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Right tine to call for corporate governance now

Pratap Paraneswar an

NECESSI TY is definitely the nother of invention. The urgency of a
situation nearly always leads to, at the very least, a creative thought
process about the matter, and at nost, a solution to a problem

This rings true for Ml aysia at the nonent as the current difficult
econom ¢ situation for many of the country's conpanies has led to calls
for the invention of new paradigns and rules to deal with it.

According to Prine Mnister Datuk Seri Dr Mhathir Mhamad, the ease
with which the currency deval uati on and share depreciation can distress
even strong conpani es underscores the need for new rul es and regul ati ons
to i nprove corporate resilience.

Stressing that many existing |l aws and rul es, and banki ng practices, tend
to aggravate rather than mitigate the situation faced by corporations, the
Prime Mnister called for the fornulation of new sets of rules,
regul ati ons and | aws to address the situation.

In this regard, weaknesses in corporate governance have to be | ooked
into, he said at the | aunch of Registry of Conpani es' centennial
cel ebrations and the International Conference on Corporate Governance on
Tuesday.

One particul ar weakness in the Ml aysi an corporate sector nust be the
frightening situation where the chairnen of corporates and their board of
directors are left in the dark of the operational |evel of the conpanies
they are supposed to head.

This has led to instances where the board of directors was unaware of
i mpendi ng huge | osses and corporate failures.

"How can they deliberate on the weaknesses in the organisation, if they
are not aware of its operations,"” asked one banki ng anal yst.

For corporate governance to be practi sed, nanagenent needs to be
transparent and ensure there is proper and tinely flow of information, he
added.

The presence of the sanme directors sitting on many di fferent boards
further conpounds the problens as it necessarily neans lack of tinme to be
able to foll ow each of their devel opnents.

"Sometinmes the directors are only aware of an inpending crisis when it
istoo late,"” he said

This is, however, a two-way street as directors too need to exercise
greater responsibility and prudent managenent on their part.

Cor por at e governance further nmeans that the chairman and the directors
take total responsibility for the actions of the conpany as opposed to
just being required to attend the obligatory couple of neetings a year.

But for corporate |leaders that wilfully |lead their conpanies to the
corporate killing fields, the authorities need to ensure the full force of
the law is upon them

"There nmust be investigations, and if they are found guilty, they should
be prosecut ed.

"If the lawis strictly enforced, people will wake up,
sai d.

Such an approach has been successfully applied to the country's banki ng
sector which rose stronger out of the ashes of the recession in the 1980s.

Under the Banking and Financial Institutions Act 1989, bank nanagers
will be dished out hefty fines if false information is subnitted and for
t he non-di scl osure of pertinent information.

t he anal yst



This has led to the introduction of a nore reliabl e banking information
system said one anal yst.

The clarion call for heightened corporate governance has not only
originated fromour shores.

In fact, the Asia Pacific Economnic Cooperation has agreed to | aunch an
initiative to exam ne ways to inprove corporate governance as a nmeans to
avoid the repetition of the Asian financial crisis.

The organi sation was in agreenent that the undoing of several econom es
was not only the result of poor surveillance by governnments but al so due
to |l ack of corporate governance, which includes the accumnul ati on of short-
term debt and unhedged forei gn currency denoni nated debts.

Even the Organi sation for Econom c Cooperation and Devel opnent ( OECD)
recently commented on the need for nore effective regulation in an
environnment of greater risk especially in a gl obalised econony.

"The quality of corporate governance is of particular inportance at a
time when interactions between corporations and their capital suppliers
are under goi ng fundanental changes, with significant inplications for
ot her corporate stake hol ders, such as enpl oyees.

"Due to gl obal deregul ati on and technol ogi cal change, capital suppliers
are encountering new opportunities to inprove their returns ... conpanies
are exposed to a wider and nore conplete range of capital raising
vehi cl es; and enpl oyees are experiencing greater exposure to the risks and
rewards of conpetition," the CECD said.

The call is an opportune one, though one wonders why the issue of
corporate governance was not on their mnds when all the economes, nowin
the dol drunms, were rolling along merrily.

No doubt gl obal investors will return to battered Asian narkets first to
those nmarkets and to those corporates that display standards of corporate
governance and transparency closer to international norms such as the
Cadbury Report.

As suggested by a speaker at a conference, the training and quality of
the securities regul atory process shoul d be upgraded to enhance the
capacity for tinely accurate disclosure of material information, and to
rai se standards of corporate governance through sel f-regul atory and
regulatory initiatives.

Though some people may criticise these noves as akin to shutting the
stabl e doors after the horses have bolted, it is obviously tinme that such
measur es are adopt ed

And what better tinme than when it is absolutely necessary to do so.
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