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are making decisions that will have an impact on strategy and management.
Conversely, a change in strategy such as a move to diversify or a decision to
take on more risk in a business can make the firm more attractive to some
shareholders and less attractive to others and is therefore not ownership
neutral. Opening the black box of agency theory, Korine and Gomez show
how management and ownership interact to shape the strategy of the firm.
In their view, the critical question to ask is not what is the best strategy, but
rather, who is the strategy for? With numerous detailed examples, Strong
Managers, Strong Owners is an invaluable resource for company owners,
board members, and executives, as well as their advisors in strategy and

governance.
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Foreword

The interrelationships among shareholders, directors, and senior
executives have come under the microscope only fairly recently.
Having been personally involved in various capacities through the
last two decades both on the public and private sides, I have seen first
hand how the roles have evolved over time. Shareholders’ awareness
of their interests and rights, and their expectations of the people
they have put in place to act in, if not protect their interests, have
heightened over time, no doubt thanks to the numerous episodes of
wide-scale frauds by executives or failure to discharge fiduciary duty
by directors. To a similar extent, directors are now acutely aware of
the onerous liabilities they assume when consenting to sit on boards.
Heavier emphasis is being placed on appointing a rising proportion
of nonexecutive or even independent directors, thereby subjecting
the board-management relationship to even more tension. In short,
the distinction between roles is being sharpened, and the lines of
responsibility are more clearly drawn.

More critically, I am convinced that strategy formulation is never
accidental; it is in fact the direct consequence of the interplay of
the different interests among shareholders, directors, and manage-
ment. This implies that any change in the composition of ownership
or management can potentially have an impact on strategy. By the
same token, if the strategy were refined or radically revamped, par-
ticularly with outside help, the dynamics between the shareholders

and management would undoubtedly be affected.
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We are all familiar with the experiences of a redefinition of strat-
egy around a change in ownership, resulting from a merger or acquisi-
tion. [ have witnessed first hand and twice over, as a senior executive
in financial services, how the new owners reshaped strategy — defin-
ing what was core business, which strong market position to build
on — and essentially restructuring the management teams along with
the new priorities. Likewise, when a new investor such as a private
equity fund takes on a significant shareholder role, the revised strat-
egy will be consistent with and reflect the basis for investment, for
example to realize value-add through operational enhancements
or organic growth. In such circumstances, new chemistry and new
working relationships have to be fostered. When managed care-
fully and sensitively, a stronger entity with a clearly defined business
focus, executed by competent executives, should emerge.

This should hypothetically be no different even if the owner were
a sovereign wealth fund. In reality, however, for businesses with a
political or strategic element, say in the provision of public goods
or essential services, more often than not, any shift in strategy may
entail or even arise from noncommercial considerations. The more
ambiguous the objectives for strategy review are, the greater the ten-
sion between owners and management will be.

It gets more complicated when government is a direct shareholder.
[ have come to realize that a deep appreciation of the multiple roles
that a government can play is essential to understanding the impact
of any strategy change on management. What are the factors giving
rise to the typical confusion over the capacity that a government is
acting in?

There is often more than meets the eye; this describes the unique
situation where the government is both an owner and regulator and,
in some cases, a customer as well! The arena of public goods is replete
with illustrations of the tightrope that many governments walk on.
Say in the area of public transportation or education or healthcare.

The harsh reality is that these multiple roles have conflicting interests
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from time to time. As a regulator, the government may elect to have
a more liberal competition framework for pay TV but the operator
that it owns may well wish that competitive pressures are limited.
Or that public policy may be leaning towards higher co-payments
for nonessential healthcare services but competitive pressure limits
what people pay. Whither the strategy in such circumstances?

Any public policy shift will necessarily lead to a corresponding
redefinition of strategy of the state-owned business that plays in
that space. This in turn requires a slew of changes that management
will have to conceive, embrace, and execute, sometimes to better
outcomes and, other times, with disastrous results. Occasionally, it’s
the opposite — where government assumes a doctrinaire position as
a shareholder but the underlying market transformation warrants a
new strategy. Something has to give; if the government insists on no
change in stance despite market indications to the contrary, then
management will be saddled with the burden of treading carefully
between pleasing the owner and staying relevant. Overall, [ have
observed that it will serve governments well to adopt a dynamic
stance towards its participation in business.

Where government is a shareholder, many relevant questions are
posed — should it remain involved in business? If not, when should
the exit be? What form should its involvement take — active or
purely financial? This is a topic of immense interest to many, includ-
ing myself, and especially those who have to deal with either the
state bureaucracy or state-owned enterprises.

[t will be futile to push for a convergence of interests across own-
ers, board members, and management because such an outcome does
not always exist. Instead, I have learnt that it would be more prag-
matic to understand the differences, some of which are inherent in
the definition of roles, and to accept that the desired outcome has
necessarily to be multidimensional. There would be competing and
conflicting demands on resources or simply a difference in expecta-

tions. But ultimately, the long-term, sustainable well-being of the
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firm must reign supreme. In any course of action or revision to strat-
egy, we must always bear in mind that making tradeoffs and mini-
mizing tension and power play should be part and parcel of such an
exercise.

Strong Managers, Strong Owners, by Korine and Gomez, reflects a
deep understanding of how the potential differences among the var-
ious stakeholders’ interests can influence the shaping of strategy. It
offers simple but sound advice on how to take these multiple inter-
ests into consideration when formulating strategy.

Lim Hwee Hua
Former Minister in the Prime Minister’s Office in Singapore
Executive Director, Tembusu Partners Private Equity Limited,

Singapore
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