Corporate Governance of SOEs -

Backdrop

Developments in the context of the
global financial and economic cri-
ses have reiterated the continued
importance of State intervention
and States’ ownership of equity in
commercial enterprises. The over-
all international approach towards
S0Es has undergone a major change
during the last one decade - from
visions of total privatisation in ef-
ficiently functioning markets to
tempered perspectives that look

upon improved quality of gover .

nance as being more important
than changes in ownership of eq
uity and control. The logic for this
was recognised early on in India
with the observation that there is
no choice but to strengthen the gov
ernance of SOEs as they cannot be
wished away for several reasons.
(Reddy Y.R.K, 1997; 1998; 2001;
and 2009).

The contemporary debate appears
to be on the extent to which State
intervention and fresh ownership
of enterprise equity in the USA is
likely to impact free markets and
efficiencies. State intervention as
seen in the US and the UK, and
dubbed as "state capitalism”, has
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provoked comment that there is a
discernable shift away from free-
market policies and that many gov-
ernments are now increasingly be-
coming reluctant to shed control

over the SOEs. So much so, power

_appears to be shifting discernibly,

from financial capitals in the world
to national capitals. "Until very re-
cently, New York City was the
world's financial capital. It no
longer is even the financial capital
of the United States. The distinction
now falls to Washington, where
members of Congress and the ex-
ecutive branch make decisions with
long-term market impact on a scale
not seen since the 1930s. A similar
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shift of economic responsibility is
taking place from Sydney to
Canberra, from Sao Paulo to
Brasilia, and even in a relatively
decentralized India, from Mumbai
to New Delhi. And in London, Mos-
cow, and Paris, where finance and
politics coexist, there is the same
shift occurring toward govern-
ment”. (Bremmer, Ian, 2009).

Yet, many believe that there is no
fear of a radical departure from ef-
ficient and market based policies
and that such state intervention,
bail-outs equity ownership and
countercyclical financing, are in-
deed temporary and episodic than
a wholesome shift in ideology. In
any case, some argue that this in-
tervention in the wake of the crises
was preceded by waves of state-led
ownership actions. The most recent
of these being the rise of Sovereign
Wealth Funds (SWF), which are
controlled by government officials
and which have been investing not
merely in capital markets but in
strategic ownership of both domes-
tic and international enterprises.
These have been criticised for lack
of transparency and much "cloak
and dagger" stuff but appear
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to be under no pressure to reform
despite efforts such as those of
the IMF.
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Overall, it may be appropriate
to reckon the following four as
leading trends that may have
a bearing on policy debate, adapta-
tion and implementation in many
countries.

First, is the formation of cen-
tralised ownership entities with
significant control over the enter-
prises and ability to take strate-
gic decisions independently and
also improve exercise of owner-
ship rights and responsibilities.
This trend has probably been
supported by the concurrent de-
velopments of the SWF as well as
the OECD guidelines on corporate
governance of S50OE's which in-
clude commendation of such en-
tities. The notable entities that
have been formed in recent years
are the State-owned Assets Su-
pervision and Administration
Commission of the State Council
(SASAC) in China, the State Capi-
tal Investment Corporation
(SCIC) in Vietnam and Khazanah
in Malaysia. This trend implies
relinquishing ownership rights
and control by administrative
ministries. It invariably involves
the sensitive restructuring /
downsizing of cabinets also
which may not be easy. The pro-
cess assumes that these entities
will be staffed and controlled by
processes and structures which
would be free from any other con-
siderations except professional [
corporate. Where such indepen-
dence and professionalism cannot

-

be assured the danger in creating
such entities is of aggregating as-
sets and control for the benefit of
select people / forces. Such an
eventuality would lead to meet-
ing the international norms in
form but creating a more ineffi-
cient situation. On the other
hand, under objective conditions,
an ownership entity enjoys bet-
ter scope for undertaking the
oversight function and exercising
the ownership rights actively. In
the process, it may be in a posi-

The overall international
approach towards SOEs has
undergone a major change
during the last one decade -
from visions of total
privatisation in efficiently

functioning markets to
tempered perspectives that
look upon improved qual-
ity of governance as being
maore important than
changes in ownership of
equity and control.

tion to take swift and efficient de-
* cisions relating to divestments,

strategic investments, restructur-
ing of assets, mergers and acqui-
sitions, public listing of unlisted
SOEs, issue of follow-on offers, in-
troducing broad-based stock
ownership / option plans and the
like. The entity may indeed be fi-
nancially self-sufficient with the
ability to support the loss mak-
ing / weak enterprises by draw-
ing upon surpluses created else-
where without recourse to bud-
getary support causing fiscal

pressures for the government. It
has been evident from the func-
toming of such entitics in a few
countries, that they can generate
significant net surpluses by vari-
ous means and reallocate the
same as efficient investment - i.e.
complement or emulate the func-
tioning of SWF or even get trans-
formed into such.

Second, is the restructuring of re-
lations among the ministries,
other oversight institutions and
the SOEs. One of the main con-
cerns in the governance of 50Es
has been the centralisation of au-
thority outside the corporate sys-
tem which should ideally be de-
volved to the concerned boards
and management. This issue has
particularly been relating to the
appointment of the board of di-
rectors and key personnel apart
from other areas such as capital
expenditures, foreign travel, per-
formance targets and evaluation.
While most developing countries
still seem to have ministerial in-
volvements, preferences and in-

- fluences in these processes, a few

countries have setup independent
processes including empowered
nomination committees of the
board. New Zealand's Crown
Ownership Monitoring Unit
(COMU} and its predecessor the
Crown Company Monitoring Ad-
visory Unit (CCMAU) have been
cited in current times as an ap-
propriate model. The COMLU has
three broad functions relating to
sector monitoring, appointments
& governance and sector perfor-
mance & balance sheet. Of these
functions, the appointments and
governance activities have re-
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