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Corporate Governance in
Myanmar: The way ahead
(Part 1)

Myanmar is going through significant economic, political and social transformation. Many
multi-national corporations are setting up their operations to explore a potential last frontier
for growth. At the same time local entrepreneurs are gearing up to embrace the unprecedented
opportunities and introducing strategic initiatives for growth. However, challenges remain in
the areas of corporate governance. This article is the first in a two-part series.

The essence of Corporate Governance
A widely accepted working definition by the Organisation for Economic Cooperation and
Development (OECD) describes corporate governance as the system by which business
corporations are directed and controlled. However, the concept of corporate governance has
proved difficult to define as it is a myriad of concepts, systems, processes and relationships that
affect multiple stakeholders.
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This is also echoed in CFA institution’s definition which focuses on the system of principles,
policies, procedures, and clearly defined responsibilities and accountabilities of the different
participants in the organisation such as the Board, management, employees, owners and other
stakeholders.
In jurisdictions with an advanced state of corporate governance, management and shareholders
are typically substantially separate. In these circumstances management may not always make
decisions which provide the maximum benefit to shareholders, in what is popularly known as
the “agency problem”. Governance mechanisms in these situations help to resolve the agency
problem and ideally create value for the diversified stakeholder groups.

The State of Corporate Governance in Myanmar
For Myanmar this concept is often different. Traditionally for local corporates, the significant
shareholder (usually the founding family) controls appointments to the Board as well as of key
management personnel, resulting in power remaining concentrated at the shareholder level as
follows:

•

Collegial Boards dominated by significant shareholders

		

A typical Board might comprise the owner and connected persons (e.g. family

		

members and friends), all or a majority of whom are accustomed to act in line with

		

the owner’s instructions.

•

Management deference to the Board

		

Increasingly, local corporates have sought to bring in key management executives from 		
overseas for specific skillsets and expertise. Even where the CEO is a foreigner however, he
too often usually defers the key decision making authority to the owner in his capacity as
the Board Chairman.
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•

Minimal shareholder-management separation

		

Most owners also use the company to provide employment for family members. This helps
to train future generations to take over the reins, but may lead to perceived unfairness and
management not having a free hand to explore prospective business opportunities.

In practice, the owner and immediately family members might all hold senior executive roles
with close involvement in day-to-day management, providing on-the-ground guidance through
operating site visits. Among leading corporates therefore, the limited presence of professional
management and lack of delegation of authority are prevalent.

YSX and the way ahead
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With the launch of the Yangon Stock Exchange (YSX) in December 2015, companies aspiring
to get listed and the five applicants as at time of writing (FMI has been listed with YSX in end
of March 2016), will invariably be searching for quick wins to bolster governance mechanisms
and increase the attractiveness of their offerings. The following are some of the more easily
attainable outcomes:

•

Increased reliability of reporting

		

Applicants and listed companies are required to submit corporate information to the 		
Securities Exchange Commission of Myanmar and YSX before announcement to the public,
though it remains to be seen how strictly this will be enforced and what penalties might be
imposed for disclosing misleading corporate information.

•

Improved disclosure and transparency

		

Companies which go beyond what is required to be disclosed by the listing rules, providing
transparency over their structure and operations, may enjoy more favorable valuations.

•

More comprehensive risk governance

		

The listing criteria provide that listing companies should implement rudimentary elements
of a risk management framework. However, to ensure ongoing compliance, companies 		
may also adopt new assurance mechanisms, or expand the scope of existing ones, indirectly
contributing to shareholder value protection.

Recent developments seem to suggest therefore, that the Securities Exchange Commission of
Myanmar and YSX will not introduce a slew of governance-related regulatory requirements for
immediate compliance, but will take a more gradual approach. Companies, even those with
no near-term listing ambitions, would do well to look to alternative codes from more mature
corporate governance jurisdictions and consider adopting practices which may soon be required
and will be beneficial for long term corporate performance.
A good number of leading corporates in Myanmar have realised that corporate governance
is not merely about conformance but rather a sound investment that will drive sustainable
corporate performance amidst organisational transformation and volatile economic conditions.
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