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ABSTRACT

Lack of information and responsibility within risk management, among board members and top
management, and homeowners has all contributed to the current global sub prime mortgage crisis.
Similarly a lack of appropriate governance and risk management to the temptation of short term
profit prospects led to the Asian crisis of the late 90s and the corporate ethical disasters of Enron
and WorldCom. Those apparently unrelated events led to regret and even fear. Moreover, they
also resulted in stricter regulatory oversight. The main question is how to overcome fear and
regret amid recurring economic crises? This paper argues that converging global corporate
governance principles and best governance practices may provide the first steps to institutionalize
reform to contain global crises. Those practices embrace generic principles of institutional
transparency, personal candor and attention to an attitude of integrity while best governance
practices acknowledge the local context in which institutions and corporations function. Despite
some costs incurred in increasing transparency, institutionalized disclosure and individual
integrity can make a difference to guarantee appropriate corporate behavior that may strengthen
the corporate decision-making process and could bring back confidence and trust in those
corporate and financial institutions and their leadership.
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There does not seem to exist any commonality between the ongoing financial global sub
prime mortgage crises and the Asian crisis of the late nineties on the one hand and anti-corruption
corporate campaigns on the other hand. Or is there? Indeed, there is. We believe that there is an
indication that something under the surface links the causes of those phenomena: a lack of
institutional and or individual responsibility.

Cutting corners or taking the easiest way while avoiding accountability may not seem
unexpected in a competitive business environment. It may even be considered as normal behavior
to satisfy the investors’ expectations to continue to provide continuously growing or persistent
quarterly earnings per share. Improving corporate responsibility on an institutional level and
candor aligned to integrity on an individual level could counter some of the lost trust and
confidence. Those at the centers of power and authority have corresponding duties and
responsibilities to fulfill for which they can be accounted for through processes of transparency.

Transparency is a central pillar of Good Corporate Governance. Increased disclosure and
transparency are crucial for effective risk management as part of corporate governance. The
notion of transparency that presents a truth claim reflects a new value in the information culture
in general and more particularly in an increasingly global business environment. Transparency
refers to an open society in which a thriving business requires valid information about markets
that implies risks and opportunities. Transparency can be firstly seen in the context of a new
digital reality of more disclosed data turned into information and knowledge within and between
organizations or secondly in terms of personal responsibility, alias integrity. Generic governance
principles are translated into contextual sensitive practices of improved institutional disclosure
and enhanced individual accountability. Those “best” governance practices could substantially
reduce though not eliminate the likelihood of crises and or corrupt behavior by corporations.
However, a shift to more transparency is only possible by a moral culture shift that breaks certain
taboos and the “silences” of the past.

This paper will firstly analyze some reasons why a lack of responsibility and weak
governance practices is at the root of those apparently unrelated crises and corporate ethical
debacles. Greed, neglect and ignorance cannot be a valid excuse for those failures. A quest for
converging good corporate governance principles are part of the solution in this increasingly
complex and uncertain global interdependent economy. In a second part we emphasize the
aspects of transparency as a fundamental underlying aspect of those converging good corporate
governance principles. Transparency can be institutionalized through improved information

disclosure requirements, either mandatory or voluntary, within a less opaque society.



Nonetheless, one should be guarded against overzealous or unwise quests for disclosure, since
reducing asymmetric information has its costs as well. In a third part, we argue that improved
individual integrity, accountability, personal candor and professionalism of top management
should enable the organization to lift towards visionary and sustainable business strategies.
Moreover, without transparent responsibility, business leaders will not be able to regain trust and

confidence which regrettably and fearfully have been lost in these recent crises.

REGRET AND FEAR VERSUS TRANSPARENT RESPONSIBILITY?

The world currently seems to be in the grip of fear and regret caused by the securitized
mortgage instruments meltdown that led to a systemic global financial crisis. Similarly, being
caught in a corporate corruption scandal usually brings along the emotions of fear and regret. The
implication of greed, neglect and ignorance can be far reaching and its consequences sometimes
quite intrusive. But fear is hardly ever a reliable guide and regret usually comes too late since the
damage has been done and its consequences can be quite dramatic, either on an individual or on
an organizational level. Our conviction is that a lack of transparent responsibility that is
translated into opaque governance rules and non-responsible and even outright greedy behavior
are partially responsible for the current global financial problems and corporate debacles. Global
competition and recent corporate disasters have brought pressure for improved corporate
governance and more particularly transparent leadership to the forefront, both in the West as well
as in the East. Being transparent indicates that light is allowed to pass through so that objects can
be clearly seen; it also means “without guile or concealment, open, frank and candid.” Hence,
transparency in the current social and business context can be defined as the social value of open
institutional and/or individual access to particular information held and disclosed by centers of
authority who supposedly function as ‘stewards’ and ‘guardians’ of information on which
corporate entities are based, for the sake of their respective owners and ultimately for the sake of
the public at large. Moreover, corporate governance cannot be meaningfully analyzed in isolation,
independent from the role of institutions and public governance that both concerns transparency’,
fairness and the legal system of the market mechanism. The recent financial crises seem to be
caused by the antipode of transparency. A common factor determining the success of a corporate
governance structure is the extent to which it is transparent to market or regulatory forces.

Crises do not come unannounced. We just do not seem to respond to those tacit or
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the price to be paid for lacking transparency and accountability in the securitization process of
mortgage loans (Collateralized Mortgage Obligations or CMOs) has proven to be very costly in
terms of loss of credibility, reputation, market share and value. The financial meltdown starts to
show its negative repercussions in the real economy, resulting in an economic recession that
could easily last till the first quarter of 2010 or way beyond. It is unnecessary to mention that it is
not [just] the overzealous risk-taker but [most likely] the taxpayer who will pick up this expensive
bill. What went wrong? Excessive credit, excessive leverage and excessive funding were at the
root of the subsequent panic in September-October 2008 that led to systemic illiquidity and
insolvency to be rescued by the respective governments in the world®. Excessive credit was made
possible through “dumb money” where investors were looking for yield in high rated securities,
hind insight wrongly rated as non-risky by the international rating agencies. Since investment
banks and the securities packaging companies started to sell more and more of this “toxic waste”
without recognizing the potential risks, fed by cheap credit that lured sub prime borrowers to take
advantage of the free lunch available, a lack of oversight made the meltdown, hind insight once
mroe, inevitable. Competitive pressures at the top of those banks and a well-known herd-effect
pushed them to purchase and keep those securitized loans on their own books instead of further
mitigating the risk. Moreover, one can argue that there was a lack of full internalization of those
risks in the banks buying and selling those CMOs. Even if risks were expressed by the respective
risk departments, they became less efficient as the cycle of buying and selling those securitized
loans was progressing and in fact at the height of the danger, risk management was at it weakest.
There was a total breakdown of applying the appropriate governance principles because more
leverage was taken on the balance sheet without providing any cautionary cushion. In addition,
the short term credit was considerably cheaper than long term capital with the idea that one could
keep the borrower on a short leash. No one was building reserves, one paid out the cash to their
top executives as bonuses for the short term profits generated through this apparently profitable
securitization process till the presumably golden eggs broke in August 2008. It seems that the
institutions were not prepared to support the increasingly complex financial securization process
and the related mortgages which were not that risk-free as wrongly presumed. Moral hazards, and
the failure to anticipate quite obvious risks aggravated by “irrational exuberance” at the prospects
for profits partially explains the bubble (Shiller 2008°). Finally, the excessive funding for
mortgage loans paradoxically lead to illiquidity and insolvency as those loans unexpectedly
started to mount, securitization became increasingly more complex (un)consciously hiding any
risk. Pricing of these mortgages-backed securities became harder by the day. The myth that there
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Lehman Brothers were not bailed out by the USA government. The rest of this mortgage story is
history in process now.

What can be learned from this particular crisis? Illiquidity is contagious. Although hedge
funds are usually better equipped than regulators to monitor risk, one pushed the bottom of risk-
taking profitability a little too far. By imposing enormous reserves for risk taking, money was
pushed away by securities houses and investment banks — which are comparably less dictated by
regulatory oversight than traditional banks - to off-balance sheet activities out of sight of the
regulator. Excessive greed motives for example overtook the fear for too high risks within the
opaque hedge-fund business. It is acknowledged that a governance problem should not be equated
to a regulation problem. Having a variety of markets and instruments, institutions, government
intervention and global oversight coordination can help the system to regain some form of
confidence rather quickly. Financial infrastructure should be strengthened. Obviously, the private
sector needs mechanisms to absorb this crisis, and not just put the tax burden on the public at
large. Such improved mechanisms will imply some form of governmental regulation that
underpins the support for the financial sector without stifling innovative and creative new
products and services. However, the “Washington consensus” who advocated a strong belief in
open, free markets, and general acceptance of faith in the efficiency of the market, presumably
worldwide, seems to be in retreat in the face of the current global financial meltdown. The Obama
economic team and the EU leaders have clearly indicated during the G20 Summit in Washington
on 15 November 2008 and on a number of occasions afterwards that government intervention will
be needed to address the global crisis and rectify the “free” market. Moral hazards linked to the
market mechanism needs to be minimalized by better oversight, less opacity and stricter
accountability, not by more bloated regulations that could cause to aggravate the current crisis
situation. It can be suggested that in the short term the government has no choice but to bail out
which unfortunately has the side effect of encouraging moral hazard as in people acting
irresponsibly because they expect a bail out in case of failure (Shiller 2008). In the long term, an
improved information infrastructure is needed allowing people and firms to use an improved
knowledge base through transparency processes. Such improved framework will imply that the
Rating Agencies will need to be more effective and made accountable for their advice as well.
They grossly over-rated the CMOs; now they have changed shoulder and are about to over-react
in the pessimistic sense by about to downgrade some South European countries, possibly causing
unnecessary long term damage. A more moderate, less erratic and ‘objective’ attitude from
financial institutions, including the Rating Agencies, should be expected. If not, their existence

becomes redundant and dysfunctional. The role of policy- makers is not only to enforce current



laws, but to promote institutions that facilitate market discipline (Low, 2005). Second,
commitment to value creation through or under the constraint of moral values, and social norms
will help an accountable leadership to prepare and implement visionary strategies. It is within
limit(ation)s that a system can optimally function.

Similarly, the Asian Crisis of 1997 highlighted the inadequacy of systems of governance
at the state level as well as at the corporate level. During that crisis, the five most heavily affected
countries - Indonesia, South Korea, Thailand, Malaysia and the Philippines - lost more than USD
600 billion in market capitalization® or around 60% of their combined pre-crisis gross domestic
product. Total private capital flows to emerging markets are estimated to have fallen in 2002 to
levels last seen in the early 1990s (Cornelius, 2003). The predominant relationship-based style of
corporate governance can be seen as one of the fundamental drivers of concentration of
ownership accompanied by a lack of transparency has turned out to be one of the causes of the
region’s economic crisis (Millar et al 2005, Pye 1997). However, the Asian Crisis has brought
considerable progress in a more transparent corporate governance mechanism and more
comprehensive and internationally converging accounting standards in the respective inflicted
countries. In the ASEAN banking sector for example, a substantially improved transparency and
decision to adopt the International Basel II standards’, allowed for a drastic change from close
and intrusive regulation to a risk-based supervisory regime in most of those ASEAN countries
(Rhandawa, 2005). Such amelioration may prepare them for a more robust and sustainable
growth in the future.

At one extreme of the pendulum of information one finds secrecy that corresponds to
traditional loyalties and hierarchies whereas at the other extreme transparency oozes a
fundamental respect for individual autonomy while acknowledging growing interdependencies of
the global participants. The ideal of transparency assumes that more information about the
functioning of a publicly listed corporation reduces the likelihood of corporate misbehavior and
increases the chances that it will perform better. However, only if a firm is fully investigated by a
regulator or institutional authority is it truly possible to verify the information it provides. In
short, a company can be fully transparent and still be fraudulent. Enron and Parmalat are two by
now infamous cases that prove this point. Both disclosed massive amounts of data as required
under their respective capital market regulators, and in both cases, they were able to deceive the
public. Despite being allegedly transparent about their internal financial data and codes of
conduct, they did not tell the truth. Moreover, one can easily imagine corporations that are stellar

performers without being fully transparent.



After these public scandals of corporate appropriations, the quest for business legitimacy
has become a top priority aiming to indicate that corporations could be accounted for their actions
and subsequent consequences. Institutional transparency (Part 2), either mandatory (as for
financial information relevant for investors) or voluntary (as found in ecological and ethical
information relevant for stakeholders), is a necessary but not sufficient condition to guarantee
responsible and “accountable” behavior. Visionary leadership (Part 3) is needed to fill that gap
which obviously is much harder to assume in a competitive global economy.

Two caveats should be mentioned though. Sometimes, less transparency could lead to
better performances or even greater efficiency in the short term. The analogy between an open
society such as in India that may be slightly less competitive or efficient compared to a closed
society such as in China. The latter has grown more quickly and raised more people out of
poverty more rapidly than a democratic India. And the second danger lingers that — along with an
overzealous discourse about human rights and democracy — transparency has become another
buzzword that presumably tries to demonstrate the supposed moral superiority of Western
governance principles over the rest (Mahbubani, 2008). “It is hard not to wonder how much of
that discomfort of a lack of transparency [of Asian and Arabian investment whose inner workings
are indeed opaque] and how much is about the shifting power balance in global finance”
(Karabell 2008: 41).

In emerging markets, majority and family ownership are quite common, disclosure levels
are low, shareholders’ rights are sometimes ignored, and judicial recourse is sometimes very
uncertain. Asian corporations deploy opaque accounting principles, keeping the data ‘in the
family’ and practice ‘gift giving’ on a scale that could be interpreted as bribery in an Anglo-
American context. In Asian Cultures the lack of trust beyond extended family, collectivism and
cultures of power distance based on hierarchical status elevate the importance of certain socially
acceptable behaviors such as loyalty and close personal relationships in business. These specific
cultural and organizational characteristics, important to sustain social capital, may turn into
cronyism which selects and favors some “in-group members” based on relationships and
loyalties, or can overemphasize relationships and loyalties that can result in corruptive behavior
(Khatri et al 2003; Verhezen 2008b). Such cultural complexities may hinder and even undermine
the development and implementation of the good corporate governance required for sustainable
‘modernization’ in a global interdependent world. The objective of corporations in today’s world
should be to underwrite broader principles, finding a way of going beyond the contextual content
of a particular community and reaching some universal validity beyond cultures or ethno-centric

perspectives. It seems that a certain convergence concerning governance principles and corporate



citizenship can be established beyond cultural borders. Adhering to certain “transparency”
principles would help to reach such goals. Indeed, it can be argued that some socio-philosophical
framework of global governance principles should be suggested while respecting and
emphasizing the cultural historical context of its local practices to take on the enormous global
challenges.

Both the Asian Crisis in the East and the Sub Prime Crisis in the West suggest that
governance on a global level will need to be taken seriously because they demonstrate that an
occurrence in the East impacts the West and visa versa. Business is embedded in institutional
settings and socio-economic and political contexts of both a material nature, in terms of money
and tangible physical assets and a nonmaterial nature, meaning intangible assets such as
credibility, good will, trust, social capital and reputation, which influence governance systems.
Identifying common trends will become more and more related to the growing convergence of
some institutional settings by the globalization process. Despite the benefits of effective
governance practices and the pressure from globalization forces, changing governance models is
not easy because they are embedded in a national institutional environment (Zattonni 2008).
Although economies with sound disclosure levels in the banking system, which in turn is related
to the notion of transparency in public decision making, suffer lower level of corruption whereas
Thailand’s and Indonesia’s rating in Transparency International for example has not seemingly
improved since the 1997 crisis (Randhawa, 2005) and transparency is still a far cry, keeping away
a number of potential foreign investors. Modifying governance practices often requires amending
laws and, therefore, agreement between the political and corporate elite on the governance model
to adopt.

Despite the fact that the convergence of governance principles® seems to be orientated
towards the Anglo-Saxon model, significant differences still exist between countries and regions
when it comes to disclosures of various board sub-committees. The current global financial crisis
seems to hasten the ongoing trend of convergence of universally accepted accounting principles.
The US GAAP seems to be destined to look more and more aligned to the European International
Accounting Standards (IAS). Indeed, in spite of the global nature of today’s competition, the
political, economic and socio-cultural effects of local market institutions can have both positive
and negative influences on firm capabilities and competitive advantages (Millar et al 2005; Kogut
1991). It is difficult to envisage a complete convergence of corporate governance practices in
non-Western legislations because of significant differences in culture, legal translation, history
and path dependence (Ho et al 2004). However, a growing demand for global financing logically

induces those firms to adopt governance mechanisms and processes that are accepted on a global



basis. It is not too difficult to see that most of the “best” governance principles are focusing on
assuring that managers of companies are fully accountable to shareholders. A common platform
in corporate governance principles is becoming a necessity to guarantee and sustain international
financing from institutional investors or even to gain a competitive edge through a superb
corporate reputation. Moreover, increased disclosures are associated with market liquidity,
reduced cost of capital, and greater overall transparent responsibility. Adhering to those
transparency principles allows greater access to global competitive financing and global skilled
talent. But it is doubtful medium and smaller companies in Europe, Japan and Asia in general are
adapting those strict formal Anglo-Saxon disclosure principles, despite an obvious convergence
among the big multinational corporations.

Prior to analyzing the notion of transparency more in detail, it is worth asking what those
more generic governance principles and “best” practices are. Corporate Governance can be re-
defined as the interactions between coalitions of internal and external actors and the board
members in directing and steering a corporation for value creation (Huse, 2007; Brown & Caylor,
2006). Good corporate governance refers to the exercise of power and responsibility for corporate
entities (Mallin 2002). Corporate Governance can be defined as structures of relationships and
corresponding responsibilities among a core group consisting of shareholders, board members
and managers designed to best foster the competitive performance required to achieve the
corporation’s primary objective of profitability (Solomon & Solomon 2004). Moreover, good
corporate governance’s concern for capital providers or investors is related to assessing risk in
investments in a firm’s resources, to evaluating capital allocations to provide reasonable returns
and to monitoring how capital is managed over time (Puffer et al 2003; Banks 2004; Clarke 2007;
Huse 2007). One of the main objectives of corporate governance is to provide reliable
information about the firm through transparency and disclosure to all shareholders. Indeed, we
can safely assume that good corporate governance principles refer to and are concretely translated
into an obligation of care and formal fiduciary duty’ of officers and directors that accommodate
the shareholder value. The former refers to an attitude of responsibility towards all shareholders
and stakeholders embedded in informal social capital structures affecting the company. In other
words, dramatic changes in cultures of information require access about and from centers of
power and their accountability leading to the “right to know” and expanding “duty for disclose”.

The reasons for improved good corporate governance could be either to improve
efficiency or to legitimatize institutional investment (Zattoni et al 2008). The traditional agency
theory emphasizes the formal corporate governance mechanisms that focus on controlling and

monitoring of management by the Board (Fama & Jensen 1983; Jensen & Meckling 1976; Jensen



1986 and 2002). However, such a formal approach should not ignore the more informal corporate
governance mechanisms that underpin resource-oriented and relationship-based governance
(Peng 2003 and 2005; Pfeffer et al 1978; Hu & Verhezen 2009). Corporate governance principles
are justifiably considered as a needed check and balance system of the top management who run
the firm on behalf of the owners. However, in the UK, both the Cadbury (1992) and Hempel
(1998) Report respectively warned against the dangers of over-emphasizing the control role of
non-executive directors at the expense of their strategic role (Roberts 2005). Our personal
experience in Asia confirms this view: the importance of personal guanxi and reputation of
leadership can only be ignored at one’s own peril. In most ASEAN countries and other emerging
economies, poor enforcement of disclosure laws and accounting standards stifle regulatory
authorities unable to monitor banks and public companies for example (Randhawa, 2005).

In contrast to the agency model of the board as a control mechanism, it is suggested that
boards have a broader, more inclusive role, with non-executive directors involved in giving
advice and embracing strategic discussions (Roberts et al 2005). Actual board effectiveness
depends upon the behavioral dynamics of the board, not on the formal procedures. It largely is
dependent on how the web of interpersonal and group relationships between executives and non-
executives is developed in a particular company context. It seems logic that organizations will
respond to changes in their environments by initiating strategic change to adapt to changed
situations. Empirical research indicates that changes in the environment usually motivate changes
in the structure and composition of the board of directors as an environmental link (Pfeffer 1972
& 1978; Hillman et al 2000). Relationship-based governance and a resource-oriented mechanism
should be acknowledged in improving the effectiveness of the board and the need for more
transparent responsibility under the constraints of formal disclosure requirements and informal
moral integrity (Verhezen & Morse, 2009). Without appropriate information based on more
transparency, it is impossible for non-executive board members to develop a confidence that top
management is focused on the most appropriate indicators of business conduct and performance.

Where boundaries as result of globalization and internationalization seem to be fuzzier
than ever the need for some multi-fiduciary responsibilities within and for a corporation may
become recommendable. Adapting to a multiple-principal-agent theory, quite often referred to as
the stakeholder theorem (Jensen 1983, 1986, 2002; Freeman, 1984; Donaldson, 1995 & 1996),
instead of a naive belief in the single principal-agent theory and its exuberant laissez-faire model
based on individual self-interest only will have more chance to embrace necessary changes to
address the global challenges. In other words, when we imply that corporate governance should

also be applicable to medium-sized and smaller firms — i.e. the majority of companies are small or
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medium-sized in the world at present — a corporation can be seen as a bundle of resources and
relationships that produce an output in the form of wanted or needed goods and services. Hence,
the authors will opt for a broader definition of good corporate governance, which takes into
account the relationships between shareholders, their board members and top management on the
one hand and the different stakeholders who could significantly affect the value of the corporation
on the other hand. The fiduciary duty of acting with due care by the boards of directors to the
shareholders and by corporate managers to the corporation is here broadened and embraces
prudential considerations of how the relationship with other stakeholders could be affected by
corporate decision-making. It seems that quite a number of Asian companies are implicitly
concerned with community development though hardly in any formal or procedural manner since
they underwrite and acknowledge the good relationships with external stakeholders and
community members as a necessity to survive. The authors are compelled to underwrite the
argument that the interests of stakeholders other than just shareholders could and should be taken
into account provided that, as the Delaware high court phrased it rather delicately in a well-
known case that there is “some reasonable relationship to general shareholder interests” (Dimma,
2002: 166) which nowadays is seen as mainstream corporate governance practices. The
enhancement of stakeholder interests from a board perspective is defensible and necessary,
especially if such an argument protects the best interests of the firm, even though such interests
may appear incongruent with non-financial goals®. The fact that nowadays boards take into
account stakeholders’ concerns that can affect the reputation of organizations, with sometimes
dire financial consequences, seems to have become mainstream governance practice. The
subsequent debate is now raging as to what extent corporations should be indeed aspired to be
fully fledged corporate citizens in a global village (Mirvin et al, 2006; Emerson, 2003).

Value is not merely profitability for shareholders in the form of dividends or stock price
increases, but value is created throughout the whole value chain. Remaining deeply engaged with
all critical stakeholders and developing an emotionally resonant shared purpose for their
employees and other stakeholders seem to be one of the corporate features for successful
corporations (Eisenstat et al, 2008). Most CEOs and directors in the West are rightfully
concerned with the changing expectations and increasingly critical demands of stakeholders and
the associated risk that are affecting their corporate reputation. They are also aware that they, and
not just the regulators, need to lead the way forward to address the increasingly complex global
challenges.

Traditionally corporate governance mechanisms imply the importance of reasonably

independent boards to nominate top management, determine their remuneration packages,
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guarantee corporate continuity through succession planning and make sure that information is
properly disclosed through internal and external auditing processes. The most active institutional
investors’ expectations regarding corporate governance’ can be summarized in the following well
respected “best” practices: the quest for an increasing number of non-executive and independent
directors, the splitting of Chairman and CEO roles, the creation of board committees (nomination,
remuneration and the audit committee) made up by non-executive independent directors, and the
development of an evaluation procedure for the board are all formal practices considered to
increase board and firm performance (Banks 2004; Clarke 2007; Markarian 2007). However,
there are no ““best” or optimal systems of governance, but there are only better practices'”.
Indeed, it is acknowledged that a ‘one size fits all” approach is unrealistic and often perceived as
alien because experience has demonstrated that the Anglo-American capitalistic structures cannot
be automatically transplanted or imposed globally. Nonetheless, investors can only be attracted to
buy foreign shares if basic standards of corporate governance at an international level are being
adhered to (Verhezen & Morse, 2009). When the fund manager Mark Mobius, from Templeton
Asset Management, joined the board of Lukoil the market reacted by positively reevaluating
Lukoil as they were convinced that Templeton being involved would bring more transparency
and accountability to the Russian company, enhancing the overall value of Lukoil in the process.
No matter how powerful and technologically sophisticated the train, it is only as good as
the track on which it runs and as the conductor who steers the train. The mortgage crisis has
revealed that the regulatory and insurance institutions are like old tracks not suitable for the new
challenges. Moral hazard can only decrease when institutional reform provides a stronger
framework within which the real estate and financial markets can effectively operate (Shiller
2008). Such institutional reform does not equal more regulations; more likely it will require
streamlining, adopting, and fine tuning the existing regulations. Moreover, the lack of corporate
governance principles and too much greedy focus on quarterly bonuses has definitely aggravated
the financial meltdown. Whether corporate governance certainly reducing overall risks would

have been able to prevent the crises altogether is more difficult to assess.
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THE QUEST FOR IMPROVED TRANSPARENT RESPONSIBILITY IN A
GLOBAL WORLD

To what extent is the notion of transparency a prerequisite of Global Corporate
Governance Principles and Practices, especially in non-Western societies? Globalization is
creating a political, economic, social and ecological environment that needs to be governed in a
responsible manner where political choices and corporate actions need to be taken to address the
global challenges, especially by those in power. Accountability of those in power relies on the
value of trustworthiness that could inspire a culture of transparency, candor and individual
responsibility, providing the “glue” for a new phase of a global fairer world. A “trust and verify”
attitude can only be enabled through greater transparency and measures of accountability.

Transparency and creating a culture of candor refers to the free flow of information
within an organization and to a high extent between the organization and its many stakeholders. It
often requires the leader’s commitment enabled by a particular organizational culture that is
governed according to certain principles. Where information travels globally throughout Ethernet,
transparency is no longer “nice to have”. It has become a necessity to survive in this digital area.
An institutionalized form of transparency clearly states that financial and to a lesser degree non-
financial data need to be disclosed to shareholders and other relevant stakeholders. On the other
hand, it is essential for companies to implement initiatives that prevent and manage employee
misconduct. The latter requires an effective code of conduct or compliance program that must
become a part of everyday corporate governance whereas the former needs strict adherence to
regulatory compliance. At the same time, one should acknowledge some legitimate limitations to

transparency.

Global Governance Principles, Best Practices and Transparency in an Open Society
Many countries in South East Asia and China with insider-dominated systems have
focused on improving the legal protection of minority shareholders, concentrating on improving
corporate accountability by forcing companies to produce consolidated accounts and to encourage
greater dispersion of equity ownership''. Cultivating a broader shareholder base will likely result
in greater shareholder democracy (Solomon et al 2004) and increased shareholder activism. There
is definitely a pressure towards global corporate governance compromises. Such a trend would
imply that reforms in systems of corporate governance implying a relatively high level of

transparency both in the West and in the East will focus on long-termism and accountability'?.
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In the governance and financial literature, transparency is related to the continuous
dissemination through accessibility to media, consistent communication with stakeholders and
periodic disclosure of firm-specific information on a voluntary or mandatory basis (Bushman et al
2004; Yadong 2005; Patel 2002; Pope 2003). Such disclosure and dissemination can have a
positive efficiency effect in obtaining capital (Uren 2003) or enhance the firm’s reputation
(Bennis 2008; Fombrun 1990, 1996, 2000). In some cases, firms in countries with weak investor
protections and disclosure standards may choose to cross-list in countries with stronger standards
and requirements with the aim to attract and protect additional (minority) shareholders (Reese, M.
& M. Weisbach 2002).

Transparency is linked to the value of respect for individual autonomy that often leads to
a form of generalized trust in an open society. Moreover, such an attitude of transparency
logically requires access to needed information, based on the assumption of reasonable
assessment of truth claims by the public at large. Obviously, any change in values as expressed in
the demand for more transparency arouses resistance. This is in contrast to the notion of secrecy
that limits individual autonomy and is linked to hierarchies, obedience and discretion, resulting in
some form of particularistic trust'® in a closed circle only. Secrecy — hiding information
intentionally — should be distinguished from opacity — absence of information, sometimes
manipulated. Opacity is the lack of transparency, and is easier measured than the notion of
transparency itself. Kurtzman’s opacity index'* gauges the economic costs to nations which lack
transparency (2004 & 2007). Opacity and secrecy have long been ancient tools of authority in
most, if not all, societies. Obviously, both secrecy and opacity are still powerfully entrenched and
even increasing in some domains, especially in response to security threats or for the protection of
illicit gains and privileges of special interests (Holzner & Holzner 2006). Calling for more
transparency can be easily perceived as an onslaught against tradition, identity and security, as
well as against the established authority and power of the governing elite. It can also be seen as a
fight against corruption, inequity and authoritarianism, and for freedom, openness, civil rights and
personal autonomy (Holzner & Holzner 2006). The key to any good investment is clarity while
the lack of transparency and candor erodes trust and discourages collaboration.

Transparency is a present condition as well as an emerging norm, presupposing the idea
that betrayal should be avoided. The demand for more transparency expresses an ideal of
accountability. From that perspective, lies should be distinguished from secrecy. Under the
modern global conditions in a complex political and economic environment, lies have become
much more devastating than in traditional societies. Lies can question the very foundations of our

life and should therefore be more severely penalized in modern societies in comparison to the
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simpler traditional communities. However, keeping secrets is necessary in antagonistic
relationships, but it also may be chosen as an instrument of strategy in interactions among
partners to time a particular revelation or strategy announcement, to prevent premature public
debate about incomplete project plans, or to make surprises possible among others.

Changing in values of information cultures are often linked to changes in identity and
morality in a prevailing context. That the last twenty years of fast developing information and
communication technology has created enormous new opportunities unheard of two decades ago
as well as threats such as a loss of privacy and increased surveillance cannot be ignored either.
Nevertheless, transparency is not about eliminating privacy but it is about holding powerful
people accountable in case of violations. Like markets, governments hardly function well in the
darkness of secrecy. Scandals have played a special role in stimulating the demand for more
transparency. It is indisputable that practices such as capitalizing lease payments — as in the case
at WorldCom — or hiding investments in partnership — as over-exercised in the Enron case — are
wrong. The adoption of new accounting practices, auditing oversight, and rules for managerial
liability makes sense given their abuses (Cornelius, 2003). Transparency is effective to the extent
that centers of authority, citizens, customers and clients construct valid information and achieve a
common understanding about it. Hence why an open society almost becomes a prerequisite to
allow transparent responsibility to assess information and understand it.

Globalization, deregulation and privatization are assumed to dramatically change the
competitive dynamics. The more intense the competition, the more transparent the markets and
the lower the switching barriers for customers, the more important it is to persuade customers of
the value of a product or service (Bailom et al 2006). Hence, the focus on customer value. The
need for a global convergence in corporate governance derives from the existence of forces
leading to international harmonization in financial markets (Solomon & Solomon 2004). We
observe a certain trend towards international harmonization if not immanent convergence in the
areas of accounting and financial reporting with the ‘principles-based’ International Accounting
Standards Board (IASB) driving towards a comprehensive set of internationally acceptable
standards for accounting aimed at a global standardization with the ‘rules-based” GAAP. An
obvious example is the fact that stock options granted to top management as a performance
dependent remuneration are off balance and thus not considered as a real expense until
materialized at the maturity date according to the GAAP, whereas the IAS 39 clearly stipulates
such a security as a real cost that needs to be immediately cushioned against its fair value through
capital for possible future risk. Although compensation through stock options is rarely practiced

in East Asia or China - unless with explicit professional partnerships - we believe that, with the
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growing internationalization of companies and the increasing pressure to find or to retain talented
management expertise, these Western ingrained practices may gain some prominence in Asia in
the not too distant future as long as appropriate capital reserves are recommended and foreseen as
a cushion for the risks taken.

Political, institutional and market pressure seem to be the main drivers of a convergence
of corporate governance principles and to a certain extent even its practices. Empirically it can
been argued that the globalization of reasonably free capital flows and the increasing relevance of
globally active institutional investors who take an active share-owning role have been
instrumental to move towards a more coherent and internationally accepted governance model
that emphasizes improved disclosure through transparency and accountability.

It should be noted that governance will not completely prevent misconduct or misdeeds,
but it can actually improve the way a corporation is run. Ultimately, a company with good
governance structures in place will attract talent, skilled management' and investors who are
willing to pay a premium for stockholding in a well-managed and transparent corporation. A
McKinsey survey (2001) has proven that foreign investors are willing to pay considerable
premiums (between 20% up to 30% above the market stock value depending on the country of
origin of investment) for companies in emerging countries which implement internationally
recognized ‘minimum’ governance standards. Higher transparency and better disclosure reduce
the information asymmetry between a firm’s management and financial stakeholders, i.e. equity
and bond holders, mitigating the agency problem in corporate governance. Other research
suggests that firms with higher transparency and disclosure are valued higher than comparable
firms with lower transparency and disclosure (Crist 2003); it shows that the Asian emerging
markets exhibit greater transparency and disclosure following recent crisis (Patel et al 2002). In
other words, markets place a premium on companies with lower asymmetric information
problems. The financial crisis has urged ASEAN countries to undertake drastic measurements to
improve their transparency that under grid their corporate governance. Especially in the ASEAN
banking sector, severely hit by the financial crisis of 1997, which is increasingly interlinked with
the global financial markets, have started a consolidation process and has reacted to the market by
improving their corporate governance mechanisms. The implementation of the Basel II Accord
and liberalization of thee banking sector as stipulated by the WTO Accord on financial services
will continue to consolidate and improve the quality of governance in the financial system
(Randhawa, 2005).

Engaged businesses usually go beyond mere quarterly shareholder profitability

expectations and aim at a longer-term sustainable value of an organization. The definition of
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longer-term is itself conjectural since ‘future’ is a fickle concept and usually turns out differently
than expected or forecasted. The devil lies in defining the details of what is understood by the

“long term value”'®

of an organization. Despite the growing importance of corporate governance
practices, information in the areas of corporate ownership, structures, compositions, board
practices, and compensation is still scarce (Mobius, 2003; Green, 2005). Furthermore, attempting
to take a longer-term perspective is more often than not hindered by the financial community’s
adamant and sometimes irrational overemphasis on the next quarterly financial results. Moreover,
the lack of transparency and accountability not just in emerging markets bu