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IntroVoice: Welcome to our next episode of TrustTalk. Our guest today is Jaap Winter, Professor of 
Corporate Governance at the University of Amsterdam, visiting professor at INSEAD in Paris, and one of 
Europe's foremost experts on leadership and corporate governance. He reflects on the various roles 
shareholders and directors play in a corporate environment. His critical view on Agency Theory and 
financial arrangements like Substantial Variable Pay, citing Harvard Professor Michael C. Jensen that 
those arrangements are "systems to facilitate to lie twice". Trust alone will not be enough. There is a 
need of discipline and structure in an organization. Trust is easier to achieve where there is proximity. 
He is critical about producing more rules and regulations after a financial crisis like Enron and more 
recently, Wirecard and advocates more emphasis on corporate culture and a human face to face 
approach to governance. Your host today, Severin de Wit. 

 

Interviewer: Jaap, good to have you at the TrustTalk podcast. You are a professor of corporate 
governance at the University of Amsterdam and the Vrije Universiteit, also in Amsterdam and one of 
Europe's leading corporate governance experts. Among others, you chaired the high level group of 
company law experts that advised the European Commission on corporate law and corporate 
governance in the EU. How did your interest in governance starts? 

 

Jaap Winter: Well, I studied corporate law when I studied in Groningen, I did my corporate law work, I 
wrote a PhD on corporate law. In those days I went to a law firm and then I switched to Unilever and 
became the legal advisor to the board of Unilever. And I worked with Morris Tabaksblat, who was then 
the chairman, the CEO of Unilever at the days and Unilever was heavily involved in the corporate 
governance development in the country. And this is end of the 1990s. Unilever was already participating 
in the whole corporate governance code movement in the United Kingdom. They had already launched 
the corporate governance code in England. The Netherlands did not have it. And Unilever was very 
heavily involved in drafting first ideas of corporate governance in the Netherlands. My boss was a 
member of the Peters Committee, was the first committee in the Netherlands to draft these sort of 
principles of good corporate governance. And I had to advise my boss on what to say in that committee. 
So that's how it started in at Unilever. I also found my own examples of governance questions, and I 
figured out that we had a problem in cross-border voting by shareholders. 

 

Jaap Winter: Shareholders who come from many countries in Europe and across the world and want to 
participate in the shareholders meeting. There was not a good way to establish who was entitled to the 



voting rights. And I figured out how the chain of intermediaries worked and when I became a law 
corporate law professor, then while I was at Unilever, I wrote my and I held my inaugural lecture on the 
theme that then landed me an invitation to join the high level group that you just mentioned in 
company law experts in Brussels, which I ended up chairing and became a big voice in corporate 
governance developments across Europe writing a report in 2001-2002. And then following that, the 
Netherlands needed its own corporate governance code. And Morris Tabaksblat was asked to chair that 
committee and he asked me to join the committee to write the code. So during all of that, 

 

Interviewer: you did the hard work 

 

Jaap Winter: yeah, I did hard work, I did the writing and the thinking and the understanding of it and 
really got into the nitty gritty of the corporate governance. 

 

Interviewer: Interesting. Well, let's see what corporate governance and trust have to do with each 
other. And I quote it from a Stanford University publication in a "Closer Look" series. And the quote is 
"Corporate governance systems exist to discourage self-interested behaviour". Would it be a good 
description of what corporate governance is about? 

 

Jaap Winter: Well, for me, it is incomplete, at least, it is, I understand what is described and is very 
much based on an important theory that drives or has been driving corporate governance developments 
over the last decade, which is the "Agency Theory", the theory that you have shareholders of a 
corporation who are the principals who have the principal ultimate risk, positive or negative, and you 
have directors who are as agents actually running the company but do not have the ultimate risk 
themselves. And the assumption of the theory is that any human being would act rationally in its own 
self-interest and directors by definition would not have the same self-interest as the interests of 
shareholders, as principals. And therefore, you need to contain the agents because otherwise if they 
would act rationally, they would only serve their own interests and not the interests of shareholders. 
That's the "agency theory" and that's basically where this comment comes from. I am not so happy 
about this is certainly a challenge in corporate governance, making sure the directors act in the interest, 
maybe not only of shareholders, but certainly also shareholders. But if you only focus on that side and 
try to prevent self-interested behaviour, you missed quite a bit. The assumptions of the agency theory 
are not correct or not always correct. People are not that rational as the theory assumes, and they are 
not always exclusively self-interested, as the theory assumes as well, and particularly in the field of 
strategy of purpose, what is the company for. Direction is needed between executives and non 



executives. And if that direction is only based on not trusting the executives to do anything else but 
serve his own self-interest, then of course there's very little inspiration going forward. 

 

Interviewer: Talking about interests, the idea of corporate interests versus personal interests is seen by 
economists as an incentive problem, the incentive to work for one's own benefit is stronger than the 
incentive to work for the firm's benefit. In that view, governance provides a set of rules to create a 
system: contracts controls, procedures, that corrects this imbalance by aligning the interests of the 
insiders with those of shareholders. In other words, the more self-interest there is in the company, the 
more rules are necessary to balance it. Do you recognize that in the companies you advise? 

 

Jaap Winter: Yeah, but not only in those companies, but generally this has been a big influence in 
corporate theory and practice over the last two and a half decades. And based on this assumption, 
again, this is all the workings of the agency theory, we have developed, for example, remuneration 
systems, which include "substantial variable pay". And the idea is if you have variable pay, that depends 
on reaching financial targets that are also in the interests of shareholders, directors will start to do the 
same as that, which is in the interest of the shareholders as principals. That's the theory. What we see, 
however, with this substantial variable pay methods, that they crowed out intrinsic motivation to do the 
right thing. People start to focus on their external remuneration as the reason for them to try to excel 
and to do the right thing in the corporation. And if you take out the extrinsic motivation, the intrinsic 
motivation has disappeared. Why would I work so hard if I don't get the variable pay? If I don't get my 
bonus or my stock award, why would I still work so hard? It stimulates actually distrust. Because it 
assumes basically the practice is you only get this remuneration when you deliver that result. That's the 
starting point of not trusting that you will do it by your own, on your own, with your own motivation, 
you will only do it because of the extrinsic motivation. So the starting point is distrust, and it also 
facilitates and puts in our mind a big element of cheating, 

 

Interviewer: cheating on? 

 

Jaap Winter: cheating on the targets, on whether you actually reached the targets. Actually, Michael 
Jensen said, has a wonderful quote about this. He said, these systems of substantial variable pay are 
systems to facilitate people to lie twice. First, they lie about how difficult it is to reach the targets, and 
then they lie about actually reaching the targets. And they may compromise the conduct of the 
corporation in very negative ways in order to simply be able to reach the targets. Now, that's the sort of 



situation that has been prompted by substantial variable pay. And I don't believe this actually facilitates 
great executive behaviour of corporations. 

 

Interviewer: The Stanford article we just talked about argues that trust replaces the need of a written 
contract because the two parties commit in advance, implicitly or explicitly, to abide by a set of actions, 
behaviours or norms that are mutually beneficial. An important presumption here is, of course, that 
supported by research literature, that relationships based on trust are more productive than 
relationships based on contracts. Would corporate governance improve if companies instead have fewer 
controls would shareholders be better off if organizations instead demonstrated more trust in 
employees and executives? 

 

Jaap Winter: Well, two comments there. One is there's a great video out there from Sumantra Ghoshal, 
an Indian Professor at INSEAD, and later the London School of Economics. And he just he describes two 
different models of control or reality in an organisation. One is the "Downtown Calcutta" organization, 
which provides no energy, no inspiration, and is built on what he calls constrained, compliance, control 
and contract. That's the world of large financial variable pay, plus bureaucratic controls to make sure 
that people don't do the wrong things. And the opposite model is what he calls "Spring Forest 
Fontainebleau", where you get energy, where you want to do something and develop something, and 
he calls that model with concepts like Stretch, Trust, Discipline and Support. Trust is on the other side, 
it's on the side of not the bureaucratic model, it's on the side that could potentially energize, but it's not 
enough. 

 

Jaap Winter: If you don't generate discipline in your organization, then trust will disappear very quickly 
because it doesn't you trust and you rely on somebody to do something in the organization in the right 
way. But they consistently do not live up to their word. They simply don't do it. 

 

Interviewer: And why is that? 

 

Jaap Winter: Well, if the discipline is not there, people would go and find easy solutions that are 
comfortable for them and not actually good for the organization or for the clients. It's very hard for 
people to take responsibility consistently and to be able to hold each other to account to do that. That's 
hard work. And when people start to avoid that hard work and things go wrong, we actually get into the 
back into the old model of "Downtown Calcutta", the stiffening, the non oxygen type of environment 
where people feel restrained, constrained and can't do what they really want and can do. So that's one 



thing trust is on the right side of the energy. But trust is not enough. You also need discipline. That's one 
comment. Second comment is trust is much easier when there is proximity between people. When you 
know one another closely, it is much more easy to trust and also to discipline each other and have a 
conversation about what you see is happening and whether that really is about expectations. And are 
you really doing what we both had expected or how you doing something else and why you don't say 
something else.  

 

Jaap Winter: In listed companies, stock exchange listed companies see that shareholders are very far 
away. They are anonymous to the corporation and they don't know the corporation, 

 

Interviewer: lack of proximity, 

 

Jaap Winter: lack of proximity, so they are seeking assurance that what the corporation is doing is the 
right thing for them, at least financially. In that situation is very hard to establish trust, but to simply do 
what you said you would do in your financial reports as the only thing that you have. With a big distance 
between shareholder and corporation, establishing personal trust is simply impossible. You need to have 
systems and be able to rely on systems and controls to make sure. If you would have shareholders which 
are much more closely involved, you can establish real trust. So without that proximity, we are trying to 
copy trust by building systems, which basically, if you simply followed all the rules and the systems and 
the bureaucracy, you can more or less be sure that this is the right sort of outcome, which is not based 
on trust, at least not trust on the other party, but trust in the system. 

 

Interviewer: We later come to talk about a rather recent case where things went awry. But before I go 
into that, I would like to to quote a management guru, Peter Drucker, who said, "the leaders who work 
most effectively, it seems to me, never say I. And that's not because they have trained themselves not to 
say I, they don't think I. They think we. They think Team. They understand their job to be make the team 
function. They accept responsibility and don't sidestep it. But we get the credit. This is what creates 
trust. What enables you to get the task done". Do you recognize this? 

 

Jaap Winter: Yes. And I think many would recognize this. This gets very close to one form of leadership 
that has been described extensively over the last decade, "servant leadership". In the sense that you 
take up the role as a leader, not for your own private benefit and for your glory, but in order to make 
the cooperation better and servant leaders understand that it is not about themselves. It is about the 
team and the organization. 



Interviewer: Hence the "we" 

 

Jaap Winter: hence the "we", they will talk "we". They will as a matter of nature, will talk about the 
things we need to achieve. And they will also admit that we have failed sometimes, including yourself 
and not just others have failed. Not your problem, but we have failed, including yourself. I think that is a 
strong tendency to go in that direction. And many leaders take up these roles. On the other hand, it 
does not mean that as a leader, you always do what others want you to do. It may be that it's actually 
needed that you clarify for the organization what can and cannot be done or must be done. At some 
point, you may have to take decisions ultimately as the leader. That's your role. But the success of the 
organization is not just your success and the way the reason why you sometimes have to take decisions 
is to make the corporation better, to make the organization stronger. Again, not to glorify yourself and 
to promote your success or strength or whatever. And in that sense, he is absolutely right. This 
leadership is not just modern, but I would also think it is much more humane. 

 

Interviewer: Yeah, your area of expertise is right at the heart of society where also something gets 
completely wrong. And I would like to talk with you about that, because governance was in the spotlight 
after the corporate failures like Enron, but which then resulted in the Sarbanes-Oxley Act and all these 
regulations and hive about how important governance is. But then recently we had the WirecArd case in 
Germany, the largest and most recent accounting and financial fraud, and reminded us of the fact that 
obviously regulations and rules do not prevent things like that to happen. So maybe you want to shed 
some light about how is still possible that something like Wirecard could happen despite all the rules 
that are in place? 

 

Jaap Winter: Well, the rules help to some extent. They help create awareness of what is expected and 
not expected of what you do and should not be doing. But rules are never complete. They leave scope 
for judgment, and when that judgment is not steered, is not geared to what is in the interest of society, 
but is geared only at self interest. Things may still go wrong. It is also true that rules can never prevent 
or can predict all the sorts of situations and judgments that people need to make simply too 
complicated. 

 

Interviewer: so even for big accounting firms like in this case, it was EY, I believe. 

 

Jaap Winter: Yeah. And I have no idea what EY whether they did a good job or not a good job. You see 
what is written in newspapers, but they can probably find out what hasn't really happened that they 



possibly could have found out before. I don't know that may be true, but you will not be able to catch 
every crook with rules and just simply more rules. If that would be the case, why then over the history, 
past history, so many things have gone wrong. And because we've always responded to crises with more 
rules. And that's why I'm worried about because the more rules we make, actually, the less people feel 
responsible for the outcome of their behaviour. They simply start to feel responsible only for the 
compliance with the rules, which reduces their responsibility. They don't think about what the 
consequences of their behaviour are and the scope for and actually their ability to make judgments is 
reduced because they never practice making those judgments anymore. They follow the rules. And 
when there are no rules, you can actually do what you want. So rules are not enough, to deal with this.  

 

Interviewer: About that subject about the rules and the importance of rules. In 2001, you wrote that 
and I'm quoting, "It takes courage not to regulate and seek alternative avenues to address such 
problems". What alternative avenues you have in mind? 

 

Jaap Winter: Well, first, perhaps to explain why it takes courage, because for politicians, for rule makers, 
when you see that something goes horribly wrong, you feel the pressure to do something that makes 
sure that this will never happen again, and if you look at go back to the financial crisis, the world leaders, 
Obama was just elected, he took the podium and said, "we will make sure that this never happens 
again". That's an illusion. 

 

Jaap Winter: It will happen again in different context, in more refined context than we've ever been 
before, but it will happen again. To put up against that pressure and say we're not going to make a 
better rule now or a new rule or new to sort of rule book. We're actually going to have a much more in-
depth reflection of what it is that we're striving for. What is our corporate culture? Are we actually so 
greedy? Consistently that we're willing to breach every rule? And then it doesn't matter what new rules 
you make, we will breach them, too. 

 

Jaap Winter: So the alternative is actually to look at what is the real change the corporation must go 
through. And I remember one case, the Siemens case, where there was massive fraudulent behavior in 
briberies by the corporation Siemens, led by its management. They were caught out. And afterwards 
they have started a huge process internally to force a reflection about the way that Siemens conducted 
its business and.  

 

Interviewer: just to figure out what went wrong? 



Jaap Winter: Yeah, and it is a human failure. And so they did not say we're going to make a bigger, more 
detailed rule book to explain what you can and cannot do. They started a reflection. What is it in us that 
we were willing to breach already rules that were in existence? We can make more detailed rules, but it 
already was a breach of rules. 

 

Jaap Winter: The people who led Enron, the crisis you mentioned before, they were sent to prison and 
they were, I think, the prison fines or sentence of 24, 25 years that was based on the laws that existed 
before they committed a crime. It was already criminal and still, they did it. The criminal rules, the 
criminal threat of prison sentence did not stop them from doing this. What typically happens in these 
situations is that corporations start to cut corners in order to live up to pressures of financial 
performance. When people consistently cut corners and don't hold each other accountable anymore for 
doing so, don't no longer correct themselves in doing so, you arrive at a culture where big, massive fraud 
is possible. You can make a rule. My prediction is most of the rules will not truly help to have that to 
stop that from happening. What you need to do is reflect on your corporate culture. Why are we cutting 
corners? Where is our discipline? Again, as I said, you need trust, but you also need discipline. The 
discipline has disappeared, has gone away out of the organization. 

 

Interviewer: But in that sense, society is not that much different with governance, in that, in politics, for 
example, if something goes wrong, the first tendency of politicians is, like you said, to make more rules, 
new laws, and hopefully, then that will cure it. 

 

Jaap Winter: And there is an explanation why this happens. The explanation is that the crisis shows that 
we've lost control. We're not in control of what is happening. And that is a sort of feeling that we can't 
live with, we can't bear that feeling. It feels very awkward to understand that you're out of control. So 
you need to do something in order to at least feel back in control. So you come up with rules when this 
when we have this rules that will not happen again, it makes you feel much better. You've done 
something to regain control. It's an illusion of control. And you may remember the wonderful British 
series "Yes, Minister, No Minister". And there's a discussion with civil servants who basically run the 
government. And the minister comes in and they discuss this. And then actually the argument is: "There 
clearly is Something, Something must be done. This is Something, so it must be done".  

 

Jaap Winter: And that's a bit of the argument here, that it's a pressure on politicians to respond to a lack 
of control that they feel themselves and that society makes them vulnerable to. So we need to do 
something, give me a set of rules that help to deal with the problems.  



 

Interviewer: Going back to corporations. That's probably the same mechanism in a human mechanism. 

 

Jaap Winter: And we do it in corporations, too. And the alternative is to say, why are we consistently 
doing this? What is it in our incentives, in our drives that we can't stop and that every time and again we 
make these same mistakes, that is what we should be looking for and address that and resist the 
pressure of regulating a new handbook within the corporation or a new law at the national level. I 
understand the pressure, but it's not always the right answer. 

 

Interviewer: Is it fair to say that you are more advocating to have control of the right culture in the 
organization or the culture in the company rather than looking into rules and oversight? 

 

Jaap Winter: Yes, and that's that would be fair to say. And also differently, I think my thinking comes 
from the notion that we should start to rely much more on people than on systems and processes and 
bureaucracies to do the right thing. There is a quote in a wonderful poem from T.S. Eliot from 1934, the 
poem is called "The Rock". And there's a quote somewhere: "They try to hide behind. They try to hide 
from the darkness outside and within, by building systems so perfect that nobody needs to be good." 

 

Jaap Winter: That is what we're trying to do. And if you think you can do that by building, you try to rely 
on the system, you no longer rely on the people. And my choice would always be, if you have this choice 
and can reasonably make the choice, seek how you can rely on people and that need thrust. Trust is a 
core ingredient there. But you have to combine that also with discipline, with integrity. That's the basis 
for trust, if discipline and integrity erode, if they disappear, trust does not exist, and the only thing we 
can then imagine is building a system so perfect that nobody has to be good anymore because they will 
not be able to be good by themselves. 

 

Interviewer: How do you practice that in your daily practice in advising corporates? How do you get that 
culture? 

 

Jaap Winter: Well, first of all, by creating an awareness of the effects of our system thinking and 
creating an awareness of what the strength of people could be. I have one client, which is a court, a 
district court in the Netherlands, and they want to move away from this system based controls or way of 



organizing their organization, moving to much more, an organization which is much more based on the 
strength of people themselves. The first thing they need to practice in order to get that done, and the 
most crucial thing is to practice discipline. To practice a dialogue amongst themselves. What are we 
doing here? Are we doing what we expected we would be doing or are we doing it differently.  

 

Interviewer: and also able to criticize each other if necessary, 

 

Jaap Winter: and in a way that is effective, that isn't is not diminishing the other in the conversation, but 
actually makes the other stronger. There's a wonderful quote from the Bible, which which I thought in 
this discussion is very helpful. There are there's a saying that you have to speak to people face to face. 
And that word or these phrase phrases used in the Bible many times. But the first time it is used, it's in 
Exodus, when Moses speaks to God and God speaks to Moses face-to-face. And then the sentence 
continues: "as if one would speak with his friend".  

 

Jaap Winter: And that is a core ingredient of discipline, you should be able to speak to your friend, even 
criticize your friend, but as a friend, and therefore you're not trying to diminish your friend or your 
colleague, but you're trying to make him stronger by pointing out something that you're worried about, 
you doubt and you don't know what was his incentive or what you were trying to achieve, but it feels 
like it's different from what you had agreed you would be doing in the organization. And as a friend, you 
try to figure out what is the right way forward. Now, if I could speak to you as a friend and as a friend, 
help you when something goes wrong, you can listen to me also as a friend, you can hear my criticism 
not as something that you have to defend against, but you have to carefully listen to because, you know, 
I'm your friend. I would not say this if I would not care for you. 

 

Interviewer: That's a very pointed view, because especially in the time we are now in where most 
countries see enormous division, we don't address each other as friends or trust each other. We distrust 
to start with. And then hopefully at the end of the day, 

 

Jaap Winter: we survive somehow.  

 

Jaap Winter: I think in certainly in organizational terms, the realm that I'm working in, actually, I believe 
much more in the strength of people to do this themselves. But it's hard work. It's easier to build a 



system, in the words of T.S. Eliot, so that you no longer have to rely on people to do the right thing, then 
actually the work is to start to rely on people. It's hard work. 

 

Interviewer: This is a nice conclusion, Jaap. Thank you very much for being our guest today and 
hopefully a lot of success with your theory in the governance practice. 

 

Jaap Winter: Thank you very much. 

 

IntroVoice: We hope you enjoyed this episode of TrustTalk. Don't miss out on future travels around 
trust and subscribe to this channel or visit us on our website, trustalk.co, or on Twitter @TrustTalkCo. 
We look forward to seeing you again soon. 
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