. Unless we see
changes starting from the top of compa-
nies, including the adoption of more strin-
gent fit-and-proper requirements for di-
rectors and the management, adding a new
provision on corperate culture in the code
could become just another meaningless
box for companies to tick.
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