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Chapter 2  
Corporate Governance and Corruption:  

A Comparative Study of Southeast Asia4 
 

 
 

Abstract 
 

Over a decade after the 1997 Asian financial crisis, Indonesia and other Southeast Asian 
countries have made substantial governance reforms. The reform measures of the 
institutional framework, both in the public and corporate sectors have been intended to 
transform Indonesia into a clean, transparent and accountable country. While the 
reforms have resulted in increased political stability, improved government 
effectiveness, and a more conducive investment climate, corruption remain a large 
concern in Indonesia. This study aims at evaluating how corporate governance 
mechanisms can reduce opportunities for corruption. By utilizing agency theory, we 
argue that a strong corporate governance institutional framework helps to reduce a 
country’s level of corruption. We focus attention on three components of corporate 
governance mechanisms i.e. shareholder rights, the quality of the board of directors, and 
appropriate accounting and auditing standards, including transparency standards. We 
conducted a comparative study among Southeast Asian middle-income countries i.e. 
Indonesia, Malaysia and Thailand. We rely on accessible secondary data such as 
corporate governance codes, laws and regulations. Our study concludes that the 
Indonesian corporate governance institutional framework is less stringent compared to 
Malaysia and Thailand. This condition provides a favourable environment for 
corruption to persist because the standards and practices are less demanding and the 
companies do not necessarily have to comply with the existing regulatory framework.  
 
 
Keywords: Corporate governance, corruption, institutional framework, Southeast Asia, 

Indonesia 

                                                        
4  This chapter is substantially drawn from Wijayati, N., Hermes, N., & Holzhacker, R. (2016). 

Corporate governance and corruption: a comparative study of Southeast Asia in Holzhacker, 
Wittek, & Woltjer (Eds). Decentralization and Governance in Indonesia, pp. 259-292. Springer 
International Publishing. Switzerland.  
I am very thankful to Prof. Herman Hoen who delivered helpful comments on the earliest version 
of this chapter. 
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2.1  Introduction  

2.1.1 Background 

After being hit hard by the 1997 Asian financial crisis, Indonesia embarked on a series of 

governmental reforms and began to revise standards for corporate governance. Weak 

governance practices have had a significant detrimental effect on Indonesia’s economy 

and society. Many scholars have in particular stressed that sound corporate governance 

is important in protecting country vulnerability to financial crisis (Mitton 2002; Johnson 

et al. 2000; Baek et al. 2004; Kirkpatrick 2009). The reform initiatives have resulted in 

increased political stability, improved government effectiveness, a more conducive 

investment climate, and improved corporate governance. Substantial efforts, not only in 

the public sector but also in the corporate sector, have been designed to transform 

Indonesia into a clean, transparent and accountable country.5  In the private sector there 

was an effort to promote good governance practices by establishing a new institution, 

the National Committee on Corporate Governance (NCCG).6 Over the decade following 

the 1997 crisis, corporate governance practices in Indonesia have improved through a 

better legal framework particularly in the area of the financial and capital markets. 

However, although Indonesia has enhanced its corporate governance practices and has 

attempted to combat corruption practices7, this has not had a significant impact on 

reducing the level of corruption. 

                                                        
5  Several laws have been introduced to tackle corruption issue such as Law No. 31 of 1999 on 

Eradicating Criminal Acts of Corruption as amended by Law No. 20 of 2001, Law No. 28 of 1999 on 
State Officials who are Clean and Free of Corruption, Collusion, and Nepotism, and Law No.15 of 
2002 on Criminal Acts of Money Laundering.  

6 NCCG was established under a Ministerial Decree from the Coordinating Minister for the Economy, 
Finance and Industry No. KEP-31/M.EKUIN/06/2000. Then, in 2004 the NCCG was transformed 
into the National Committee on Governance (or KNKG), composed of the Public Governance Sub-
Committee and the Corporate Governance Sub-Committee under a Ministerial Decree No. KEP-
49/M.EKON/11/2004. 

7 In an attempt to enhance the enforcement of law process, at the end of 2003 the government 
established the Indonesian Corruption Eradication Commission (or “KPK”), an independent body 
which has special authorities to prevent, combat, and prosecute any acts of corruption. The KPK 
has made significant performance since its establishment. Between 2004 and 2012, the KPK had 
handled 283 corruption cases which involved among 337 politicians, government officials, local 
leaders, and private sector executives (The 2012 KPK Annual Report). 
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Compared to its neighbouring countries, Indonesia has indeed a chronic problem 

with corruption. Table 2.1 shows the comparison of corruption perception ranks among 

the Southeast Asian countries. The figures provided by the Worldwide Governance 

Indicators show that Indonesia has experienced a positive trend in controlling 

corruption. It implies that the level of corruption has decreased over time. However, if 

we compare Indonesia with other countries in Southeast Asia, Indonesia’s ranking is 

much lower than the others. It ranks second lowest in the region, below the Philippines 

and Thailand. One important ingredient of corruption is bribery, which always involves 

payers and receivers. This study focuses on the bribe payers, in particular firms or 

corporations as a basis for our analysis. Referring to agency theory, we argue that 

bribery is part of opportunistic behaviour by individuals and corporations, which can be 

reduced by implementing sound corporate governance. 

 

Table 2.1 Corruption rank in Southeast Asian countries, 2002-2012 

Indonesia has made progress in the World Bank’s good governance indicator for corruption, gaining 
rather steadily in the past decade from 8% to almost 29% in the world wide rankings, but this remains 
well below the median for all countries. This ranking is also well below the position of other middle-
income peers in the region, for example Malaysia at almost 66% and Thailand at almost 47%, are 
ranked considerably higher in the control of corruption. 
 

Country 2002 2004 2006 2008 2010 2012 
Singapore 98.5 98.5 97.6 98.1 98.6 97.1 
Brunei  65.4 69.8 63.4 72.8 79.5 72.2 
Malaysia 62.4 70.2 64.9 59.2 62.9 65.6 
Thailand 47.8 51.7 44.4 42.2 48.1 46.9 
Vietnam 34.6 24.4 24.9 25.7 31.4 35.4 
Philippines 39.0 30.2 22.0 25.2 22.4 33.5 
Indonesia 8.3 17.1 21.5 34.0 25.2 28.7 
Cambodia 15.1 14.1 8.3 6.8 6.7 14.4 

Source: The Worldwide Governance Indicator – The World Bank (2013) 
The score ranges from 0 (lowest rank) to 100 (highest rank) 

 

We assess the quality of corporate governance by focusing on each country’s 

institutional framework. This is motivated by the argument that institutions play a 

crucial role in determining how economic resources are efficiently allocated. Countries 

with sound rules of law including property rights protection tend to be wealthier and 
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generate better economic performance (Acemoglu et al. 2005). More specifically in terms 

of corporations, the variation in country’s legal framework and investor protection has 

many consequences, such as the quality of investor protection can affect stock market 

size, ownership concentration, corporate governance and firm performance (La Porta et 

al. 1998; Djankov et al. 2008; Doidge et al. 2007).  

In addition, the role of institutional mechanisms is more substantial, particularly 

in the phase of a decentralized economy when regional development needs more local 

entrepreneurs to be involved. Therefore, improved corporate governance frameworks 

are required to provide a clearer guidance in managing business based on integrity and 

professionalism. This study examines the country’s corporate governance institutional 

framework that may influence the level of corruption. We focus on how laws and 

regulations stipulate shareholder rights, board of directors, accounting and auditing, 

and transparency. The analysis in this paper is based on the text content of the latest 

version of corporate governance codes, laws, and regulations.8 

The study of corporate governance and corruption is essentially relevant in the 

context of middle-income countries including Indonesia, for at least three reasons. First, 

before the 1997 crisis Indonesia had long employed a centralized government model and 

relied most on the executive power (Brodjonegoro 2009). In 1999, there was a dramatic 

change in political system when the government introduced a decentralisation law. It 

has turned Indonesia into a more democratic regime, by granting more authority and 

autonomy to the local government. Deregulation became a priority to stimulate 

competition that is expected to lead faster economic development (Weingast 1995). 

However, decentralisation itself does not necessarily improve investment if there is a 

perceived lack of governance (Kessing et al. 2007). Furthermore, an open market 

economy implies that the supply of corporate finance comes not only from domestic 

investors, but also from overseas investors. It is important to stress that many foreign 

investors demand high standards of disclosure and transparency from the firms in 

                                                        
8 In this paper, we do not consider the enforcement of law. It might be possible that strong regulations 

do not necessarily imply a good implementation in practice. 
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which they invest. Thus, the existence of sound corporate governance in the 

decentralisation era is critical to attract (foreign) investors. 

Second, the decentralisation process involves power sharing between central and 

local governments, including the creation of market arrangements (Weingast 1995). It 

means that economic activities are no longer limited to specific economic centers, but 

they are more diffuse across different regions. As markets develop, the power of state in 

controlling economic resources will decline, which may create more business 

opportunities and new entrepreneurs (Cao and Nee 2000). The larger role of the private 

sectors may contribute to enhancing societal welfare. To ensure that all economic actors 

can fairly access economic resources, institutional arrangements are required. More 

importantly, there must be institutional mechanisms to promote accountability, regulate 

economic activities, and impose rules for the benefit of public interests. Firms may 

deliver benefits for society through the value creation, not only for shareholders, but 

also for other stakeholders. This sustainability can be achieved, among others, by 

implementing good corporate governance9.  

Third, good corporate governance can stimulate economic growth because it 

provides a control mechanism to ensure that economic resources are efficiently 

allocated. Firms may enhance thier governance by appointing competent and 

independent directors, controlling management misconduct, and applying a higher 

standard of financial reporting. In addition, companies are encouraged to generate 

timely, accurate and transparent information. Reliable information is vital for investors 

in allocating their funds to the most productive use. More disclosures lead to increased 

investor confidence and therefore results in a greater opportunity for firms to further 

expand. Thus, it may boost economic development (Morck et al. 2005; Tiwari 2010). Prior 

studies also suggest that transparency has been considered as a key important 

ingredient to restrict corruption (Lindstedt and Naurin 2010; Peisakhin and Pinto 2010). 

                                                        
9 Corporations have a responsibility to create financial profits for the shareholders on the one hand, 

and on the other hand they contribute to the well-being of stakeholders, including society and the 
environment. It is also known as triple-bottom line notion (Hubbard 2009; Painter-Morland 2006).   
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It facilitates shareholders and the public to access company information, make them 

easier in detecting the probability of corrupt behaviour by the company. A higher 

degree of transparency may reduce corruption and make markets more efficient, which 

facilitates the economy to grow.   

        
 

2.1.2 Research questions 

As the nature of corrupt transactions is secretive, parties who are involved tend to 

hide these illicit transactions. It leads companies to be relatively opaque, with low levels 

of transparency and disclosure. Corporate governance provides instruments to 

discipline such behaviour. Yet, how the corporate governance framework can reduce the 

level of corruption is still unclear. To address the issue, this paper focuses on two 

questions: first “How can an improved institutional framework for corporate 

governance decrease the level of corruption?”, and second “How does the corporate 

governance institutional framework of Indonesia compare to that in Malaysia and 

Thailand?  Three aspects of corporate governance are examined, namely two internal 

control mechanisms (shareholder rights and board of directors10), and one external 

control mechanism (accounting & auditing standards). We also discuss the importance 

of transparency and disclosure as a key factor in mitigating corruption.  

 
 
2.1.3 Scientific and social significance 

Previous research on corruption have mainly focused on analyzing its causes 

(Glaeser and Shleifer 2002; Bohara et al. 2004; La Porta et al. 1999; Treisman 2000; Schulze 

and Frank 2003) and the negative effects of corruption, including lowering investment 

(Gyimah-Brempong 2002; Wei 2000) and impeding economic growth (Drury et al. 2006). 

However, little attention has been given to research on the relationship between 

corporate governance and corruption. Wu (2005) asserts that the quality of corporate 

governance has a significant impact on lowering the country’s level of corruption. To 
                                                        
10 The term of board of directors in this chapter refers to the non-executive directors and/or executive 

directors, depending on the national context.  
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measure the quality of corporate governance, Wu (2005) only employs the role of the 

board of directors and the quality of accounting standards. This study complements the 

previous literature by adding other variables which we consider as key elements of 

corporate governance i.e. shareholder rights and transparency.  

In addition, this study aims at comparing the Indonesian corporate governance 

code11, laws, rules and regulations with those in Malaysia and Thailand. Our study may 

contribute to strengthening the Indonesian corporate governance regulatory framework 

through policy recommendations that enhance transparency. The public trust can be 

encouraged through higher standards of integrity and transparency in the private 

sector. More importantly, the improvement of corporate governance practices may 

attract investors, enhance productivity, and contribute to sustainable economic 

development. This, in turn, will bring Indonesia towards a developed country with a 

higher rate of income per capita.   

The rest of the paper is organised as follows. Section 2.2 reviews the previous 

literature on corporate governance and corruption and presents a theoretical framework. 

Section 2.3 provides an overview of the business landscape in Southeast Asian countries 

and their current corporate governance performance. Section 2.4 describes the 

methodology that is used. Section 2.5 presents a comparative analysis of the corporate 

governance institutional framework of the three countries. Section 2.6 concludes our 

study.  

 

 

                                                        
11 Corporate governance code generally consists of principles and standards which is voluntary with 

regard to its implementation; it defines the structure and mechanism how corporations are 
governed. According to the Financial Reporting Council (2012) the code is not a rigid set of rules, 
that corporations are not necessary to be strictly bound with the code. Thus, it is contrary to laws 
and regulations which impose mandatory rules including the enforcement.     
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2.2  Literature Review 

2.2.1 Corporate governance 

Corporate governance is characterized by the structure and process of how a 

corporation is directed and controlled. It governs the relationships between the 

shareholders, board of directors, management and other stakeholders to ensure that a 

corporation achieves its objectives. However, corporate governance does not stand 

alone, it is part of the political and economic system where laws, rules and regulations 

apply. The Organization for Economic Co-operation and Development (OECD) declares 

in its corporate governance framework that “corporate governance framework should 

promote transparent and efficient markets, be consistent with the rule of law and clearly 

articulate the division of responsibilities among different supervisory, regulatory and enforcement 

authorities.” (OECD Principle I, 2004).  

Corporate discipline mechanisms have become a central issue for discussion 

among scholars as these may mitigate the divergence between shareholders and 

managers. Research on corporate governance has extensively utilized traditional agency 

theory since Jensen and Meckling (1976) constructed a fundamental argument of the 

separation of ownership and control. Managers (agents) who run a day-to-day business 

operation relatively have better information than shareholders (principals). This 

asymmetric information enables the managers to perform unfavourable behaviour that 

may hurt shareholder value. The managers may conceal any relevant information in 

order to mask their actions, which may include fraud and financial manipulation 

(Albrecht et al. 2004).  

The principal-agent conflict model is prevalent among the Anglo-American 

companies in which ownership structure is widely dispersed. However, when the 

pattern of shareholdings is concentrated agency problems turn into conflicts between 

controlling shareholders and minority shareholders or principal-principal conflicts 

(Young et al. 2008). In this case, management tends to act in the best interest of the 

controlling shareholders which can potentially expropriate the minority investors 

(Claessens et al. 2002; Lemmon and Lins 2003).          
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Nevertheless, whatever the type of the agency conflict, the essence lies in how to 

minimise these conflicts. Any incongruent interests between shareholders and managers 

or between majority and minority shareholders may be aligned through a monitoring 

system. The literature on corporate governance suggests that there are two sets of 

mechanisms that play a substantial role in controlling corporations (Weir et al. 2002; 

Daily et al. 2003). We utilize a framework from the World Bank as seen in Figure 2.1. The 

first set is internal control mechanisms, which mainly focus on the internal governance 

of a company. It arranges the distribution of authority within a corporation, among the 

shareholders, board of directors, and management. The description of shareholder 

rights, the roles and responsibilities of boards of directors and management should be 

clearly addressed. All shareholders should be treated equally and their rights should be 

well protected. On behalf of the shareholders, the board of directors serves as corporate 

supervisors and monitors. The effectiveness of the board of directors in serving their 

duties is essential to ensure that the company delivers value to all stakeholders.   

The second set of control mechanism of corporate governance comes from 

external factors. Business is embedded in society which has a specific culture, legal 

framework, and political and economic system. Globalization and competitive markets 

have forced domestic companies to be more concerned about their governance. A more 

open economy is likely to lead a higher level of competition, and lower barriers to entry, 

which encourages companies to be more professional in managing their business. In 

addition, an open economy attracts foreign investors to bring in capital and the presence 

of foreign shareholders in domestic companies can change governance standard of 

domestic companies. Foreign shareholders require a higher level of corporate 

governance standard to ensure their interests are taken care of within the corporate 

structure.  
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Figure 2.1 A theoretical framework 
  
  

 
 

The country’s legal origin also influences the institutional framework of 

corporate governance. Countries may adopt a common law and civil law system. 

Previous research has documented that countries with common law provide a better 

legal system in terms of investor protection and law enforcement (La Porta et al. 2000). It 

is hard and even impossible for countries to change their legal origins as it is considered 

too costly. However, new laws can be mandated without changing the legal origins of a 

country. For the purpose of improving corporate governance standards, rules and 

regulations that induce accountability and transparency should be introduced. For 

instance, the mandatory requirement to disclose the profile of the board of directors is 

essential because shareholders and the public have better information to assess their 

capabilities. Besides the rules and regulations, another tool to monitor firms is 

accounting and auditing standards. The quality of accounting standards is related 

positively to the level of corporate governance since strong accounting standards 

enforce companies to disclose information in ways that generate transparent, accurate 
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and comparable financial information. Here, the role of regulatory agencies is essential 

to provide regulatory frameworks that protect the public interest. It is believed that 

strong regulatory frameworks can stimulate markets through the functions of 

regulating, stabilizing, and enforcing contracts.        

 Additionally, there are still other elements that potentially improve the corporate 

governance practices, i.e. the pressure from stakeholders such as employees, customers, 

non-government organizations, and professional organizations. Most of these 

stakeholders are independent groups which may be vocal since they represent the 

public interest instead of their own interest. For example, a non-government 

organization with a focus on environmental issues can challenge the company if there is 

misconduct in managing industrial waste. Or, a credit rating agency will demonstrate its 

expertise to assess the company risks. A company which has a higher level of 

governance will be awarded a better rating than a company that is deemed less risky. 

Even though this paper does not take into account these factors to be part of the 

analysis, the roles of these external stakeholders are considered to be growing as a 

company watchdog. 

 All instruments discussed above determine the level of corporate governance. 

The quality of corporate governance can be enhanced if all components in the corporate 

control mechanism work effectively. In other words, shareholders should be more active 

to ensure that the board of directors and management do their duties properly; the 

board of directors should strengthen their monitoring role without neglecting their 

supervisory roles. Policy makers should enact adequate regulations that promote a 

better investor protection and an efficient market. To be an efficient market, companies 

are required to share their information to the public. In this sense, transparency is a key 

point that enables investors and the public (outsiders) to assess the company 

performance. The public interest should be protected, and it can be improved through 

transparency. When the private sector has a strong commitment to properly manage 

business activities through sound corporate governance, it can improve efficiency and 
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productivity. Furthermore, it leads to promoting national economic development by 

generating a higher income per capita, and ultimately it may create a prosperous society.   

 
 
2.2.2 Agency problem and corruption  

 Corruption is a big concern in Southeast Asia. While Singapore and Malaysia are 

perceived to be relatively “clean” countries, other emerging countries such as Indonesia, 

Vietnam, the Philippines and Thailand has been struggling to combat an endemic 

disease - corruption. Two key elements of corruption which relate to private sector are 

bribery and fraud. Generally, bribery is a corrupt act which involves payers and 

receivers. Rose-Ackerman (1999) specifically defines that bribery is a payment, in money 

or kind that imposes a reciprocal obligation between two parties involved. The major 

areas where the companies could bribe are when they are dealing with licensing, 

procurement processes, and institutions where they have insiders’ information. In 

contrast, fraud and embezzlement are corrupt acts that involve company’s insiders such 

as management and employees. Nevertheless, whatever the kind of corruption, its 

presence reflects how well the company governs its business.  

A large body of literature has shown that management, in pursuing their own 

personal interests, tends to hide relevant information to shareholders (Arnold and de 

Lange 2004). For example, management can inflate the reported earnings in order to 

obtain a greater bonus (Healy 1985; Balsam 1998; Shuto 2007). It seems to be favourable 

for the shareholders as the firm’s income is increasing. However, what the management 

displays is a distorted financial statement that incorporates manipulative actions. The 

similar analogy can also be applied in terms of bribery case.     

In order to win a procurement contract and get a lucrative license, management 

and insiders may be tempted to pay bribes as a shortcut of doing business. The 

asymmetric information problem makes it difficult for outside shareholders to access the 

true information. As the nature of bribery is secretive, the managers can conceal such 

transaction by deceiving the (outside) shareholders. The bribery case of Sentul City, 

perhaps is a good example. Sentul City is one of the Indonesian publicly listed firms, 
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engaging in real estate developments. In relation to getting a land conversion permit to 

be utilized for a luxury housing project (nearly 3,000 hectares), one of its subsidiaries 

was suspected to give a bribe to the local regent (The Jakarta Post, June 2014). The case 

was under the investigation of the Corruption Eradication Commission, which allegedly 

involved the CEO. 

In the short run, both managers and shareholders of a corporation may gain 

benefits from bribery. Since the company sales are boosting, the managers will be 

awarded with higher compensation. However, it does not hold for over the long-term. 

Wu (2005) contends that bribery bears some hidden costs, which can potentially turn 

into future risks such as legal suits, fines and impairment to reputation. Bribery allows 

managers to exploit the company resources for their own personal benefits at the 

expense of the outside shareholders. Bribery may harm firm performance because it 

impedes sales growth (Kochanova 2012; Seker and Yang 2012), and reduces productivity 

(De Rosa et al. 2010). Moreover, bribery at country level will cause economic inefficiency 

and distort economic growth (Drury et al. 2006; Meon and Sekkat 2005). In this context, 

bribery not only expropriates the shareholders’ rights, but may also hurt the public 

interest.    

 
 

2.2.3 Corporate governance and corruption 

Good governance is about principles of integrity, accountability and 

responsibility. As discussed, corporate governance provides a mechanism of checks and 

balances that may help a company not getting involved in misconduct including 

corruption. How the corporate governance framework can reduce, though not eliminate, 

the level of corruption will be addressed in this section. Specifically, we focus on four 

elements of corporate governance that can potentially reduce the opportunities for 

corruption, namely shareholders rights, board of directors, accounting and auditing 

standards, and transparency. 
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2.2.4 Shareholder rights 

Unlike the typical agency problem between principal and agent (Jensen and 

Meckling 1976) in Anglo-American countries, the conflict in Asian firms is best 

described as the majority versus minority shareholders (Shleifer and Vishny 1997) or 

principal-principal conflict (Jiang and Peng 2011; Young et al. 2008). The majority 

shareholders in most cases are family owners who exercise their control through 

pyramidal structure and cross-holdings. Using their control rights, inside shareholders 

may more easily utilize firm resources for bribery activities. To mask those illegal 

activities, the inside shareholders may then redistribute the costs and benefits of the 

bribery to other companies in the same group (Wu 2005). Such behaviour is mostly not 

known by the outside shareholders, since they do not have access to all the relevant 

information. Even if they know, they do not have enough control rights to challenge 

these practices. They are always to be losers when voting is in place. Their opportunity 

to participate in key decision-making process is limited. For instance, in the case of the 

appointment of directors, the minority and outside shareholders in many cases are not 

involved in the process, because the controlling shareholders can appoint persons to seat 

in the board based on their own interests. 

Consequently, when the participation of outside shareholders is weak, their role 

in corporate monitoring will be limited. In case of inadequate regulations, the 

shareholder rights to actively participate and monitor the management and inside 

shareholders are restricted. The incidence of bribery is greater when the regulations do 

not facilitate the active participation of shareholders since there is less control from 

them. Therefore, improved shareholder activism can create a better accountability 

system to prevent bribery. In other words, a country’s corporate governance 

institutional framework concerning the shareholder rights is crucial in determining the 

level of corruption. Thus, we suggest that when the shareholder rights are better 

protected, the level of corruption tends to be lower.  
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2.2.5 Board of directors 

The board of directors (non-executive directors or board of commissioners) of a 

corporation have a mandate from the shareholders to direct, supervise, and monitor the 

management, as well as assuring that all corporate activities comply with legal 

requirements. They should ensure that the interests of shareholders and management, 

and the interests of majority and minority shareholders are aligned. Many studies have 

addressed how corporate control through boards can be exercised more effectively. For 

example, the presence of independent or outside directors is important in providing 

objective opinions to ensure that the decisions made are in the best interest of all 

shareholders (Anderson and Reeb 2004). Furthermore, in order to get competent persons 

the selection process and remuneration package of the Board should be clearly 

formulated. Previous empirical research has found that fraud firms tend to have a lower 

percentage of outside directors, fewer numbers of audit committee meetings, and a 

higher percentage of dual-role CEOs (Farber 2004; Uzun et al. 2004; Sharma 2004). 

Shortly, a strong board structure will enable to detect any opportunistic behaviour of the 

management and inside shareholders.  

Management or inside shareholders may obtain instant benefit from bribery 

(with regard to securing the orders or boost the sales). However, such opportunistic 

behaviour may lead to potential risks which are incongruent with the shareholders’ 

interests such as lowering firm growth (Seker and Young 2012; Kochanova 2012; 

Svenson and Fisman 2007), and impairing firm reputation (Serafeim 2013; Karpoff et al. 

2013). The existence of corporate governance frameworks that clearly formulate, 

regulate and enforce the board function is fundamental in determining the quality of the 

boards. Thus, strengthening the competency, roles and responsibilities of the board will 

lower the incidence of bribery because it provides a reliable control mechanism in 

preventing and detecting bribery. It implies that boards should prioritize a commitment 

to conducting effective oversight in such way that it may lead not only to short-term 

performance but also long-term performance. Based on the above discussion, we 
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suggest that the quality of the board of directors has a positive impact to reduce the level 

of corruption. 

 
 

2.2.6 Accounting and auditing practices 

  Accounting and auditing standards are well recognized as a means to account for 

company’s activities. Those standards and regulations are regarded as external devices 

to discipline firms. On the one hand, accounting standards give a guidance for 

companies how to report their economic transactions in figures. On the other hand, 

auditing provides assurance that company’s financial reporting has complied with the 

accounting standards. Previous research has documented that the quality of accounting 

information is negatively related to the country level of corruption (Kimbro 2002; Picur 

2004; Riahi-Belkaoui and AlNajjar 2006). When good accounting standards exist, 

organizations are required to disclose information in ways that generate transparent, 

accurate and comparable financial information. Malagueno (2010) argues that higher 

accounting and auditing standards impose management to be more transparent with 

respect to the use of the organisation’s assets, making corrupt practices are difficult to 

undertake and conceal. However, the interesting issue is not the existence of those 

standards per se, but to what extent the external disciplinary mechanisms are exercised.  

A higher standard of accounting and auditing is needed to generate qualified 

financial statements, which encourage investor confidence and public trust. 

Consequently, the adoption of qualified accounting and auditing standards supplies a 

complementary means in the process of combating corruption. It is suggested that when 

the quality of the accounting and auditing practices is high, the level of corruption tends 

to be low. A lower level of corruption may lead to enhance efficiency and economic 

growth, because more resources can be directed to support productive activities instead 

of paying bribes. 
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2.2.7 Transparency 

According to the OECD, disclosure and transparency is one of the corporate 

governance principles. It states that “corporate governance framework should ensure 

timely and accurate disclosure on all material matters, including financial situation, 

performance, ownership and governance of the company.” (OECD Principle IV 2004). 

Transparency refers to the openness of information, its truthfulness and no concealment 

of relevant information. It means that transparency does not only relate to the 

availability of the truthful information but also the publicity of all material information 

in such a way that the public can access the information. Take a simple example 

regarding board remuneration. The salaries and bonus packages of a board should be 

properly documented and available not only in a company’s files, but should also be 

publicly available. Information that is not disclosed either in the annual report or in the 

company’s website is not useful from a corporate governance perspective, because it 

cannot be easily accessed by the investors and the public. Generally speaking, good 

corporate governance mechanisms are a necessary condition, but it is not sufficient for 

protecting public interest. It should be accompanied by transparency. 

Scholars have confirmed that transparency mitigates asymmetric information 

which leads to lower conflict of interests (Brennan and Solomon 2008; Frankel and Li 

2004). The basic premise of transparency is that more disclosure of material information 

reduces the probability of the company to behave improperly. This concept can be 

simply applied in the context of reducing bribery or corruption. A strong disclosure 

requirement enables shareholders and the public to better monitor and scrutinize 

company behaviours including potential illegal actions. Disclosures of executive 

remuneration package, the selection process of the board of directors, any conflict of 

interests, etc. are deemed able to prevent corruption. Transparency can be improved if 

there is a strong regulatory framework for firms to publish any information that not 

only influences economic decisions, but also protects the public interest. Hence, we 

suggest that the level of corruption can be reduced if there are strong disclosure 
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requirements. A higher level of transparency and disclosure provides a mechanism to 

create an accountable business environment that ensures public trust.  

Before getting into the discussion, section 2.3 will describe in a glance a typical 

business landscape in Southeast Asia, followed by current development on corporate 

governance in Indonesia, Malaysia and Thailand.    

   
 

2.3  Institutional Setting 

Business in Southeast Asia is heavily based on a relation-based model. Unlike a market-

based system which substantially relies on arm’s-length transactions, relation-based 

system is rather subjective and unobservable (Li 2003). Furthermore, Li (2003) explains 

that parties who are involved in a relation-based transaction tend to have a long 

commitment. This long commitment is intended to ease coordination and reduce 

transaction costs. Internal control mechanisms among inside players to monitor their 

commitment are more prominent than external ones. Consequently, conglomerates or 

business groups are regarded as an efficient way to control economic activities, to 

enforce agreements outside of the court system, and to maintain long-term relations 

among insiders. Recent data of 2008 reveals that more than 46% of top publicly traded 

firms in East Asia are family-dominated (Carney and Child 2013). According to their 

study, the Philippines hold the largest portion of family ownership, followed by 

Hongkong and Singapore. Indonesia and Malaysia exhibits relatively the same portion 

of family firms (see Table 2.2). 

Another characteristic of the Asian business is the close ties between the 

government and corporate sectors. It is rational for companies to build a link with 

government officials, as resources are mostly under government control. The 

government has the authority to issue licenses and permits, and it is manifested by 

several government policies directed to support certain business groups based on 

political favouritism. For instance, Johnson and Mitton (2003) in Malaysia found that 
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Table 2.2 The percentage of family controlled firms in 2008 

Carney and Child (2013) investigated the changes of ownership concentration among East Asia’s 
largest companies in 1996 and 2008. They found that compared to 1996, the number of family 
concentrated firms have declined in 2008 particularly in South-East Asia countries including 
Indonesia, Malaysia and Thailand. It results from major political changes with respect to 
democratization that occurred following the 1997 crisis. 
 

Country No. of firms % of family ownership* 
Hong Kong 158 60.6 
Indonesia 132 57.3 
Japan 136 9.6 
Korea 159 54.5 
Malaysia 154 51.5 
Philippines 114 78.5 
Singapore 131 60.2 
Taiwan 163 13.8 
Thailand 149 37.8 
East Asia nine  1,296 46.1 

*based on the 10% cut-off level of ultimate control 
Source: Carney and Child (2013, p.505) 

 
 
politically connected firms obtain preferential access in getting loans from state-owned 

banks. Also in Indonesia, the government often awarded business licenses and 

preferential treatment to its crony such as the Salim Group and the Barito Group (Luez 

and Oberholzer-Gee, 2006). The corporate governance problem becomes more serious, 

when government officials or politicians are getting involved in business. Power and 

authority they possess might be misused to their own interests, either for their political 

career or their own business. Former Thai Prime Minister Thaksin Shinawatra was a 

billionaire who owned the largest telecommunications company – Shin Corp. In 2011 the 

Supreme Court seized his assets of USD1.4 billion that were accrued through corruption 

and conflict of interest during his administration (BBC News, 2011).  

 Over a decade following the 1997 crisis, Malaysia, Indonesia and Thailand have 

been working on improving corporate governance practices. They have made a 

significant progress in the area of strengthening the legal framework. In 2000, Malaysia 

amended its Company Act 1965, while in 2008 Thailand revised its Public Limited 

Companies Act 1992 and Securities and Exchange Act 1992. For Indonesia, a new 
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Company Law was introduced in 2007 including the revision of the corporate 

governance code.  All those efforts have resulted in a more comprehensive regulatory 

framework, which guides corporate governance practices in those countries. However, 

the performance of each country in achieving corporate governance score varies. Table 

2.3 displays a comparison of Corporate Governance scores assessed by the Asian 

Corporate Governance Association (2012) and the Asian Development Bank (2013). Both 

surveys unveil the same results that Thailand always ranks the best position compared 

to Malaysia and Indonesia. 

 
Table 2.3 Corporate governance score 

Both surveys use different methodologies in assessing the quality of corporate governance that 
cause a different result. While ACGA takes a survey based upon a mixed assessment between 
company’s self-assessment and analyst’s perception, ADB scores the CG performance which is 
assessed by each country’s independent body. The scores achieved by Indonesia are quite 
unsatisfactory because they are still below the mean total score of the region.  
         

Country ACGA, 2012 ADB, 2013 
Indonesia 37 43.4 
Malaysia 55 62.3 
Philippines 41 48.9 
Singapore 69 56.1 
Thailand 58 67.7 
Vietnam  n/a 33.1 
Mean total score 46 53.7 

 Source:  The Asian Corporate Governance Association (2012), 
The Asian Development Bank (2013) 
 

 
The Asian Corporate Governance Association (ACGA) has undertaken a 

biannual survey in collaboration with CLSA Asia-Pacific Markets (a leading investment 

group) since 2000. The survey assesses the quality of corporate governance of 864 listed 

companies across Asia-Pacific markets in six areas, i.e. CG rules and practices, 

enforcement, political and regulatory environment, accounting and auditing, and CG 

culture. The score ranges from 0 (lowest rank) to 100 (highest rank). Similar to the 

ACGA which selects the country’s largest companies based on their market 

capitalization, the Asian Development Bank (ADB) in cooperation with the ASEAN 

Capital Markets Forum (ACFM) rank the corporate governance performance of top 
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ASEAN publicly listed companies. The ASEAN CG Scorecard is developed to cover the 

OECD CG principles, specifically the rights of shareholders (26 indicators), equitable 

treatment of shareholders (17), role of stakeholders (21), disclosure and transparency 

(42), and responsibilities of the board (79). Moreover, the scoring is balanced with the 

bonus and penalty mechanism. Companies which demonstrate an exemplary practice 

beyond the minimum standards will be rewarded a bonus, whereas companies with 

poor practices will get a penalty.    

 
 

2.4  Methodology 

In order to better understand how corporate governance practices in Indonesia can be 

improved, we conducted a comparative study with two Southeast Asian middle-income 

countries, Malaysia and Thailand. We examined each country’s institutional framework 

which consists of its corporate governance code, company law, rules and regulations, 

and related institutions that support corporate governance practices.12  Malaysia and 

Thailand were chosen to be relevant counterparts for three reasons. Firstly, they both 

suffered with Indonesia from the aftermath of the 1997 South-East Asian crisis. Besides 

macroeconomic factors which are considered to be leading causes of the crisis (Corsetti 

et al. 1998; Kumar and Debroy 1999), weak governance practice is also considered a main 

factor that deepened and prolonged the crisis (Lee 1999; Johnson et al. 2000, Haggard 

2002). Since then, emerging Southeast Asian countries have taken measures with regard 

to the corporate governance improvement. Recently, Malaysia and Thailand have shown 

their commitment to maintain a higher standard of corporate governance institutional 

framework, making them regional leaders in this respect (ROSC, 2012b, 2012c).  

Secondly, in the last decade, Indonesia, Malaysia and Thailand are regarded as 

the top three GDP contributors among ASEAN member states, leading them to be 

promising investment destinations. The latest figure indicates that in 2010 their GDP 

represented around 68% of total ASEAN GDP (ACIF 2011). These three countries are 

                                                        
12 The legal framework here refers to those issued until 31 December 2013.  
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classified as middle-income economies13 . At the same time, although Malaysia and 

Thailand have much in common with Indonesia, their legal system is different. Unlike 

the Indonesian system, which relies predominantly on civil law, Malaysia as a former 

British colony adopted the common law system. Thailand applies a civil legal system, 

mixed with some common law elements (Kanchanapoomi 2005). These different 

characteristics of legal systems may be helpful in explaining why there are some 

variations in corporate governance frameworks and in the performance of companies in 

meeting these standards. 

 
 

2.5  Discussion and Analysis 

2.5.1 Comparative corporate governance institutional framework 

 This section will present a comparison of corporate governance institutional 

frameworks in Indonesia, Malaysia and Thailand. We specifically focus on the issues of 

shareholders, board of directors, accounting and auditing and transparency. In doing 

the analysis, it is important to stress that we assume that the enforcement of law is a 

given factor. It means that we do not incorporate any sanctions that may influence the 

effectiveness of the existing legislation. Table 2.4 shows the comparison of corporate 

governance institutional frameworks for Indonesia, Malaysia and Thailand. The legal 

frameworks that we refer to consists of the companies acts, the securities and exchange 

acts, the stock exchange rules, and corporate governance codes. The most recent laws 

governing limited-liability companies in Indonesia, Malaysia, and Thailand are the 

Company Law No.40/ 2007, the Companies Act 2007, and the Public Limited Companies 

Act No.3/ 2008 respectively. Every country has a capital market regulator, which is 

responsible for governing, supervising and enforcing the securities regulations, i.e. 

Bapepam LK or OJK for Indonesia, the Securities Commission for Malaysia, and the 
                                                        
13 The World Bank classifies the low/middle/high income economies based on their Gross National 

Income per capita. For the year 2013, low-income economies are defined as countries with GNI per 
capita <= US$1,045; middle-income economies between US$1,046 and US$12,745; and high-income 
economies >= US$12,746 
(https://datahelpdesk.worldbank.org/knowledgebase/articles/906519).   
  

https://datahelpdesk.worldbank.org/knowledgebase/articles/906519).
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Securities and Exchange Commission for Thailand. In addition, those three agencies also 

have a responsibility to oversee the operationalisation of the country’s stock exchange. 

All publicly listed companies must comply with the regulations and listing requirements 

stipulated by the respective capital market regulator and the stock exchange agency.  

While the structure of legal and regulatory framework pertaining to the securities 

regulations among the three countries is similar, there is a difference with respect to the 

establishment of the corporate governance code. The Malaysian Code on Corporate 

Governance is set by the Securities Commission, while the Corporate Governance 

Principles for Listed Companies in Thailand is stipulated by the Stock Exchange of 

Thailand. In Indonesia, however, the National Committee on Governance is responsible 

for establishing and updating the Code of Good Corporate Governance. Even though 

the Code is regarded to be voluntary for companies, there is a gap with respect to the 

compliance particularly for publicly listed companies. In Malaysia and Thailand, under 

the stock exchange agency’s rules, listed companies are required to explain the extent of 

their compliance with the code. Any non-compliance items should be clearly explained 

by the company. Unfortunately, this practice is not applied yet in Indonesia. It means 

that listed companies are not required to report their compliance with any provisions of 

corporate governance. 

 
                   
2.5.2  Shareholder rights 

One pivotal agency problem in South-East Asian companies is that key decision 

making is mostly held by single-majority power of family shareholders. Minority or 

outside shareholders have limited rights to participate in the decision making process or 

to request an additional explanation from the management. Accordingly, the main 

concern is how to encourage the monitoring role of outside shareholders including the 

channels, which enable them to voice more strongly. All three countries have provided 

mechanisms to conduct shareholders’ meeting. Companies should announce and send a 

meeting notice to all shareholders within a reasonable period prior to the date of the 

meeting. This will give a greater chance for shareholders to schedule and attend the 
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meeting. However, prior notice itself does not guarantee that the shareholders’ rights 

can be easily exercised. Even though proxy voting is allowed in the three countries, the 

possibility of proposing an additional agenda item varies among them. For shareholders 

in Malaysia it is much easier to place items on the shareholders’ meeting agenda, 

because it only requires a minimum threshold of 5%. Indonesia shareholders only 

require 10% of total voting rights; the Company Act of Thailand requires 1/3 of total 

shared issued. To cope with this issue, in 2006 the Stock Exchange of Thai launched a 

best practice guideline for companies to establish a written mechanism that enables 

minority shareholders to propose agenda items in advance prior to the meeting. 

Another crucial issue with regard to investor protection is regulations focused on 

Related Party Transactions (RPT). Many studies have documented that typical 

concentrated ownership in Asian market provides greater opportunities for controlling 

shareholders (insiders) to expropriate minority shareholders (outsiders) (Claessens et al. 

2002; Villalonga and Amit 2006;  Juliarto et al. 2013). Abusive RPT, among others, is one 

way of expropriation of outsiders that insiders can take, including the sales of the 

insiders’ assets to another firm in the same group at below market prices and intra-loans 

without sufficient guarantees. To curb the pervasiveness of RPT, several regulations are 

needed to ensure that shareholder rights are protected from such transactions. We can 

see from Table 2.4, section 2c, that according to the Corporate Governance Codes in the 

three countries, any interested parties who have conflicts of interest should abstain from 

decision making and voting on the RPT.  

In addition, the country’s securities regulator (the Security Commission and the 

Stock Exchange) requires a threshold for RPT which should be approved by 

independent shareholders and/or board of directors/board of commissioners. For 

example, in Indonesia any RPT that is deemed to have a conflict of interest and that has 

a value of more than 0.5% of paid-in capital must be first approved by non-interested 

shareholders. Malaysia and Thailand apply a threshold of 5% of net tangible assets and 

3% of net tangible assets, respectively. However, Indonesia has no provision requiring 

that RPT should be assessed by an independent appraiser or even a statement from the 
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Board of Commissioners or the Audit Committee concerning the reasons to take such 

transactions. This makes it much more difficult for investors in Indonesia to judge 

whether the transactions are objective and beneficial or not. Hence, the likelihood of 

doing abusive practices may be easier in Indonesia than in Malaysia and Thailand.  

Lastly, the shareholder rights can be improved by the establishment of 

organizations that facilitate investors to be more active. The presence of these investor 

organizations can reduce the free-rider problem, particularly among outside 

shareholders. It is more efficient if shareholders unite in one group in order to promote 

shareholders’ activism. However, to become an effective organization it should be 

supported by appropriate institutional framework. One of the most active organizations 

is the Minority Shareholders Watchdog Group (MSWG) which is established by major 

Malaysian institutional investor groups in 2000. The MSWG has conducted various 

activities such as Annual General Meetings (AGM) and Extraordinary General Meetings 

(EGM) monitoring, the Directors' Remuneration Survey, Corporate Governance Survey 

and the Dividend Survey (MSWG’s website). In Thailand a similar organization is the 

Thai Investor Association, which has actively conducted an assessment of the AGM in 

collaboration with the Stock Exchange of Thailand (SET’s website). Unfortunately, even 

though Indonesia has the Indonesian Society of Securities Investors (ISSI), it is quite 

passive.14 Indeed, shareholder activism in Indonesia is not common. One reason may be 

that the cost of court actions in Indonesia is higher than in other Asia-Pacific countries 

(ROCS, 2010), which may lead shareholders to be reluctant to file a suit against the 

company. Recent empirical research also shows that the level of shareholder protection 

in Indonesia is lower than in Malaysia. Djankov et al. (2008) reveal that Indonesia’s and 

Thailand’s shareholder protection index is 4, while for Malaysia it is 5 (out of 6).15  

 

                                                        
14 In an attempt to find information about the ISSI, we did not obtain the ISSI’s website and nor news 

about its activities.     
15 Djankov et al. (2008) have revised the previous measure of shareholder protection (formerly known 

as the anti-director rights index) which was first introduced by La Porta et al. (1998), after getting a 
constructive critique from a legal scholar (Spamann 2009).   
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Even though Indonesia has made some improvements in empowering the 

shareholder rights, the effectiveness of protecting outside shareholders is still under 

question. The controlling shareholders often take a decisive position. In general, once the 

management and inside shareholders made decisions, the outside shareholders will 

follow without opposing them. Since the shareholder rights in Indonesia tend to be 

overlooked, their participation in monitoring the company is a challenging issue. This 

situation will generate greater room for management to be opportunists, facilitate them 

to take abusive actions, including bribery beyond the outsiders’ control.             

 
 

2.5.3 Board of directors 

The structure and competency of the board of directors (BoD) have been a 

growing issue in corporate governance deliberations focusing on the effectiveness of 

their duties. In Southeast Asia, it is widely known that controlling shareholders tend to 

appoint insiders to become a CEO and a board member. The executives and board 

members are typically trusted people elected from other companies in the same group. 

They can be family members, relatives or bureaucrats. More seriously, if those persons 

are less competent and have conflicts of interests, their capability to monitor thoroughly 

is questionable. Therefore, the selection and remuneration process including the 

composition of the BoD becomes essential to be considered as part of control 

mechanisms.  

Since Indonesia applies a two-tier board system, there is a separation between the 

supervisory board (board of commissioners) and the executives. On the other hand, 

Malaysia and Thailand have a one-tier board system following the Anglo-American 

model, where a CEO is part of the board members. In the one-tier system, the CEO is 

usually appointed as a chairman. In that case, there is a lack of monitoring mechanism 

that may lead to abuse of power. To counter this, it is important to split the position of 

chairman and CEO. Malaysia and Thailand have stipulated this issue through its 

respective stock exchange regulations. However, in Malaysia it is required that the 

chairman should be an independent person. This provision is not present in Indonesia 
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nor Thailand (see Table 2.4, section 3d). Given that ownership structure is mostly family-

dominated, when a chairman position is not independent, it is prone to be chaired by 

controlling shareholder family members. This phenomenon is quite common in 

Indonesian companies.  

Another concern of board independence relates to the termination of board 

membership. A policy to limit the tenure of a person sitting as an independent director 

is really debatable. But, it is a common governance practice in the world to limit top 

public positions like presidential terms or parliamentary tenures. With respect to 

independent directors, there is no consensus to what extent it is necessary to regulate 

term limits. However, nowadays many countries have either recommended or 

introduced term limits for directors. The rationale behind this regulation is that their 

independence will be impaired with the passage of time. They tend to become more 

cooperative with other board members and management, which in turn leads to less 

effective control. In 2012, the Malaysian Code on CG started to stipulate that a person 

can serve as an independent director for a maximum cumulative period of 9 years. 

Other countries which also have set such a regulation are the UK, Singapore, Hongkong, 

and France. In addition, other jurisdictions simply recommend or encourage this, such 

as Thailand, Spain and the Netherlands. For Indonesia, there are no guidelines for 

director tenures or even a maximum age, making it possible for firms to install directors 

for their entire life. 

In addition, scholars also pay attention to multiple directorships, i.e. a director 

who sits on multiple boards. A growing literature shows that the monitoring role of 

boards is relatively less effective if board members hold many directorships (Fich and 

Shivdasani 2006; Core et al. 1999). Non-executive directors (commissioners) who are too 

busy, may harm firm value as they do not have enough time to effectively monitor 

management (Ferris et al. 2003). Table 2.4 section 3d shows that in this context, again 

Malaysia leads by introducing a regulation that limits the number of directorships up to 

5 (five). It brings Malaysia to set best practices of corporate governance like others such 

as Singapore, the Netherlands and the UK. The Bursa Malaysia (Malay Stock Exchange) 
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also requires a mandatory training and continuing education program for the BoD, 

Thailand only strongly encourages this and Indonesia has no clear provision on it. In 

sum, Malaysia supplies a stronger regulatory framework with respect to the 

effectiveness of board monitoring roles, compared to Thailand and Indonesia. 

It is safe to conclude that on average the quality of the Indonesian commissioners 

is less strong which may have a detrimental effect on the effectiveness of the board in 

terms of their monitoring and controlling role. Since the board members mostly are 

linked to inside shareholders, their independent and critical opinions are in doubt. The 

loose monitoring system may increase the management’s opportunity to take action that 

is not in line with the interests of the minority shareholders. Thus, it is easier for 

management to act and conceal illicit transactions for their own benefits. Hence, we can 

say that a stronger corporate governance framework with regard to the quality of the 

supervisory board will limit the likelihood of corrupt activities. 

 
 

2.5.4 Accounting and auditing 

Both Indonesia and Malaysia have fully adopted the International Financial 

Reporting Standards (IFRS) since 1 January 2012. Thailand followed to converge with 

the IFRS in 2013. Most countries in the world have fully adopted the international 

accounting standards i.e. the IFRS as well as the International Auditing Standards (IAS). 

The introduction of those standards in the three countries is still in the early stage. It 

does not mean that there are no variations in practice, however. Yet, it is beyond our 

analysis to investigate the gap between the accounting standards and its actual 

implementation. The more interesting issue relates to the independence of the 
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Table 2.4 Key corporate governance institutional frameworks 

1. Legal and Regulatory   Indonesia Malaysia Thailand 

a. Companies Act 
 

The Company Law No.40/2007 
(CL 2007) 
 

The Companies Act 2007 (CA 
2007) 

The Public Limited Companies 
Act No.3/2008 (PLCA 2008) 

b. Securities and Exchange Act 
/Regulations 

The Capital Market Law 
No.8/1995 
The Bapepam-LK Regulations 
until Dec 2013 

The Capital Markets and 
Services Act 2007 

The Securities and Exchange Act 
2008 
 

c. Stock Exchange Rules 
 

The Indonesian Stock Exchange 
Rules  
(IDX Rules) until Dec 2013 

The Bursa Malaysia Listing 
Requirements (BMLR) until Dec 
2013 

The Stock Exchange of 
Thailand’s Listing and 
Disclosure Rules (SET Rules) 
until Dec 2013 

d. Corporate Governance Code 
 

Indonesia’s Code of Good 
Corporate Governance 2006  
(CG Code, 2006) 

Malaysian Code on Corporate 
Governance 2012  
(CG Code, 2012) 

Thailand’s Principles of 
Corporate Governance for 
Listed Companies 2012 (CG 
Principles, 2012) 
 

2. Shareholder rights Indonesia Malaysia Thailand 

a. Shareholders’ meeting 
procedures: 
- Advance notice prior the 

date of general meeting 
- Proxy voting 
- One-share, one-vote 
- Proposal of additional 

agenda items 

 
 
28 days for announcement and 
14 days for invitation 
Yes 
Yes  
10% of voting rights 
 
(CL 2007) 
 

 
 
21 days 
 
Yes 
Yes  
5% of total voting rights; or 100 
shareholders who each holding 
shares not less than RM500 
(CA 2007) 
 

 
 
7 days 
 
Yes 
Yes  
1/3 of issued shares 
 
 
(PLCA 2008) 
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b.  Minority and institutional 
shareholders participation 
 

Indonesian Society of  Securities 
Investors (relatively passive) 
 

Minority Shareholders 
Watchdog Group (very active) 

- Association of Investment 
Management Companies 

- Thai Investor Association 
(very active) 

c. Related party transactions: 
- Thresholds 

 
 

- First approval 
 
 

- Procedure 
 
 
 
 

 
More than 0.5 % of paid-in 
capital (Bapepam-LK 
Regulations No. IX.E.1, 2008) 
By non-interested shareholders 
(Bapepam-LK Regulation No. 
IX.E.1, 2008) 
Any interested party having 
conflict of interest is prohibited 
to  involved in discussions and 
decision making process (CG 
Code, 2006) 

 
More than 5% of net tangible 
assets (BMLR Chapter 10, 2013) 
 
By non-interested shareholders 
(BMLR Chapter 10, 2013)  
 
Any interested party should 
withdraw their rights in 
decision making and voting 
session (BMLR Chapter 10, 
2013) 

 
More than 3% of net tangible 
assets (SET 22-01, 2003) 
 
By non-interested shareholders  
(SET 22-01, 2003) 
 
Any interested party should 
abstain in decision making and 
voting session (SET 22-01, 2003)  
 

 - Independent appraisal Only if it is deemed necessary 
by the Bapepam-LK (Bapepam-
LK Regulation No. IX.E.1, 2008) 
 

Yes, any related party 
transactions exceed the 
thresholds should be appraised 
by an independent appraiser 
(BMLR Chapter 10, 2013) 
 

Specific transactions should be 
appraised by an independent 
appraiser (SET 22-01, 2003)  

3. Board of Directors Indonesia Malaysia Thailand 

a. Roles and responsibilities Clearly stated in the Company 
Law and CG Code 

Clearly stated in the Companies 
Act and CG Code 

Clearly stated in the Public 
Limited Companies Act and CG 
Principles 

b. Component - Sufficient size (CG Code 2006) 
- Min. 30% of Board of 
Commissioners (BoC) must be 
independent (IDX Rule No.I-A, 
2004) 

- A balance of executives and 
non-executives (CG Code 2012) 
- At least 2 or 1/3 of BoD must 
be independent (BMLR Chapter 
15, 2013) 

- A balance of executives and 
non-executives (CG Principles 
2012, SET Code of best practice, 
1999) 
- Al least 3 or 1/3 of BoD must be 
independent (SET, 2008) 
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c. Term limit of independence 
directors 

No provision No more than a cumulative 
period of 9 years (CG Code 
2012) 

Encouraged to be limited in 
respective company’s policies 
(CG Principles, 2012) 

d. Directorship Only for banking and financial 
institutions, max 2. 

No more than 5 directorships in 
other listed companies 
(BMLR Chapter 15, 2013) 

Encouraged to be limited, no 
more than 5 board of listed 
companies (CG Principles, 2012) 
  

e. Separation of chairman and 
CEO 

Yes, the nature of two-tier 
system (CG Code, 2006) 

Yes, should be different persons 
(CG Code, 2012) 

Strongly encouraged to be 
different persons (SET Code of 
best practice, 1999; CG 
Principles, 2012) 

f. Position of chairman No provision Must be independent 
(CG Code 2012) 

Strongly encouraged to be 
independent (SET Code of best 
practice, 1999; CG Principles 
2012) 

g. Education programs Not clearly regulated Mandatory training and 
continuing education programs 
(BMLR Chapter 15, 2013) 
 

Strongly encouraged but not 
mandatory (CG Principles 2012) 

h. Nomination and selection 
 
- Establishment of policies 

and procedures 

Nomination Committee (CG 
Code 2006) 
Not clearly regulated 
  

Nomination Committee 
Should be formalized, as part of 
BoD duties (CG Code 2012, 
BMLR Chapter 15, 2013) 

Nomination Committee 
Should be transparent  
(CG Principles 2012) 

i. Remuneration 
- Establishment of policies 

and procedures 

 
Yes, proposed by the 
Remuneration Committee 
(CG Code, 2006) 

 
Yes, proposed by the 
Remuneration Committee (CG 
Code, 2012) 

 
Yes, proposed by the 
Remuneration Committee 
(CG Principles, 2012) 

j. Conflicts of interest (CoI) A board member having CoI is 
not allowed to participate in 
discussions and decision 
making process (CG Code, 2006) 

A board member having CoI 
(directly or indirectly) should 
not participate in voting and 
discussion (BMLR Chapter 10, 
2013) 

A board member having vested 
interests should not participate 
in decision making process 
(CG Principles, 2012) 
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4.  Accounting and Auditing Indonesia Malaysia Thailand 

a. Full convergence to IFRS 1 Jan 2012 
 

1 Jan 2012 2013 

b. Term limit of independent 
auditors 

Max. 3 years for public 
accountant partners, and 6 years 
for public accounting firms 
(Minister of Finance Regulation 
No.17/PMK.01/2008; ROSC, 
2011) 

No provision (ROSC, 2012a) Only requires a rotation of 
public accountant partners for 
every 5 years (not for accounting 
firms) (SEC News Release 
No.25/2005; ROSC, 2008) 

c. Requirement of audit quality 
assurance 

Yes (ROSC, 2011) Yes (ROSC, 2012a) Yes (ROSC, 2008) 

d. Existence of auditor watchdog Auditor Oversight Committee 
(ROSC, 2011) 

Audit Oversight Board 
(ROSC, 2012a) 

Auditor Disciplinary Steering 
Group (ROSC, 2008) 
 

5. Transparency and 
Disclosures 

Indonesia Malaysia Thailand 

a. CG Code and Principle 
Compliance 

No specific provision for listed 
companies to report their 
compliance with CG Code 
(ROSC, 2010) 
 

Listed companies should 
disclose their compliance or 
explain any non-compliance 
items (BMLR) 

Listed companies should 
disclose their compliance or 
explain any non-compliance 
items (SET Rule) 

b. Ownership structure Mandatory (Bapepam-LK 
Regulation No.VIII.G7, 2012) 

Mandatory (BMLR) Mandatory (SET Rule) 

c. BoD profile Mandatory (Bapepam-LK 
Regulation No.VIII.G7, 2012) 

Mandatory (BMLR) Mandatory (SET Rule) 

d. BoD nomination and selection Not clearly regulated 
 

Mandatory (BMLR) Voluntary (CG Code, 2012) 

e. Remuneration: 
Policies and procedures  
Values 

 
Voluntary (CG Code, 2006) 
Voluntary (CG Code, 2006) 

 
Mandatory (BMLR) 
Mandatory (BMLR) 

 
Voluntary (CG Code, 2012) 
Mandatory (SET Rule) 

f. Audit and non audit service 
fees 

No provision 
(CG Code, 2006) 

Mandatory 
(BMLR) 

Mandatory 
(SET Rule)  
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g. Conflicts of interest BoC shall make an annual 
statement that he/she has no CoI 
in any decisions he/she made, 
but not necessary to disclose in 
the annual report (CG Code, 
2006) 

BoD should disclose any conflict 
of interest in the annual report 
(BMLR) 
 

BoD should avoid any CoI 
positions (SET Rule) 

h. Code of Conduct Stated in CG Code, but no 
mandatory provision for 
companies to establish an ethical 
business conduct (CG Code, 
2006) 
 

Clearly stated in CG Code as 
part of BoD responsibility to 
formulize a company’s code of 
ethics (CG Code, 2012) 

Clearly stated in CG Code as 
part of BoD responsibility to 
formulize a corporate’s code of 
conduct and code of ethics (CG 
Principles, 2012) 

i. Whistleblowing Companies must develop a 
mechanism to accommodate 
whistleblower complaints (CG 
Code, 2006) 

As part of the code of conduct 
(CG Code, 2012) 

As part of the code of conduct 
(CG Principles, 2012) 

 
Notes: to maintain a consistency in addressing specific issue, we utilize the following terms: 
No provision    =  there is no clause either under the CG code or laws and regulations explaining such issue. 
Not clearly regulated  = only stated under the CG code but not governed by the laws and regulations.
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auditor. Similar to the case of independent directors, external auditors and auditing 

firms should have a tenure restriction when serving their clients. Referring to Table 2.4 

section 4b, Indonesia has stipulated a maximum period of 6 years for a public 

accounting firm to be able to audit the same company, and 3 years for its partner 

auditors. Thailand imposes this rule only for auditors (not for audit firms); Malaysia 

until now does not have any provisions. The independence of independent auditors can 

also be measured by their audit fees. There is a quite some literature which suggesting 

that high audit fees paid by a company can intensify the economic bond between the 

auditor and the client, leading to impair the auditor’s independence (Frankel et al. 2002; 

Lin and Hwang 2010). When their independence is impaired, it may lead to a higher 

possibility for the occurrence of earnings management, thus lowering the quality of 

financial statements (Cahan et al. 2008; Larcker and Richardson 2004). Disclosure of 

auditor’s fees in Indonesia does not take place, however, since there are no rules to 

impose companies to do so. 

Furthermore, the quality of accounting and auditing in Indonesia is increasingly 

questionable pertaining to the low number of chartered accountants. Compared to 

Malaysia and Thailand, the ratio of the Indonesian chartered accountants (CAs) to the 

population is very low. For every 1 million inhabitants, Indonesia only has 71 CAs while 

Malaysia and Thailand has 1,270 and 867 respectively (Asean Federation of Accountants 

- AFA), 2013). Kimbro (2002) found that the number of accountants in a country has a 

positive significant influence in reducing corruption level. Hence, Indonesia has several 

challenges to improve its audit quality in the fight against corruption. Insufficient 

number of qualified registered accountants, lack of resources in building a professional 

accounting body, and inadequate capacity to ensure the quality of accounting and 

auditing are some obstacles that lead to weakening the monitoring role. In conclusion, 

Indonesia’s institutional framework in accounting and auditing is less strong than 

Malaysia and Thailand, providing more room for corruption to exist.   
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2.5.5 Transparency 

Last but not least, transparency is a very essential tool to enhance corporate 

discipline. A strong legal framework itself does not guarantee that companies follow the 

rules. It should be enforced by mandatory disclosures, in which shareholders and the 

public can scrutinize the company based on the information that the company declares. 

Transparency and disclosure are considered as efficient and effective to enforce law. 

International corporate governance code and best practice recommendations have 

guided what items need to be disclosed, such as ownership structure, BoD profiles and 

any other material information including the board selection process and remuneration 

policies. 

In terms of corporate code compliance, it should be noted that Indonesia does not 

require listed companies to report their corporate governance practices. It means that 

there is inadequate enforcement of law, since listed companies only adopt the code on a 

voluntary basis without explaining any discrepancies. Crucial issues such as conflict of 

interest, boards and executive remuneration, and auditor fees may thus not be reported 

in the annual report. On the other hand, Malaysia and Thailand require mandatory 

disclosure to what extent the companies comply with the corporate governance codes 

and principles. If the company does not comply with any item of the codes, it should 

explain the reason for the respective non-compliance item. Table 2.4 section 5, provides a 

detailed comparison of the three countries related to the disclosure requirements. 

While listed companies in the three countries are required to disclose audited 

financial statements in the annual report, there is a variation regarding the regulations to 

disclose non-financial information. As stipulated by the Malay securities commission 

regulations, the members of the board of directors should disclose any conflicts of 

interest they have. For example, when they engage in related party transactions, either 

directly or indirectly (through their family members or relatives), and/or when they hold 

other positions deemed to bear conflict of interest such as a position in the government 

and political party, this should be reported. Such regulations are absent, both in 

Indonesia and Thailand. However, in many areas Thailand has the same mandatory 
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regulations as Malaysia to impose companies to declare information in the annual 

report, including information about board remuneration, audit fees, and company code 

of conduct. In addition, listed companies in Indonesia are not required to disclose the 

board nomination and selection process, the policy to manage related party transactions 

and the code of conduct.  

On the basis of the aforementioned discussion, we can draw the conclusion that 

on average, Malaysia has proven to be a leader of the three countries in the area of 

transparency and disclosure, followed by Thailand. Indonesia mostly relies on the 

voluntary based approach with respect to transparency and disclosure. This decreases 

the company awareness of transparency. Lower levels of transparency make it easier for 

companies to hide any material information that may involve abusive or non-arm’s 

length transactions. This supports our conjecture that improved transparency will 

reduce the probability of corruption. 

       
          

2.6  Conclusions 

As the economy is undergoing a process of decentralization, the role of the corporate 

sector is more increasing, which results in the demand for improved corporate 

governance. Competition and globalization impose companies to be more concerned 

about the importance of corporate governance as this is particularly required by foreign 

and institutional investors. Companies with better corporate governance perform better 

and have a more positive market valuation (Klapper and Love 2004; Bhagat and Bolton 

2008), allowing them to grow sustainably. The need of sound corporate governance is 

essential to encourage a better investment climate, to improve a more efficient allocation 

of economic resources, and to provide a reliable monitoring mechanism. It is believed 

that corporate governance is not only directed to enhance shareholder value per se, but 

also to foster economic growth (Mayer 2012; Tiwari 2010).  

Furthermore, the implementation of sound corporate governance is more 

meaningful in countries perceived as highly corrupt like Indonesia. Although 

Indonesia’s level of corruption has reduced in the last decade, its achievement is still 
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below the ranking of other middle-income countries in South-East Asia (World Bank 

2013, the World Governance Indicator).  A similar pattern applies for the performance of 

corporate governance in which Indonesia’s score is not satisfactory enough compared to 

Malaysia’s and Thailand’s (ACGA 2012, ADB 2013).   

We focused on institutional framework to provide evidence that a stronger 

institutional framework of corporate governance helps to decrease the likelihood of 

corruption. Specifically, we utilized agency theory to shed light on the link between 

corporate governance and corruption. It stems from the asymmetric information 

problem that makes it hard for shareholders and the public to access the company’s 

information. Managers and insiders are able to mask their bribery activities by reporting 

false information to the public. The opportunistic behaviour of bribery can be reduced 

by establishing corporate governance best practices that aim at reducing such behaviour. 

These best practices focus on monitoring decision making by managers and ensuring 

that business operations are operated with a high standard of integrity.  

In this study, we compared the corporate governance institutional framework of 

three South-East Asia countries, i.e. Indonesia, Malaysia, and Thailand. We found that 

Malaysia has the strongest institutional framework with respect to shareholder rights, 

the quality of the board of directors, accounting auditing, and transparency standards, 

which in turn leads to a tightened monitoring system. When monitoring is well 

developed, the opportunity for bribery and corruption can be curbed. It may explain 

why Malaysia has a relatively lower level of corruption. On the other hand, Indonesia’s 

institutional framework is less stringent compared to Malaysia and Thailand.  

Some crucial issues that should be highlighted here include related party 

transactions, shareholder activism, and the quality of the board of directors. The 

Indonesian corporate governance framework mostly is voluntary based. This approach 

may not provide sufficient conditions for companies to adopt corporate governance best 

practices. Moreover, transparency is another challenging issue in Indonesia. Hence, the 

probability of corruption is larger because companies can easily conceal the illicit 

transactions without having to be worried. Our results suggest that Indonesia needs to 
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improve its institutional framework of corporate governance to be in line with 

international best practices. 

Lastly, this study does not incorporate the enforcement of law as part of the 

analysis. A strong legal framework does not necessarily imply a commitment to apply if 

there is a lack of enforcement by state actors and regulatory bodies. Enforcing the laws 

and regulations, however, is also another big concern in Indonesia. Future research may 

focus on establishing whether there is a gap between the existing regulations and actual 

implementation. 
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