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New Life. New Power.
New Direction. New Hope.
Metro Pacific Investments Corporation continues to grow and improve
its portfolio of companies by bringing its management expertise,
innovation and best corporate governance practices to the delivery of
public infrastructure.
Hand in hand with the government, we endeavour to transform, revive
and fuel economic growth to uplift the quality of life of every Filipino.
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the corporate world in the region. We have come a long way from the dark

days of the Asian financial crisis that underpinned the implementation of good
corporate governance practices across the different jurisdictions that have become the
foundation of how we do business in this part of the world. Corporate governance
has prospered from obscurity and become a mainstream subject for action.
Indeed, corporate governance infrastructure has emerged in Asia – in line with
the region’s growing economic influence in the global arena. We have adopted and
continue to adapt to the best international practices that made Asia an important
investment destination for global fund managers. Asia has gained a large share of
the fund inflows because we practice transparency and there are enough safeguards
to protect investors’ interests. Of course, there are still cases of investors holding
empty bags as a result of rouge companies going bust, but generally Asia is a much
better place to do business now than it was 15 years ago.
The commitment to excellence in corporate governance will gain further
attention in this region as the ASEAN countries get closer to integration in 2015,
which would link their stock exchanges. There will be demand for greater visibility,
disclosure and transparency.
What’s helping Asia’s cause are the various stakeholders that are committed
in bringing the standards of corporate governance to the highest international
standards. Such multilateral organizations as the Asian Development Bank,
the International Finance Corporation and the Organization for Economic
Cooperation and Development are keeping corporate governance in the front line of
the discussions as they put on the table various initiatives that cover, among others,
the best practices in roles and responsibilities of the board of directors to promote
investor confidence. And we, at Corporate Governance Asia, will remain vigilant in
our own way to promote good corporate governance practices in the region.
aldrin Monsod
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Premium brand – Solid foundations
Recognised brand and reputation for quality set Sun Hung Kai Properties Limited apart

S

un Hung Kai Properties Limited (SHKP) is one of the largest
property companies in Asia. It has a well-established corporate brand and has gained a world-renowned reputation for its
top-quality developments.
The company’s core business is property development for sale
and investment. It has a balanced income profile based primarily
on residential sales and commercial rentals. SHKP possesses a large
land bank for future business development. An important part of
its prudent financial policies is to maintain abundant liquidity and
low gearing. The company has always received high credit ratings
from Moody’s and Standard & Poor’s. Apart from its complementary operations in the property related businesses including hotels,
financial services, insurance and property management, SHKP also
has investments in telecommunications, information technology,
transportation, infrastructure and logistics. These investments provide growing recurrent income to the company.
Good corporate governance has long been a cornerstone of
SHKP’s business philosophy. Managed by seasoned professionals who collectively formulate strategies to drive business forward
for the best interests of the company, shareholders and employees,
SHKP has received numerous international accolades over the years,
which are the best testimony to its high standards of management
and effective accountability mechanisms.
SHKP believes in “building homes with heart”, therefore it
always puts customers first and strives for excellence in building
premium properties, and it also continues to aim at staying innovative. Hence, its reputation for quality is highly trusted by customers.
SHKP is dedicated to building first-class developments in Hong Kong and on the Mainland.
SHKP is optimistic about the long-term
prospects for Hong Kong and the Mainland.
It has built some defining landmarks in Hong
Kong. SHKP’s latest jewel in the crown, the

International Commerce Centre (ICC), is the tallest building in
Hong Kong spanning Vicotoria Harbour. It depicts the dazzling
image of the Victoria Harbour Gateway together with the International Finance Centre (IFC), which is also one of the company’s finest developments. The company owns one of the biggest shopping
centre networks in Hong Kong with malls strategically situated near
to stations of the Mass Transit Railway, which helps them benefit
from the high visitors flows.
In addition, SHKP continues to adopt a selective and focused
approach to invest in prime cities of the Mainland. The Shanghai
IFC, comprising grade-A office space, a deluxe shopping mall as well
as a 5-star hotel, is a stunning new integrated complex wholly owned
by the company. The Shanghai ICC, another large integrated project of SHKP, located in the busiest commercial area of Puxi, is easily
recognised thanks to its innovative design that incorporates both the
local metropolitan characteristics and many sustainability features.
SHKP is a good corporate citizen and dedicates its efforts to the
community, the environment, education and charity. The company
places great emphasis on environmental protection and adheres to
green principles in all aspects of its business, from planning and design to material sourcing, construction, landscaping and property
management.
SHKP is confidently looking forward to a bright future with its
commitment to quality and service. Vice chairman and managing
director Raymond Kwok says: “It takes vision to build a successful
company and dedication to make it thrive. Our vision is to create quality developments that reflect our commitment to excellence.
SHKP is poised to capitalise on opportunities
to grow and solidify our leading position.”
SHKP’s shares are listed on the Stock Exchange of Hong Kong and are traded over the
counter in the United States in the form of
American Depositary Receipts. n
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The new statutory regime on

In November last year, Hong Kong’s

change in monitoring the compli-

securities regulator, the Securities and

ance of listed companies with the

Futures Commission (SFC), cre-

new statutory regime, including re-

ated an independent task

viewing companies’ disclosures, rais-

body to detect fraud com-

ing pertinent issues with companies,

mitted by listed companies,

and giving guidance where disclo-

extending its reach into an area

sure appears to be inadequate or anomalies

that is traditionally regulated by the
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Stock Exchange of Hong Kong. It was the

Over in Singapore, the Monetary Authority of Singa-

latest initiative by the SFC to tackle fraud in
the Hong Kong stock market, which is quite a challenge
considering that a large majority of the listed companies
are based overseas.
The corporate regulation group set up by the SFC
reviews the stock market announcements, research notes
and press articles looking for possible red flags – which
are similar to the approach by the US Securities and Exchange Commission.
The SFC had already flexed its muscles earlier in the
year as it implemented tough rules for investment banks
and finance companies that sponsor initial public offerings (IPOs), making them liable for the contents of the
listing prospectuses. In announcing the new regulations,
the SFC noted that IPOs have been an important feature
in the growth of the Hong Kong stock market and its
overall development as a leading international financial
centre. It said that in order to help Hong Kong maintain its position as a leading venue for fund raising, it is
vital that the IPO regulatory regime enables market participants to invest and raise new funds with confidence.
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early February this year released a joint consultation
paper setting out proposals to strengthen the securities
market in Singapore. The proposals follow an extensive
review by MAS and SGX of the securities market in
Singapore. The review concluded that while the securities market remains sound, there were three areas for
improvement:
• Promoting orderly trading and responsible investing
• Improving the transparency of market intervention measures
• Strengthening the process for admitting new listings and enforcing against listing rule breaches
In promoting orderly trading and responsible investing, the MAS and SGX are considering the possibility of setting a minimum trading price for issuers
listed on the mainboard of the SGX. Low-price securities are generally associated with high volatility, which
in turn makes them more susceptible to speculation and
potential market manipulation.
Introducing a minimum trading price as a continu-
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recognized by international organizations. In 2014, SET has been

Having carefully considered the various views expressed against

zations with corporate governance principles at all levels from the

focusing on encouraging listed companies to regulate their organi-

and in support of contra trading, both the MAS and SGX have

board of directors to management team to the operational staff.

concluded that the focus should instead be on reducing the credit

Meanwhile, multilateral organizations such as the Interna-

risk exposures of market participants. They also recognize the role

tional Finance Corporation (IFC), is playing an active role in pro-

of short-selling in the price discovery process. To further enhance

moting corporate governance in Asia. A member of the World

transparency in short-selling, the MAS and SGX propose a short

Bank Group, the IFC has supported Indonesia’s Financial Services

position reporting regime. This will complement the marking re-

Authority (FSA) in developing and launching a corporate gover-

gime introduced by SGX in 2013, where participants are required

nance roadmap and manual to raise the transparency and account-

to mark short sell orders.

ability of Indonesian companies, improve investor protection and

In improving the transparency of market intervention measures,

strengthen the business environment.

the MAS and SGX propose to require trading restric-

The IFC set up a corporate governance programme

tions imposed by securities intermediaries for securities

in Indonesia in 2012 to promote transparency and ac-

site. The proposals also called for reinforcing the SGX
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regulatory actions against breaches of listing rules.

at keeping the

listed on SGX to be announced through the SGX web-
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countability in listed companies. The corporate governance roadmap and manual are the results of a cooperation between the IFC and FSA signed in June 2013.
The main goal of the roadmap, according to FSA

leading position

chairman Muliaman Hadad is to serve as a milestone

February measures to strengthen market transparency,

of the Thai

in Indonesia’s efforts to improve the implementation

which include an issuer’s board of directors will be re-

stock market’s

of corporate governance practices in the country. This

quired to approve the issuer’s reply to a public query by

corporate

roadmap will be the main reference in the process of

SGX. The SGX will publish a “trade with caution” an-

governance

improving good governance practices and regulations

nouncement whenever issuers are unable to explain the

standing in the

for companies in a comprehensive manner, particularly

trading activities which SGX is querying and the issuers

region after

issuers and listed companies. It will also make a positive

will be required to notify the SGX of the discussions or

Thailand’s

contribution to improving good corporate governance

negotiations that are likely to lead to a takeover, reverse

achievement

as well as be on a par with corporate governance in the

in gaining

ASEAN region, as it heads towards the creation of ASE-

Meanwhile, the SGX separately announced in

takeover or a very substantial acquisition.
In Thailand, the country’s stock exchange is gearing

top corporate

up to provide corporate governance expertise for listed

governance

companies from staff to management and board of di-

scores in Asia as

rectors’ levels through seminars, training and workshops
in 2014. This is aimed at keeping the leading position of
the Thai stock market’s corporate governance standing
in the region after Thailand’s achievement in gaining

AN Economic Community in 2015.
Indonesia’s corporate governance roadmap analyzes

assessed by the

existing gaps in corporate governance practices in the
country and recommends changes in relevant regula-

World Bank

tions and listing requirements, which are expected to
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recommendations are enforcing a new good corporate
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top corporate governance scores in Asia as assessed by
the World Bank.

take place by June 2015. Among the roadmap’s key
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governance code, implementing a code of conduct for
market participants and whistleblower policies, improv-

SET chairman Sathit Limpongpan said the Thai bourse valued
the importance of running business with corporate governance as

ing disclosure policies on ultimate ownership and on board members’ qualifications and evaluating board performance.

it could stand as firm foundation to strengthen organizations, mak-

The corporate governance manual is a learning tool developed

ing them secure and strong, while returning benefits to society and

by IFC to provide best-practice guidelines to companies, board

environment on a larger scale following the sustainability develop-

members and policymakers. The Indonesia manual includes a spe-

ment concept.

cific chapter on the corporate governance framework and regula-

SET said it has continuously enhanced listed companies to op-

tory landscape of state-owned enterprises.
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“We are committed”
For the past 11 years, Corporate Governance Asia has been
holding dialogue with corporates and financial institutions
across the region on several issues surrounding corporate
governance . We’ve witnessed how the standards of
corporate governance have evolve during those decadelong discussions – thanks to the concerted efforts right
up from the board rooms down to the employees . Indeed,

As an industry leader and a good
corporate citizen, we believe that a
robust corporate governance
framework is imperative for the
sustainable growth of China
Resources Enterprise, Limited
(“CRE”) and for creating shareholder value. With growing focus on the
region, we believe that it is crucial
for Asian corporates to work
towards the highest standard of
corporate governance, not only in
individual country and the region,
but also up to international best practices, in order to gain the
trust and confidence of our customers, employees, shareholders and other stakeholders, which will in turn strengthen our
ability to grasp quality and valuable business development
opportunities from around the globe.
We believe that a good corporate citizen with international
standards of corporate governance should have a wellstructured board and professional management team which
are dedicated to ensuring transparency in communications
and fair disclosure, and that they are fully accountable to the
stakeholders. It is also important to put strong emphasis on
continuing professional development by providing regular
training and continuing education programs for directors
and staff so as to maintain high levels of professionalism. We
strongly believe that the long term success of a corporation is
based on its sustainable development model and its contribution to stakeholders and to society. As such, a corporate
should regularly modify its business model in response to the
evolving operating environment and should never lose sight
of its share of responsibility towards society and the environment.
As an industry leader, CRE has set high standards of
corporate governance for all of its operations. We have long
taken the initiative to produce quarterly financial and operational reviews on a voluntary basis to maintain a high level of
transparency that meets international standards. The board of
CRE is well-balanced in which five independent non-executive

we have achieve significant progress towards our cause to
bring these standards at par with the best international
practices and we hope will continue to work together for
next 10 years or even longer for the benefit of all your
stakeholders . We know that we will not fail as corporate
governance is always right up there at the top of the
agenda of the leading CEOs in Asia .

directors are all experienced or well-known public figures in
various aspects: accountant and former Legislative Councillor
Dr Eric Li; lawyer and the Institute’s Honorary President and
Founding Chairman Dr Moses Cheng; Executive Councillor
Mr Bernard Charnwut Chan; former Secretary for Planning,
Environment and Lands Mr Gordon Siu; and Mr Houang Tai
Ninh, who has been a Director of CRE since 1988 and also sits
on the board of three other companies.
As a leading consumer goods company in China, we care
for the community and help the underprivileged; we participate in disaster relief efforts to aid those who are in need in the
wake of disasters. We evaluate the impacts of our operations
and have established stringent guidelines on environmental
protection, energy conservation and production management.
We also spare no efforts to support children and youth education and are dedicated to raising public awareness of cultural
conservation. With our commitment to putting quality and
consumers first, we strictly adhere to the relevant quality
indicators throughout our production process and ensure high
standards in production and service quality.
Hong Jie
CEO and Executive Director
China Resources Enterprise Ltd
PR China
As the world faces greater challenges, yet with resource limitation, the
promotion of energy efficiency,
innovation creation, and technological breakthroughs are viable tools to
keep our world in balance – meaning business growth hand in hand
with better lives, economies, and
surroundings. That is why PTT
Public Company Limited (PTT)
constantly seeks better solutions
while pursuing ways to incorporate
Thai wisdom with academia so as to
create new knowledge, all these to drive Thailand for better
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and more secure tomorrow.
PTT pursues the business on the basis of the sustainable
growth strategy through balancing of High Performance Organization (HPO), Corporate Governance (CG) and Corporate
Social Responsibility (CSR). PTT pursues this goal on the
basis of the business Code of Conduct where action taken
must be transparent, fair, trackable and compliant with all
the laws and regulations. At PTT, CSR means more than
doing social activities. The balance takes into account the
responsibility to environment and community development
through Care, Share and Respect (CSR), as well as Creating
Shared Value (CSV).
Understanding the importance of CSV between business
and society, PTT thus aims to develop the Rayong Science
Academy (RASA) into a leading science educational institution
as well as promoting the Rayong Institute of Science and Technology (RAIST) into a world-class research university. The
goal of these efforts is to develop Thai students’ competency
as well as expanding the country’s knowledge base in order to
achieve sustainable development.
Above all, PTT Group Sustainability Management Framework, of which CG is an element, has been reviewed to ensure
constant updates in the sustainability domain to keep up
with the international practice, reflecting changing business
landscapes and provides an opportunity for PTT to prepare
for and respond to challenges while marching towards success
in a strategic manner.
CG and CSR in fact complement each other; they make a
perfect pair. Eventually, CG and CSR must reflect changing
business landscapes and provides opportunities for corporate to prepare for and respond to challenges while marching
towards success in a strategic manner.

values, and we are thus highly regarded by the public and our
shareholders for our achievements in this area. In addition
to complying with regulations and statutory provisions set
out by various regulatory bodies, all decisions made by the
Board are based on the principles of fairness, transparency
and accountability so as to serve the long-term interests of the
Company and its shareholders. In view of this, we endeavor
to enhance our corporate governance framework and mechanism by establishing a clear board structure, defining the
directors’ roles and responsibilities, and conducting regular
reviews of the Board’s workflow in order to facilitate accurate,
clear, complete and reliable information, which in turn safeguard our stakeholders’ and shareholders’ interests.
Apart from our corporate governance practices, we also
remain steadfast in upholding the highest standards of CSR to
reconcile and skillfully balance multiple economic and social
goals. As the leading international E&P energy company and a
responsible corporate citizen, we hold the view that the most
important social responsibility for an energy company is to
fuel society with clean, reliable and stable energy supply and
to exploit natural resources in a safe, effective and environmental-friendly way.
In the future, we will continue to adhere to the Company’s
social responsibility principles as a responsible corporate
citizen, pursue sustainable growth and achieve a win-win situation with all our stakeholders.

over the past decade or two. We have seen national accounting
standards evolve over time such that most jurisdictions now
maintain rules and principles of accounting that put their accounting standards in line with IFRS – International Financial
Reporting Standards.
Nowadays, it is a simple and transparent practice to
compare company accounts across international boundaries.
When our Philippine-listed investments report their earnings,
we can incorporate these financial accounts into our own with
ease and transparency.
This revolution in standards – be they financial or CSR –
wasn’t accomplished overnight, and it wasn’t easy. Nor was it
a sure thing. I foresee development of CSR standards moving
to the next level, and happening in this manner, with increasing demand for comparability and transparency leading to
universal standards and practices. We are already moving in
this direction and over time we will see a steady rise in benchmarking across the region towards the level of best international practices – simply because this is what shareholders
increasingly want.

Li Fanrong
President and CEO
CNOOC Ltd
PR China

Pailin Chuchottaworn
President & CEO
PTT Public Company Limited
Thailand

Corporate Social Responsibility is
like a bicycle: without forward
momentum, it will collapse. At First
Pacific, we take our CSR responsibilities very seriously. We regard our
commitment to accepted international standards as a key component
of our attractiveness to potential
investors, and a critical metric of
our performance as a business.
First Pacific has most of its
businesses in the Philippines and
Indonesia – two jurisdictions which
are making great progress on CSR but still have a long way to
go, as a glance at Transparency International’s famous rankings will show you. At First Pacific, we impose on our investee
companies the same standards we maintain in Hong Kong as
set out in the Hong Kong Stock Exchange’s Listing Rules.
When we look back a couple of decades from now at the
pace of development of CSR in emerging Asia, I expect we
will see an evolution in best practices that will resemble the
evolution of accounting principles and financial disclosures

Bank Mandiri is fully aware of the
fact that in order to earn good
reputation and score successes in its
business, a good quality of working
culture and ethics must be rigorously applied along with the
implementation of prudential
banking practices, strong risk
management and good corporate
governance (GCG). Hence, the bank’s
management has consistently put
equal focus to all principles of GCG,
namely Transparency, Accountability, Responsibility, Independence and Fairness throughout our
operational and business processes, including in our CSR
activities
With regard to the responsibility principle, particularly to
the society as prime stakeholders, Bank Mandiri has conducted various CSR programs which are aimed to serve three
important pillars. They are the community development
pillar, the education and entrepreneurship pillar, as well as
the life quality improvement pillar as a manifestation of good
corporate citizenship. These CSR programs are then designed
developed and carried out in a transparent and accountable
manner to make sure that they can deliver added value to the
society, and are not misused by irresponsible parties.
Last year, we even introduced the first ever Bank Mandiri’s sustainability report as a solid expression of our

Today, public companies in Asia, the
world’s leading emerging region, are
more inclined to broaden the basis of
their performance to include
long-term sustainability, social
responsibility and environment
protection indicators.
CNOOC Limited has always
regarded good corporate governance to be the basis of sustainable
development of the business, and the
Company has benefited greatly from
upholding and executing the highest
standards of business ethics, a belief that is well endorsed
by our Board of Directors and management. We treat transparency and high levels of corporate governance as our core
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Manuel V. Pangilinan
Managing Director and CEO
First Pacific Co Ltd
Hong Kong
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commitment to implement comprehensively GCG principles
in all CSR activities. With this report, Bank Mandiri hopes
to inspire other local (and possibly regional) corporate that
well-orchestrated CSR activities will be able to help boost
stakeholders’ confidence, and thus strongly affect business in
the long run.
How Should corporate and financial institutions bring
CSR into the next level and be at the forefront of Asia’s Efforts
to lift corporate governance in the region up to international
best practices?
Corporate and financial institutions must not overlook
CSR programs. They are very strategic in helping you win the
attention of stakeholders and ensuring their support to your
business expansion. They must address and solve critical issues of the society so that CSR programs can lead corporate to
the creation of a sustainable economic environment.
Consistent with the above statement, Bank Mandiri is
aware of how strategic CSR programs are. Therefore, when
implementing its CSR programs, Bank Mandiri has set up
an overall strategic plan and assigned best human resources
to make sure the effectiveness and efficiency of the CSR
program. The reason is because we want to show our strong
commitment to running our business well while pursuing the
sustainable development concept at the same time. Finally, we
want to take part in the process of making our CSR program
recognizable by others as the best CSR Program in the region.
Budi Gunadi Sadikin
President Director
PT Bank Mandiri
Indonesia

Corporate social responsibility is
important to facilitating the enhancement of corporate governance
standards. In recent years, the
economies and societies of Asia have
sustained rapid development. Many
Asian enterprises have gone public
in major global financial centres and
enhanced their corporate governance
standards accordingly to reach new
heights.
Corporate social responsibility
is receiving increasingly more attention from governments, society, and enterprises. Companies
that can meet the requirements of their social responsibilities
demonstrate a strong business performance and have a solid
reputation. Realizing these social responsibilities has a positive impact on the environmental protection and sustainable
development of the local society, as well as on the enterprise.
As the internationalization of Asian enterprises continues to
advance, the requirements of enterprises to fulfil their social
responsibilities will be more demanding and overall corporate
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governance standards in Asia will be further enhanced.
I believe “an enterprise is not only the creator of wealth,
but also the safeguard of environmental and social responsibility”. Enterprises should incorporate this principle into
their daily operation and management, and treat it as one of
their corporate development goals. Everbright International
regards this principle as the core value of corporate development and implements it in its operation and corporate
governance practices. An enterprise is a member of society; if
a society stops progressing, enterprises will have fewer opportunities to develop. Everbright International is committed to
fulfilling its social responsibilities through every aspect of its
business operation, and enhancing its corporate governance
standards through various measures, including technology
innovation and management system optimization.
Chen Xiaoping
CEO
China Everbright International Limited
PR China

CTBC is the leading brand in Taiwan
financial industry. In pursuit of the
business growth, sustainable
development is our priority at the
same time. As a result, we proactively implemented corporate social
responsibility (CSR), examined
ourselves through DJSI, CDP and
GRI Index to improve the comprehensive action of corporate governance, customer care, environmental
protection and community services.
Sustainable operation and coexisting
with community is the core value of
implementing corporate social responsibility for an enterprise.
During the process of stable growth and sustainable development to an enterprise, CTBC is looking forward to accessing
to global CSR trend beyond Asia. In response to the domestic
and international evaluation institutes and investors’ focus on
the index, we examine the current actions, adapt advices to be
more transparent, realize the demands of stakeholders, and
suggest practical manners on the critical issues to compliant
with the requests of CSR report. In addition, propose more appropriate internal policies yearly in order to improve corporate system.
Sustainability is the root of century-old enterprise, and
also a promise for CTBC in financial service industry. As a
result, CSR is an important element in operation strategy to
establish a structure of corporate governance and offer more
integrity communication and services. CTBC’s CSR direction
is “Long-term development with sustainable operations in
mind, and giving back to society as a model of CSR.” We believe that corporate should develop CSR policies and its own
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culture, completely implement the policies to maximize the
benefits of corporate value, and improve corporate governance
to be the best practice of CSR.

Corporate success and sustainability
are intertwined, and the long-term
interests of an organization are best
served by striking a balanced
approach to combining long-term
profitability with maximum social
responsibility and care for the
environment. Reinforcing this
notion of sustainability is strong
governance, which enables the
organization to be better positioned
to foresee and adapt to changing
economic, environmental and

Daniel Wu
President and CEO
CTBC Financial Holding Co., Ltd
Taiwan

Many corporations now understand
the importance of delivering CSR
initiatives benefiting our society as a
whole. At Krungsri, we believe CSR
activities are not just a social
contribution but also reflect our
responsibility to ensure our communities are a better place to live. CSR
is one of the core pillars of good
corporate governance and we take
CSR strategy and activities to heart.
We build a sense of giving by
engaging our employees and
customers in CSR activities which they have embraced with
giving hearts.
Krungsri has implemented a wide range of initiatives in
six core areas covering poverty alleviation, youth development & education, religion art & culture, environment, public
health & health promotion, and disaster restoration. As one of
Thailand’s largest financial institutions, we believe that supporting financial awareness initiatives is beneficial to our society. We have the opportunity to bring CSR to the forefront of
Asia’s efforts in raising corporate governance to international
standards by initiating a campaign relevant to our business
while exploring other needs that our society requires and
committing to them in a sustainable manner.
Several years ago, we started ‘Krungsri Simple Finance’
aimed at providing sound financial knowledge to open up
new doors for vocational students. This program equips
them with a strong fundamental understanding of savings
and investment tools essential for a better living, reflecting
our leadership in providing innovative solutions beyond our
customers’ expectations to improve their financial life and
Make Life Simple. At Krungsri, we are familiar with the challenges that face our communities and are committed to setting
benchmarks to improve the lives of citizens while preserving
sound fundamentals for all our stakeholders.
It’s critically important that we demonstrate we are more
than just a responsible service provider – we are also caring
citizens of the communities where we do business
Janice Rae Van Ekeren
CEO
Bank Ayudhya (outgoing CEO)
Thailand
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socio-cultural conditions.
At Hang Lung, as a responsible corporation, we have lived
up to our motto We Do It Right by maintaining sophisticated
corporate governance and a professional management system,
striving to hold ourselves to the highest standards of excellence in every aspect of our business and to create unparalleled value for our stakeholders.
Good corporate governance is the foundation of Hang
Lung’s success and central to our prospects for further sustainable development. Since our inception more than half a
century ago, we have pursued practices, procedures and policies that serve the best interests of our principal stakeholders,
namely shareholders, staff, customers and the community.
Operating in a complex and ever changing business environment, we set ourselves high standards of corporate governance.
We fully understand that how we act and what we do now
will impact the sustainability of our business and communities in the future. We take a long-term ownership view of our
investment portfolio, building and maintaining environmentally efficient properties with the utmost foresight in order to
bring sustainable growth to the Company and to the cities we
invest in.
We endeavor to ensure the community’s voice is incorporated in our decision process. We carefully consider the
impact our business has on the local community throughout
the lifecycle of our buildings. We believe in working closely
with local partners to enhance the positive contributions we
can make to the development of the community. In a nutshell,
engaging the community is vital.
Smart governance is the key to achieving success in
sustainability. We Do It Right, and by aligning our goals and
vision across the Company, there is no doubt that we are affirming our commitment to embrace sustainability so as to
stay on the right track to success.
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Corporate Social Responsibility will
always be an intrinsic ingredient in
enhancing corporate governance in
Asia. CSR gels a company’s response
in the social expectation that
long-term profitability should go
hand-in-hand with social development and protection of the environment while being resolved in
making company operations
sustainable.
CSR in Asia has grown from
being viewed by Asian companies
as a “subtle” marketing tool or a branding/imaging launch
pad to being a vital part of business operations. This growing perspective allowed for a shift in corporate governance
objectives: instead of focusing only on the financial bottomline
and risk management, corporate leaders are now concerned
with the so-called triple bottomline namely, financial, ethical/
social/moral and environmental. However, there is still plenty
of room for improvement in the way companies align their
corporate thrusts with their CSR programs. Since cultural
factors also affect the impact of CSR activities, improving the
standard of execution, measurement, reporting, and contextualizing these according to Asian cultures will help enhance
international standards while at the same time increasing the
impact on the lives of the company’s stakeholders.
One key Initiative that will enhance CG is through publicly
reporting impacts on the environment, society and economy.
Sustainability reporting when integrated with material financial information will be central in helping companies and
societies in managing change and addressing issues that bring
value to both in the present and in the future. By adhering to
internationally agreed disclosures and metrics, the company’s
stakeholders can compare enhanced information and help in
making better decisions.
As companies contribute to social development through
their CG commitments, CSR helps organizations set goals,
measure performance and manage change in order to make
their operations sustainable and at the same time push for
inclusive growth that will benefit the marginalized.
Oscar Reyes
President and CEO
Meralco
Philippines

Philip Chen
Managing Director
Hang Lung Properties
Hong Kong
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From simply being a brand-building
endeavor, we have seen the increased role of CSR in the practice of
corporate governance in Asia. Higher
stakeholder expectations, greater
awareness of national and global
issues, and stronger social values
are some major factors driving CSR
strategy today.
We in the Aboitiz Group continue to strengthen our corporate
governance programs to ensure
more transparency, to safeguard the
interests of all our stakeholders, and to promote community
engagement through CSR. We are among several companies
that have stepped up the integration of CSR into our business
operations. In order to meet higher stakeholder expectations,
we have also aligned our CSR focus areas with our corporate
strategy.
An example of the Aboitiz Group’s providing greater value
to society on a national level is WeatherPhilippines Foundation, one of our biggest CSR projects to date. The installation
of 1,000 automated weather instruments nationwide, especially those in remote rural areas, delivers accurate localized
weather forecasts and helps improve the country’s disaster
preparedness efforts.
Going beyond CSR means engaging stakeholders more
effectively. The private sector should transcend corporate
agenda and focus on creating greater long-term value for its
stakeholders by identifying what is important to them, delivering on high expectations, collaborating more closely with
the public sector, building better organization capability, and
measuring CSR effectiveness accurately in order to address
the gaps.

different stakeholders, including our shareholders, customers,
business partners, government and the communities around
our developments. As a premier and responsible real estate
developer, we are aware that our projects have a significant
impact in the areas in which we operate. We are dedicated to
improve the quality of life not only of our customers but also
of the families and people that surround our developments
and society as a whole.
We are convinced that current social responsibility initiatives are steadily enhancing corporate governance standards
in the country. There is greater awareness among local
companies with regards to their contribution or role in social
development. Last year, a number of devastating natural
calamities befell our nation. We witnessed how several private
organizations including the Ayala Group, swiftly rallied
behind a single cause to immediately respond to the needs of
those who severely affected. This is a good indicator that local
entities are starting to realize the value of social responsibility by gradually integrating these efforts into their corporate
governance principles.
Corporates and financial institutions may continue to
reinforce their social responsibility program by expanding
the coverage of their activities, create more consciousness and
promote the importance of this advocacy. We foresee that social development and governance will become even relevant in
the years to come. Rest assured that Ayala Land will remain
at the forefront of this vision of responsible business practices
in order to achieve inclusive growth in the Philippines.

Erramon Aboitiz
CEO
Aboitiz Group
Philippines

CSR plays an important role in
enhancing the standards of corporate governance. As Asian companies continue to expand internationally and their equities are
increasingly traded globally, a
greater emphasis on corporate
governance has been promoted
within Asia in recent years. Therefore, in order to catch up with
international standards, Asian
companies are becoming more
attentive to the issues and execution
of CSR through different types of donations, charity work and
programs.
To match international best practices, Asian companies
need to take the initiative to undertake CSR and see it as a
long-term meaningful duty. Aiming to serve as a role model,
Yip’s Chemical is striving to enhance a high level of corporate
governance by continuously stepping up efforts to improve its

Ayala Land is one of the pioneers of
best governance practices and social
responsibility in the Philippines. A
structured and reliable corporate
governance framework is our
utmost priority. We strongly believe
that maximizing shareholder wealth
is principally anchored on sound
and value-based management
decisions, exemplary employee
practices and sustainable development, all executed within the highest
levels of transparency. We acknowledge that our long-term success rests on the support of

Antonino Aquino
President and CEO
Ayala Land
Philippines
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own CSR practices. We regard CSR as part of our corporate
mission and are committed to incorporating the concept of
sustainability into our business operations and management
processes to better achieve a comprehensive development for
the improvement of the economy, society and the environment. Perhaps our most prominent example is embarking on
a flagship CSR program by donating mobile eye surgery centres to needy provinces in the mainland to help restore vision
for cataract patients. Under the ten-year donation plan which
kicked off in 2010, 26,880 cataract patients have undergone eye
surgery as at 31 December 2013.
In addition to donating surgery centres, the Group has also
made a corporate wide effort in organizing volunteer work
related to the landmark project. Since its inception in 2011,
Yip’s Chemical Volunteers has been upholding the principle
of “From the Community, For the Community” in actively
promoting volunteer work. Our volunteers regularly organise
and participate in a range of charity activities and encourage
their colleagues to go into their own communities and help
people in need.
Kenny Wong
CEO
Yip’s Chemical Holdings Ltd
Hong Kong

Over the years the concept and
practice of CSR has evolved. The
brand of CSR we are now seeing is
very, very different from the kind of
CSR practiced even two decades ago.
To a large extent early CSR efforts
came in the form of corporate giving.
But in the early 90s, a sense of
corporate citizenship started to
emerge that went beyond mere
donations or dole-outs and involved
deeper commitment.
The ripples created by the
collapse of companies like Enron and Worldcom and the consequent emphasis on the Sarbannes-Oxley law, pushed CSR
more and more into the forefront of every corporationâ€™s
social development and growth agenda. So out of the train
wreck of corporate excesses during the early-2000s came a
force and a strong desire to do good.
In Asia today, CSR has gone beyond compliance in that we
are accountable to our shareholders and internal and external
stakeholders.
In San Miguel CSR work even became more focused by
following four essential commitments. First, community
sponsorship pushing socio-economic development work to
uplift life in the long-term aiming for sustainability. Second, social investment concentrating on direct and indirect
assistance to needing communities. Third, environmental
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stewardship; and lastly, workplace stewardship focusing on
developing and enabling a work environment that reaches out
to employees. But obviously we can do more.
At SMC we are trying to encourage employee volunteerism. Like many of our peers, we see that encouraging our
staff to get involved in social causes is good for motivation,
good for developing skills. Marshaling a workforce that is one
in wanting to build a sense of community, common purpose
and shared promise can only be good for business.
If companies can do their share to build a whole new
generation that goes beyond than me, my, mine attitude, we
can build not just our company, but our own country and our
region.
Ramon S. Ang
Vice Chairman, President and COO
San Miguel Corporation
Philippines

“Corporate social responsibility in
Asia is developing rapidly, evidenced
by the growing number of Asian
companies producing sustainability,
CSR or ESG reports. In addition, a
growing number of stock exchanges
in the region are adopting or
requiring CSR reporting. The
increased awareness requires and
fosters a higher level of corporate
governance by promoting transparency and accountability. This helps
to establish trust between stakeholders and is especially important for businesses such as The
Link REIT which has operations that are intertwined with the
daily lives of people in the community.
At The Link REIT, we have built upon our initial CSR
effort of endorsing local and global sustainability charters
such as the UN Global Compact, and have moved towards
implementing these principles into our everyday operations.
Communicating and sharing our progress on such initiatives
ensures we are continually moving towards meeting global
best practices. An effective CSR strategy requires that the
needs of stakeholders are understood. The Link REIT achieves
this by engaging with stakeholders in a variety of ways including through The Link Together Initiatives community engagement programme, The Link Tenant Academy and also by
actively participating in governmental and non-governmental
task forces.
Bringing CSR to the forefront of Asia’s efforts requires
businesses to exhibit leadership and take an additional step
to become advocates for CSR initiatives, shaping policies and
projects to meet the unique demands and environments found
in Asia. Following this philosophy, The Link REIT is a member of the UN/RICS Global Compact Sectoral Steering Group,
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which aims to improve and promote responsible business
practices in the land, real estate and construction industry.
At The Link REIT, we believe that strong CSR and corporate governance provides the foundation for our business
to grow sustainably and responsibly. We are committed to
continuing our work with our partners to raise corporate governance in Asia to international best practices.”
George Hongchoy
CEO
The Link REIT
Hong Kong

It is quite apparent that there
continue to be a further blurring of
the borders between CSR initiatives
and Governance matters. We have
seen real strides by corporations
as well academia in bringing CSR
into the next level, which is based
on the ‘creating shared value’ (CSV)
approach. The basic tenet is that the
growth of the corporations is linked
to the welfare and prosperity of the
community where the company conducts its activities. This shift in approach brings a fundamental shift in mindset.
Corporations cannot view that CSR and the bottom-line
are separate independent domains of activities anymore. They
are intertwined. And internationally recognized good corporate governance practices and standards, is an imperative
fundamental base for this.
It is understood that, each country has its own countryspecific emphasis on where corporate community investments are most required. Corporations, such as Pertamina,
understand and adjusts its initiatives accordingly. In Indonesia where Pertamina is based, philanthropy based programs
are still very much needed. And we do allocate for that.
However, we also understand that “it’s not amount, but
impact” that matters.
Therefore lasting, grassroots and wide ranging programs
are carried out in our corporate community investments
initiatives. One of our flagship program is the “Planting of
100 Million Trees in Indonesia” which is done through a
grassroots ‘trees as investment’ approach where the community’s future prosperity is tied to the maintaining and healthy
growth of the planted trees.
Other programs touches on the core concept of well-being
and healthy life (the “SEHATI dengan Pertamina” program),
Education (“Bright with Pertamina”) and Ecopreneurship to
foster SME’s. Also, as Indonesia is a country prone to natural
disasters, the company has a Rapid Deployment Disaster
Relief program. All of the above programs are implemented
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throughout the Indonesian archipelago.
I am a believer that CSR, Governance, and The Bottomline do not, and cannot stand alone and be separate. I also
believe that there’s still enough room for corporations in Asia
like us, to take this into a higher stature.
Karen Agustiawan
President Director & CEO
PT Pertamina (Persero)
Indonesia

Corporate Sustainability and
Responsibility (CSR) is like a relay
marathon with no end point. We run
our leg to the best of our abilities and
then hand the baton to the next
generation. While the awareness and
practice of CSR has risen and
improved in Asia over the years,
even in the area of corporate
governance, there is certainly still
room for improvement.
In this day and age of instantaneous communication, when social
media and crowdsourced content have placed power in the
hands of the consumer, it is even more imperative that companies proactively and rigorously practise good corporate governance. The scrutinising customer truly is the king and their
choices are those companies and organisations that conduct
their business and operations ethically and responsibly.
To evolve to the next stage of good corporate governance,
companies - including financial institutions, SMEs and corporates alike - should start by putting in place stringent and detailed policies that outline the parameters for business ethics.
These include codes of conduct and hospitality, security risks,
information and intellectual property, and even whistleblowing and performance recognition. Only with formal policies
and codes, supported by management from the very top, can
true corporate governance be practised.
Next, it is essential that the management walk the talk.
It is one thing to say we will do the right thing but it is not
always so easy and the old adage rings true: actions speak
louder than words. Good corporate governance is a daily
application of running the business in a fair and sound manner, one which will hold the company in good stead for the
long run.
Tan Tong Hai
CEO
StarHub
Singapore
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CSR has been a tool for enhancing
the corporate governance standards
of Asian companies. There is now
more awareness at the Board level
on CSR strategic issues as companies with a multi-stakeholder
perspective are perceived to be
outperforming those taking a single
view of the shareholders’ interests.
Broader government and public
demands have increased expectations that companies balance
shareholder interests with other
stakeholder needs. By balancing social and environmental
responsibility with profits, long term viability and success
will be even greater, such that boards have routinely incorporated social and environmental responsibility into corporate
guidelines.
Governance involves the alignment of interests among
stakeholders. New expectations have forced companies to
broaden corporate governance focus to include employees,
investors, creditors, suppliers, customers, regulators and
local communities. Companies with a high degree of CSR
alignment believe themselves to be responsible to a range
of stakeholders on both financial and non-financial issues,
and govern themselves accordingly. Shareholders now want
to know what companies are doing about their CSR risks.
Institutional investors and regulators are now looking at driving CSR into corporate governance and reporting processes,
compelling companies to be mindful of non-financial issues.
Addressing employee motivation leads to long-term quality
production that will result to sustained market leadership,
and eventually translate to shareholder returns. The desire
to build a reputation of trust will lead to programs that build
internal integrity and a system of internal controls that result
to improved transparency.
Disclosure, accountability and transparency, board diversity and risk management are the key governance practices
that best demonstrate corporate social responsibility principles and ensure corporate sustainability.
Corporates and financial institutions can bring CSR and
corporate governance to the next level through sharing of best
practices and lessons learned in print and in dialogues. The
preparation of the Sustainability Report by a company for its
own business use or for submission to an international review
body can help companies see if its own CSR and corporate
governance practices are at par with the current trends or
standards. It will also, in turn, help international regulatory
bodies calibrate the standards they set for the companies in
doing their business and carrying out their social commitment.
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In the practice of corporate social
responsibility fulfillment, China
Telecom gradually forms the
mentality of “Responsible Transformation and Harmonious Development”. We aim to achieve sustainable and sound development
through transformation and better
discharge our responsibility to
various stakeholders and consciously take into account the economy,
society and the environment for
harmonious development when
pressing ahead with the transformation.
We strive to build up “smart pipelines” to improve our
communication capability and leverage our edge to enter into
extensive cooperation with various business partners, including establishment of an integrated information service platform. We also get involved in selected information contents
and applications development so as to offer integrated information service tailored to all kinds of customers. Through
transformation, China Telecom has been committed to generating new values for our customers and the economic society,
thus making new contributions to the building of a moderately
prosperous society and gradually becoming a world-class integrated information service provider. The Company strives to
maintain a high level of corporate governance and has inherited an excellent, prudent and efficient corporate governance
style. It continuously improves its corporate governance
methodology. It regulated its operations, improved its internal
control mechanism, integrated comprehensive risk management into its operational practice, implemented sound corporate governance and disclosure measures, aiming to ensure
that the Company’s operations are in line with the long-term
interests of the Company and its shareholders as a whole.
Wang Xiaochu
Chairman and CEO
China Telecom Corporation Ltd
PR China

Alberto S. Villarosa
CEO
Security Bank
Philippines
CCorporate
orporateG
GovernanCe
overnanCea
asia
sia 13
13 JJanuary
anuary-M
-MarCh
arCh 2014
2014

From simply being a brand-building
endeavor, we have seen the increased role of CSR in the practice of
corporate governance in Asia. Higher
stakeholder expectations, greater
awareness of national and global
issues, and stronger social values
are some major factors driving CSR
strategy today.
We in the Aboitiz Group continue to strengthen our corporate
governance programs to ensure
more transparency, to safeguard the
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Erramon I. Aboitiz
CEO
Erramon
I. Aboitiz
Aboitiz Group
CEO
Philippines
Aboitiz
Group
Philippines
Both Corporate Social Responsibility
(CSR) and Corporate Governance (CG)
are among the key elements of the
good corporate citizen. These two have
shared some criteria, including
stakeholders’ awareness. However,
the two must be integrated into
day-to-day business decision in order
to maximize the benefit of all shareholders, while accountable for all other
stakeholders to create a long-term
sustainability of the company.
In the modern business environment, the leader is the one
who could unlock the stakeholders’ value by transforming their
CSR, which formerly believed that it is an expense or social
contribution with no return, into shared value that creates business opportunity for sustainable growth of the company and the
wealth of society as well. Therefore, CG, as we believe that it is
a system to control and manage the company to achieve target,
plays an important role. The Board and management must
aware of an impact and see through opportunity, then deploy
proper management and monitoring tools to conquer those
values. One of all tools that could clearly reflect how the company
leverage those values is corporate’s mission and vision. Nowadays, it seems to us that most of leading companies in Asia already embraced the new concept of CSR, shared value, into their
vision&mission. Therefore, in our opinion, we are somehow
going to the next level of Corporate Governance by incorporate
CSR into business. Besides, with the same approach by all leading
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pany leverage those values is corporate’s mission and vision. Nowadays, it seems
to us that most of leading companies in Asia already embraced the new concept of
CSR, shared value, into their vision&mission. Therefore, in our opinion, we are
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more responsive
in dealing with social, ethical and environmental
issues in the conduct of their business.
Tevin
Vongvanichespecially financial corporations which require
Corporations,
President
andofCEO
high level
integrity in the conduct of their business, need to
PTT
andstakeholders’
Production Public(e.g.
Company
Limited suppliers, clients,
factorExploration
in multiple
employees,
Thailand
community etc.) interests in doing business. They now adopt a
long-term view and integrative approach of the business vis-a-vis
society relationship and bring a socio-commercial mindset to its
products and services.
It may no longer be enough to be involved in philantrophy
alone.It should include creating strategic partnerships with its
employees, clients and those in the supply chain in its various
socio-civic projects. One example is engaging employees in
volunteer programs, exposing them to the needs of marginal segment in the community that they serve.
Teresita T. Sy-Coson
Chairperson
BDO Unibank Inc
Philippines
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Recent Convictions of Illegal
Insider Trading in Hong Kong
The Hong Kong Government may grant more power to the SFC for finding relevant evidence
of the offences during the investigation process

Raymond Siu
Yeung Chan

N

Annie Hin
Cheung Ko

owadays, all developed capital markets
around the globe have regulations of
different extents prohibiting insider trading
based on the notions of fairness, protection
of investors, and maintenance of market confidence. There is no except for Hong Kong.

In the past, Hong Kong adopted a civil insider trading regime only due mainly to its antilitigious culture being influenced by the Chinese Confucianism. Yet this regime had been
proven ineffective in deterring insider traders
from committing these illegal activities. The
introduction of a dual civil and criminal regime for insider trading activities by the Securities and Futures Ordinance (SFO) (Cap
571) in 2003 has shown the determination of
the city’s regulators to actively combat these
illegal activities, signaling an aggressive step
to further strengthen its status as an international financial center. Even if there are the
most advanced laws or coercive measures on
the statute books, law enforcement agencies
will be viewed as toothless if they cannot enforce them. The actual benefits from enacting insider trading laws can only be realized

when they are actively enforced. Accordingly,
since the enactment of the SFO, its effectiveness of combating insider trading has come
under the spotlight.
This short article is written against this
background and intends to analyze the core
features of all the insider trading cases convicted under the SFO since its enactment in
2003 up to June 2013. From the analyses, we
can see how effectively the Securities and Futures Commission (SFC), the city’s securities
regulator, has enforced its insider trading law
under the new dual civil and criminal regime.
Specifically, these analyses attempt to answer
several interesting questions. Has the SFC
been actively pursuing illegal insider trading
activities and how many of the decided cases
are criminal? What are the most popular
types of insider trading convictions? Who are

The instability of the external economic environment during mid-2008 triggered drastic fluctuations in Hong Kong’s economy
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second group embraces insider traders as
the likely insider traders? What are the most
tippers, disclosing inside information to ancommon insider trading activities? When do
other person. The last group is tippees who
these activities most likely occur? Both rereceive insider information from insider tradsearchers and Hong Kong practitioners are
ers or tippers. The second approach classifies
interested in the answers to these questions.
these provisions into two types on the basis
As Li CJ put it in Ma Hon-yeung:
of whether the offences are related to take“Insider dealing is a serious dishonest
over activities or not. The first type of the inconduct. It threatens the integrity of finansider trading offences is related to
cial markets in Hong Kong. It also
takeover offerors and persons with
undermines the confidence of the
===
===
information about a takeover offer
public and the investors. To mainas insider traders. The other type
tain our position as an internaThe first type
concerns insider traders other than
tional financial centre, it is imporof the insider
takeover offerors. With these clastant to eliminate insider dealing
trading offences
sifications of insider traders and
and to reinforce the transparency
is related
their activities in mind, we now
of the markets.”
to takeover
turn to the analysis of insider tradA clear message must be sent
offerors and
ing cases in Hong Kong.
to the public that a court takes
persons with
a serious view on this offence. A
information
better understanding of the above about a takeover 2. Classification of insider
trading cases by year
issues will allow the public to have
offer as insider
Under the current insider trada clearer picture. With limited
traders
ing regime, the SFC can either
resources, security regulators and
===
===
bring a civil case before the Marlawmakers in Hong Kong need
ket Misconduct Tribunal (MMT)
to understand all these issues in
or commence criminal proceedings against
order to allocate their resources most effecan alleged insider trader before the courts.
tively in combating insider trading offences.
In deciding whether to prosecute a case unThe effectiveness of the regulator and courts
der criminal proceedings, the SFC will have
in enforcing these laws to deter insider dealregard to the two main factors stated in the
ing activities is one of the most important
guidelines in the prosecution policy of the
factors in maintaining the confidence of
Department of Justice in determining whethinvestors in the Hong Kong stock markets,
er the prosecutor will initiate criminal proand the reputation of Hong Kong as an
ceedings against a case. The first factor is the
international financial centre and a major
strength of the case. In other words, the evigateway for mainland companies to raise
dence should be sufficient to justify the insticapital overseas. Before we provide answers
tution or continuation of proceedings. Since
to these questions, let us turn to the city’s
the burden of proof is greater in criminal
current insider trading law.
proceedings, the SFC will only recommend
criminal proceedings where there is admis1. Insider trading laws in the SFO
sible, substantial and reliable evidence that an
The principal anti-insider trading legislation
offence has been committed, as well as a reain Hong Kong is contained in Parts XIII
sonable prospect of a successful conviction.
and XIV of the SFO. As mentioned earlier,
Where there is a lack of sufficient evidence
the current legislation for insider trading is a
to meet the criminal burden of proof, the
dual civil and criminal regime. Yet the subSFC is likely to initiate civil proceedings. The
stantive provisions of what constitute insider
second factor that the prosecutor considers is
dealing in the civil and criminal provisions of
the public interest in bringing a prosecution
the SFO are exactly the same. There are two
before the court. Broadly speaking, the more
approaches to classifying these provisions.
serious the offence, the more likely it is that
The first approach classifies them into three
the public interest will require a prosecution
groups in accordance with the sources of
to proceed before the court. In assessing the
information that the traders have. The first
seriousness of the offence, it is necessary to
group includes insider traders who deal, or
consider whether the victim has suffered sigcounsel or procure another person to deal
nificant harm or loss. However, both factors
in the securities of a listed corporation. The
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suggested are ambiguous. To eliminate this
misconception and the criticism of making
subjective decisions on whether criminal cases should be pursued, the SFC has referred all
insider trading cases to the Director of Public Prosecution for consideration of initiating
criminal proceedings since May 2007.
There are a total of 15 insider trading
cases since the introduction of the SFO in
2003 up to mid-2013. Of these cases, 8 are
criminal cases ending in conviction and 6 are
civil cases, indicating that convicted criminal
cases outnumber those proven civil cases.
These figures suggest that the criticism of the
SFC’s inability to prosecute insider dealing
as a criminal offence is unfounded. One case
in 2013 is classified as ‘other’ (ie, neither civil
nor criminal). This case involved Tiger Asia
Management LLC, a New York-based hedge
fund, in an illegal insider trading by the company and its executives. Since Tiger Asia had
no office in Hong Kong, which made it difficult for the SFC to carry out a criminal prosecution or refer it to the MMT for civil charge
as it could not find witnesses and suspects to
attend the hearings. The SFC then turned to
s 213 of the SFO, seeking an administrative
order from the court to seek compensation
from Tiger Asia without a need to first prove
the fund house guilty of insider trading. The
Court of Final Appeal upheld the SFC’s right
to seek compensation in order to protect investors’ interest.
As for the question “when would insider
dealing activities be more likely to occur”,
our data show that the number of insider
trading cases ending in conviction is the largest in 2008 with a total of 5 cases (3 civil and
2 criminal). All these cases took place between February and September 2008, which
account for one-third of all the cases ending
in conviction in this study. During that period, though Hong Kong’s economy still held
firm apparently, Hong Kong’s stock markets
had a downward adjustment that started in
late 2007 due to the deepening global economic slowdown; it was owing to the fact that
the housing bubble in the United States had
been about to burst since 2006 and mortgagees began defaulting their mortgages,
eventually sending a ripple effect through the
world stock markets. The instability of the
external economic environment during mid2008 triggered drastic fluctuations in Hong
Kong’s economy and increased the volatility
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separated into family members and friends.
Although all the three groups have similar
numbers of natural person insider traders,
senior management level corporate insiders
turn out to be the most prominent with a
3. Insider trading offences
total of 8 such insider traders.
Although there are only 15 insider trading
This result is not surprising as they recases in the past decade, the total number of
ceived confidential information relating to
offences is 30, more than the total number
their own companies and other
of these cases, due to the fact that
related companies from time to
while some of these cases had only
===
===
time due to their job responsibilione offence, others involved more
ties, thus creating good opportunithan one, and many as 4 in two
The access to
ties for them to take advantage of
cases. These 30 offences are split this information
their knowledge of this information
equally between civil and criminal.
alone may
in making profits from trading in
Two types stand out prominently
induce insiders’
stock markets. On the other hand,
as the most common for civil and
greed by
junior level and temporary employcriminal offences alike. The first
misusing this
ees are involved in insider trading
type is related to an insider, other
information
only occasionally. While this study
than takeover offeror, with inside
illegally,
identifies only one case involving a
information dealing in listed secuincreasing
junior level employee corporate inrities, or counseling or procuring
the chance of
sider, they could be more common
another person to deal in such secommitting
than their senior counterparts, as it
curities, knowing or having reasoninsider trading
is difficult to prove junior employees
able cause to believe that the other
offences
to have acquired inside information
person will deal in these securities,
===
===
due to the fact that their trading
with a total of 12 offences. Most of
amounts are usually very small and
these insider offenders were emthus hardly traceable in securities
ployers of the companies, while a
markets. As senior management have more
small number of offenders had no direct relainfluences on their companies, bear greater
tionship to these companies at all.
responsibilities, and have more experiences in
Tipping from insiders, other than takedealing with inside information, their insider
over offerors, is a crucial element in constitutdealings should draw more attention from the
ing insider trading offences, representing the
regulators.
second most common type of insider trading
As for the tippees as insider traders, 5 of
offences in Hong Kong, with a total of 11
them are family members of the key insider
such offences. The prevalence of tipping in
traders who were convicted of insider tipHong Kong can be attributed to the unique
ping in most of the cases; the remaining 5 are
Chinese culture of maintaining interpersonal
the close friends of these key insider traders.
relationship, particularly among close friends
This observation is common in Hong Kong
and relatives.
because of the emphasis on interpersonal relationships in the Chinese culture which has
4. Likely insider traders and types
been deeply embedded in Hong Kong due
of insider trading activities
to its dominant Chinese population. The tipOf all the insider trading cases examined in
ping of material nonpublic information may
this analysis, there is only one case involvbe perceived as a moral duty owed to family
ing an entity as the insider trader (ie, Tiger
members and close friends among Chinese.
Asia); all others are natural person insider
This moral duty is mutual and reciprocal, in
traders. We classify these natural person
the sense that people always try their best
insider traders into three groups: corporate
to maintain good interpersonal relationships
insiders, market intermediaries and tippees.
as these relationships are essential for most
Corporate insiders are divided into senior
people to survive in a contemporary Chiand junior employees. Market intermedinese society.
aries are mainly financial advisors particiWhen it comes to the insider trading
pating in the corporate financial events of
activities, it is found that insider trading
their corporate clients. Tippees are further
of the local stock markets, providing investors
chances to speculate and making insider dealing activities even more difficult to discern.
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incidences were commonly coupled with
takeover activities. 7 out of all the 15 cases
are classified as this type. People involved in
preparing takeovers, including senior corporate insiders and the employees of financial
advisors involved in the takeovers, are able
to get access to the takeover information easily well before the formal announcements of
these takeovers. The access to this information alone may induce insiders’ greed by
misusing this information illegally, increasing the chance of committing insider trading offences.
5. The way forward
Regardless of how strong the law is, eradicating insider trading seems impossible because
this offence is rooted in people’s greed which
is beyond the control of the regulator. However, we should not deny the fact that regulators do play a crucial role in combating insider trading offences by properly enforcing
the relevant laws. With limited resources, regulators need to understand the nature of and
penalties for insider trading in order for them
to allocate their resources most effectively to
achieve their aims. It is impossible for lawmakers to envision all the possible scenarios
that will happen in the future at the time they
draft the laws. In order to compensate for
the weaknesses of the current insider trading
legislation and the uncontrollability of external factors, the regulators’ power should be
enhanced. This standpoint has already been
reflected in the decision by the Court of Final Appeal to allow the SFC to impose s 213
orders to Tiger Asia in May 2013, which was
supposed to have no jurisdiction within the
ambit of the current insider trading laws to
intervene in such case. To reinforce this position, the Hong Kong Government may grant
more power to the SFC for finding relevant
evidence of the offences during the investigation process. n
Notes:
Dr. Raymond Siu Yeung Chan is an Associate Professor at
Department of Accountancy & Law, School of Business,
Hong Kong Baptist University. Dr. Annie Hin Cheung Ko is a
Lecturer at Hong Kong Polytechnic University, SPEED. This
paper is a summary of the first part of the article entitled “Enforcement of insider trading law in Hong Kong: What insights
can we learn from recent convictions?” published in Australian
Journal of Corporate Law in 2013 co-authored by Dr. Chan
and his associates.

Moving Forward, We Need
Positive Corporate Governance
Let’s now go a different path, an enlightened path. Let’s restore the faith in people.
Let’s give humanity a chance, a try, with positive corporate governance.

What have we changed?
While there is certainly change, we are not
sure if corporate governance has actually
changed for the better.
By
To be sure, the establishment of the
Dr Lawrence
guiding pillars of corporate governance
Loh
were themselves quick-fix reactions in frenzy. Cadbury came hot after the heels of
several fiascos namely Bank of Credit and
Commerce International (BCCI), Maxwell
In the Beginning
Communications and Polly Peck. SOX was
It has been 21 years since the Cadbury Reinstigated by the infamous Enron, together
port in the U.K. was first issued in December
with a series of unfortunate events such as
1992. By any standards, this monumental
Adelphia Communications, Global Crossdocument heralded the origin of modern
ing, Tyco and WorldCom.
corporate governance in the form we see all
Cadbury-SOX may not be the panacea.
around the world today.
It is not meant as the be all and end all. But
It was indeed the underlying thinking of
with the plethora of principles and legislaCadbury that guided how stakeholders and
tions, one would have expected significant
corporations protect their mutual welfares.
improvements in corporate governance
This is particularly so for the stakeholders
practices, and certainly a reduction, if not
to ensure that their interests are not being
eradication, of big scandals.
usurped by the corporations.
But scandals happen as they did.
Ten years on, an even more significant
Maybe bigger ones. Even with SOX, a
landmark legislation was enacted in July 2002,
succession of governance related
this time in the U.S. This is in the
debacles occurred during the
form of what is commonly known
===
===
U.S. financial crisis of 2008. The
as Sarbanes-Oxley Act (SOX). The
names involved are no less than
Act has gone through 11 years of
The whole
reputable insurers like AIG, legexistence (which propitiously coingamut of
endary investment bankers like
cides with the 11th anniversary of
exacting
Bear Sterns, Lehman Brothers
this journal – Corporate Goverstringent
and Merrill Lynch and supposnance Asia).
requirements
edly rock-solid government-sponBut has there been progress
to catch the
sored enterprises like Fannie Mae
since the two milestone pivots of
few culprits
and Freddie Mac. In Asia, there
corporate governance appeared?
will only
are also its own versions of Enron
Cadbury-SOX was supposed to
suffocate the
as seen in Satyam Computer Sertransform the landscape. Cadvast majority
vices of India in 2009 (which had
bury, in particular, has gone into
of companies
earlier actually won prestigious
adulthood and is deemed to have
which are law
awards in corporate governance)
come of age. SOX was deemed a
abiding
and also Olympus of Japan in
powerful antidote for propriety in
===
===
2011. And the list goes on…
the businesses and the professions.
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Have we gone the wrong way?
Suddenly the corporate world is in a syndrome. It seems to be time to go back to the
examination room. Has the medicine been
ineffective? Was there a wrong diagnosis? Or
was it a wrong treatment? Maybe we had the
wrong patient? Or the wrong doctor? Or was
everything just wrong?
I think we had actually barked up the
wrong tree.
The root problem is not the corporation,
the systems, the regulations or the practices.
It is in the human nature.
No amount of codes and laws will suffice
if we do not recognize the real problem. In
fact, the whole gamut of exacting stringent
requirements to catch the few culprits will
only suffocate the vast majority of companies
which are law abiding. And even for that, it
has not been effective as history has shown.
Really, our whole approach, our whole
underlying assumption for corporate governance may need a fundamental re-examination.
Back to basics
We have to go back to the original purpose
of corporate governance which is to promote the wellbeing of the company and the
various stakeholders within the norms of the
community and society.
Having more directives for complying
and more boxes for ticking certainly do not
add up to enhancing the firm’s worth. Hard
controls through rules and more rules will
only add to the burden and distract from
the core task of real management. Perhaps
we should emphasize soft controls which are
more to encourage good culture, entrench
good values and embed good practices.
Indeed, one may ask - is corporate governance the return of bureaucracy and red
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tape in more palatable words? Has corporate governance evolved in ways that deviate
from the intent? Have we lost sight of and
lost hope in corporate governance?
Taking the Positive Way
Perhaps we can take a leaf from the field of
psychology which is a best means to study
human nature. The field began to receive
much traction in the early days as abnormal
psychology where the emphasis is to find out
what is wrong, and how to treat the problem.
A full array of techniques including psychotherapy then became fashionable.
An emerging branch of psychology is
called positive psychology where the focus
is to draw out the fine points and virtues of
humankind, and to treat each person as a
talent that wants to give the best and have
happiness.
The notion of positive corporate governance has also been correspondingly developed. The logic is very compelling. The
premise is that a person, whether manager
or director, basically wants to do good for the
company. In fact, this is a departure from the
traditional agency theory where there is a
divergence of interest between the principal
(shareholders) and agent (management).
Positive corporate governance is somewhat akin to the stewardship perspective, the
counterview of agency theory. Accordingly,
managers are like stewards who are entrusted with the administration of the resources
and decision-making on the usage.
Positive corporate governance will indeed be an apt pedestal upon which sound
implicit motivations can be built and explicit
behaviors can be expressed.
Applying positive
approaches
In a positive setting for corporate
governance, the traditional antagonism gives way to synergism
amongst the stakeholders. Tension becomes cohesion and the
divergence of interests converts
to convergence. The draw point
is an establishment of confidence
in people where the management
and the board of directors work in
unified partnership for the collective well-being of all stakeholders
including shareholders.

How then do we put positive corporate
governance in place?
First is of course to reduce the rules.
Keep those that serve critical purposes such
as minimalistic guidelines on director independence, director nomination and compensation and audit. Actually positive corporate
governance is about what is not there rather
than what is there. So eradicating or reducing the voluminous rules will help.
Then foster a culture of trust. Pay attention to competence and talent development.
Create awareness. Go beyond the rules. Underscore the spirit rather than the letter of
the law.
Companies can work from within and
hold sharing sessions amongst the board
and management. Industry and professional associations can be tapped to promote a
healthy agenda of corporate governance in
the companies. Examples may be the array
of forums and trainings that are
regularly available. These sessions
===
===
can serve to foster the internalization of good governance rather
The current
than taking the convenient, often
corporate
mindless, shortcut of rule comgovernance
pliance. Ultimately, the broader
regime based
stakeholders such as regulators
on self-interest
has not worked. and media are also critical to inculcate and root a strong culture.
The pendulum
Thus we are back to the full
has tilted too
much to control ecosystem of corporate goverat the expense of nance. For this to have a positive
orientation, every player in the sysenlightenment
tem has a role. This goes beyond
lip service and the money must be
===
===
put where the mouth is.
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More than idealism,
it’s realistic
We had knee-jerk reactions, then we followed up by arm-twist solutions. This is
not good enough. We need to work on
the heart and mind. Appeal to rationality
and emotionality and this can enhance the
adoption and acceptance of good governance beyond just awareness. Center on
the outcome and not the process; it’s the
results that we are interested in.
Sounds too idealistic? Will positive corporate governance be self-destructing? Are
we retrogressing rather than progressing?
Not quite.
The traditional rational straw man of
economics – homo economicus – who
maximizes utility has been a paradigm that
guided our business thinking for just too
long. The current corporate governance regime based on self-interest has not worked.
The pendulum has tilted too much to control at the expense of enlightenment.
Realistically, let’s put it this way – the
wolf of Wall Street is going to come no
matter what the laws or codes are.
Let’s now go a different path, an enlightened path. Let’s restore the faith in
people. Let’s give humanity a chance, a try,
with positive corporate governance. n
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Opportunities for Sustainable
Capitalism
There is a huge cost of these stranded carbon assets, and there are huge opportunities to be gained

By
Former Vice
President Al Gore

At the Envirotech & Clean Energy Investor Summit in
London on October 2013, former US vice-president Al
Gore, now chairman of Generation Investment Management, spoke about climate change, renewable energy and
investment.

S

omeone asked me in advance of this event
about how I’m feeling these days about sustainable investing and alternative energy. I said I
feel fine, but I always think of a story that I first
heard 35 years ago in my home state of Tennessee in the American south, where we have
an institution called the Grand Old Opry, the
mother church of country and western music.
In those days, they had a comedienne
called Cousin Minnie Pearl, who wore a straw
hat with a price tag still hanging from it. She
was actually quite a sophisticated actress, but
her character was extremely rural – as country
as country can be.
She told a story on the radio and I was
listening on the way home one Saturday night
as a young congressman. She spoke about a
farmer who as involved in an accident and sued
the other driver for damages. When they went
to court, the other driver had his lawyer crossexamine the farmer, and the lawyer said, “Isn’t
it true that immediately after this accident, you
said, ‘I feel fine’?”
The farmer said, “It’s not that simple. You
see, I was taking my cattle to town in the back
of my truck and this man came driving across
the centre of the highway.” The lawyer said,

of retirees and active duty military. One of our
comedians Stephen Colbert uses a pin and represented the economy as a balloon.
In any case, this perfect storm has a number of effects – some of them good. But those of
you have survived and who have come through
this period of decline are now watching another momentous change in this space. You’ve
noticed the strategic investors are coming in in a
very big way with follow on investments; you’ve
noticed that even though there have been many
failures in the market, that’s always been the
case with new technologies and some of those
that have succeeded are now mature.

“I object. Just answer the question: yes or no.
We don’t want to hear a long story. We’re in the
middle of a trial here. Did you or did you not
say, immediately after the accident, ‘I feel fine’?”
And the farmer said, “I was leading up to
that. You see, I was taking my cattle to town in
the back of my truck and this man came driving across the centre of the highway and then
right into my truck, and knocked it over, throwing me and the cow out. I was on one side and
the cow was on the other. A policeman came up
and took one look at that cow and said, ‘She is
suffering’. He pulled out his gun and shot her
right between the eyes. He came around to my
side of the truck and said, ‘How do you feel?’”
I think there’s that kind of feeling in this
investment space right now.

Cost competitiveness
of new technology
The cost-down curve for [solar] photovoltaics,
wind and a whole suite of energy efficiency
The current market
technologies now bring the price of renewable
We’ve got through a kind of perfect storm [in
electricity below the grid average of price in
the last seven years] which had four compoquite a few regions in the world.
nents that all combined. One was the great
There was a study, that we actually don’t
recession in 2008; then there was the Chinese
fully agree with, that found four billion people
juggernaut of subsidies that pushed the cost of
live in such regions of the world now.
renewable energy components and
We think that’s an overstatement,
systems below the cost of produc===
===
but we don’t think it’s an overstatetion in the west; then there was the
ment to project where this trend
shale gas revolution which pushed
It’s not that
the socket price, especially in North
simple. You see, is going, because in the next six to
America, below what the business
I was taking my seven years, this cost-down curve will
push the price of renewable electricmodels were counting on to succattle to town
ity to a level equal to or below the
ceed; then there was the failure of
in the back of
grid average price in regions where
policy in Copenhagen, preceded
my truck and
85% of the world’s people live.
and caused by a failure of policy by
this man came
There is a difference of between
the US senate.
driving across
zero degrees and one degree that’s
In my own country, where unthe centre of the
a difference of more than one defortunately denial is still a serious
highway
gree. It’s the difference, of course,
problem, the same people engage in
===
===
between ice and water. In a similar
denial over the question of whether
fashion, the difference between ofor not it was actually important to
fering renewable electricity at a price below
protect the full [inaudible] of the US governthat produced from fossil fuels is a big difference
ment a few weeks, claiming that a default on
compared to offering it at a price above that
the debt would just be a pinprick, and that we
generated by fossil fuels.
could just pay the Chinese bondholders instead
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the tiniest phone you could have. Both of those
Let me draw another analogy. I think that
things were unanticipated.
the market generally speaking doesn’t always
Third, the decisions to purchase were not,
operate on perfect information – I know that
as they had been with previous generations of
doesn’t necessarily come as a newsflash to this
telephone technology, in the hands of utiligroup – but over the last several years, the
ties or large, centralised companies. The purstandard model in economics has been chalchase decision was in the hands of
lenged quite severely by behavioural
individuals and individual business
finance and a whole range of other
===
===
owners. Some of them were early
assumptions. But the repeat appearadopters and more of them were as
ance of bubbles in the market actuWe will put
the costs came down and the quality
ally gives a lie to the assumption of
solar panels all
improved.
perfect information.
over your roof
And fourth, they did not take
I remember back in 1980, I and the next day
into account the infrastructure conwas a young congressman, and as
your electricity
text specifically the fact that in devela wannabe geek I’ve always been
bills will go
something of an early adopter, pardown by 20-25% oping countries and emerging markets, the dense network of landline
ticularly in information technology.
telephone infrastructure was simply
And I bought one of the early cell===
===
non-existent, and so the opportunity
phones. You may remember how
in poor countries, for populations to
big and clunky they were. I thought
leapfrog the old legacy technology develop in
it was the coolest thing around.
the west and goes straight to this new, widelyI had a close friend in the Congress whose
distributed model, was not fully taken into achouse I used to go to from time to time in the
count in those market projections.
evenings when the congress was in session,
Think about distributed energy – both
and I called him up as I normally did, to see
photovoltaic and wind. The same four almost
if he was available, only this time I had my
are present. The cost-down curve has been surnew gadget.
prising to people, and only 20% of the cost of
He said, “Yes, sure, come on over. What
PV – or thereabouts – is in the panel itself. It’s in
time do you think you’ll get here?” Knock,
the casing, the installation, the capital costs and
knock, knock. He opened the door and it was
all of those other factors are being squeezed by
like the old Saturday Night Live skit with the
the competitive pressures now, and the cost is
wild and crazy guys. “Woah, you have a phone
coming down quite dramatically.
you can walk around with? Amazing!”
One of our investments is in a company
The reason I’m telling you that anecdote
called Solar City, and in California and some
is that that same year – 1980 – AT&T, which is
15 other states in the US, their business model
still the single biggest [mobile operator] in the
is they’ll go to a homeowner or business owner
US, did a comprehensive study of how quickly
and say, “Here’s our proposition. We will put
this new technology of mobile phones would be
solar panels all over your roof and the next day
deployed in world markets. It concluded after a
your electricity bills will go down by 20-25%.”
great deal of study that by the year 2000, there
“Great, how much will I have to pay to
would be 900,000 of these phones – almost 1m,
do this?”
can you imagine? Of course, by the year 2000,
“Nothing, we’ll do it for free.”
there were 109m – they were off by [108m] –
That’s an attractive proposition. The more
and now there are 5 billion of them.
the costs come down, that will be possible in unNow, why were those projections not only
subsidised environments. The disruption that
wrong but unbelievably wrong? I think there
is coming is quite significant. We began quite
are again four parts to the explanation. Numsome time ago with Colin le Duc’s manageber one: many market analysts had difficulty
ment of the Climate Solutions Fund, and he
shifting gears in the presence of a cost-down
doesn’t brag and my partner’s cautioned me not
curve that is steep and relentless. Certainly,
to, but we’re really very proud of what Colin
Moore’s law has created serious challenges for
and his team have done.
those forecasting the future of IT markets, but
There was one organisation that rated his
the cost-down curve continued, even as the
fund the number one in this sector, and I have
quality improved and those big, clunky phones
to acknowledge that the organisation that did
became so small that in the movies the gag was
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so was one that I had absolutely never of but I
now believe they are the most authoritative rating organisation in the world.
Fossil fuels: the next bubble?
[Generation co-founder] David Blood and I
wrote a piece yesterday and our firm put out
a large paper which I would shamelessly urge
you to read. It’s available on the Generation
website. We put about six months of work into
it on stranded carbon assets. Because it just
came out with a piece in the European Wall
Street Journal, I’d just like to briefly refer to it.
It also illustrates this theme of where investors
have to take into account the absence of perfect information.
You remember of course, painfully, as most
of us remember, the sub-prime mortgage fiasco. In the aftermath of the credit crisis and the
great recession, it certainly did seem ridiculous
to have ever believed that it was a good idea to
invest in millions of mortgages given to people
who had no possible way to pay the mortgages.
Somehow, that risk was invisible to so many, to
the majority. And why is that?
There are a lot of reasons, and again, behavioural finance offers some help in this, but
basically the complexity of these instruments
tempted investors to go along with the enthusiastic crowd and confused risk with uncertainty.
As the economist Frank Knight has established,
there’s a really important – subtle but crucial –
distinction between risk and uncertainty.
Uncertainty is more dangerous in the view
of most good investors, because you can’t price
it. But there is a tendency to mislabel risk as
uncertainty, and then to conclude that since it
can’t be measured, it’s safe to ignore it.
And those sub-prime mortgage assets were
massively re-priced. There was a stripper in Las
Vegas who got seven of them, and the market
realised she was not going to be able to pay
off even one of them, and there were 7.5m
of them in the US alone. When they were repriced, it really caused ostensibly a global run
on the banks, the credit crisis and other factors
contributed to the great recession and the larger
housing bubble, but in retrospect it was obviously a mistake.
We believe that the same mistake is being
made right now with sub-prime carbon assets.
There are $7 trillion worth of sub-prime carbon assets on the books of multinational public
companies today. There’s another $14 trillion
owned by sovereigns. Now, this group knows
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a lot of heat. The cumulative amount of manmade global warming pollution that is now in
our atmosphere traps as much extra heat energy in each day as would be released by 400,000
Hiroshima class atomic bombs exploding every
24 hours on the Earth’s surface. It’s a big planet,
but that’s a lot of energy, and it is causing a huge
increase in global temperatures.
Ninety per cent of the increase in heat
energy is going into the oceans, and that’s
The evidence is right in front of us
why these ocean-based storms are so much
You look at the extreme weather events around
stronger. But the 10% that’s in the air is now
the world that are 100 times more common stadrying out the soils and making droughts
tistically now than 30 years ago. Look at Hurdeeper and longer.
ricane Sandy in my country, one year ago this
Melting ice in Antarctica and Greenland
week. The day that storm came ashore, and
[…] is due to contribute a very significant infor the days preceding, the Atlantic Ocean was
crease in sea levels as this century proceeds. But
5C above normal average temperatures. That’s
the increase in the floating ice in the Arctic ice
where the stronger winds come from. That’s
cap is also a problem, because even though it
where the extra moisture that makes the storms
doesn’t increase sea levels, it radically changes
more destructive comes from.
the heat absorption in the Arctic Ocean when it
There is 4% more water vapour in the
no longer reflects the sun’s rays. Instead of 90%
Earth’s atmosphere today than 30 years ago.
bouncing off, 90% of the energy is absorbed.
And by the way, that 4% may sound like a
That changes the high-pressure/
small number, but it’s actually not,
low-pressure balance and changes
because the moisture that falls to the
===
===
the jet stream.
ground as it did three days ago in
The scientists are still trying to
southern England doesn’t just origiWe’re still
work out exactly how this happened,
nate in the part of the sky directly
putting 90m
but some have predicted long since
above where it falls.
tonnes of global
that the movement of the jet stream
It is funnelled toward the storm’s
warming
across North America, the north Atrelease point from often 2,000km
pollution into
lantic and then to Europe and Euraway, and so the extra 4% must be
the atmosphere
asia, is going to become disorganised
multiplied by the vast volume of
every day, as
and more chaotic, and indeed that is
the sky contained in that 2,000km
if it’s an open
happening.
tail that’s funnelling the moisture
sewer
2012 last year was the wettest
towards the drain. If you have a
year in the history of the UK. It was
bathtub filled with water and you
===
===
the hottest year in the history of the
open the drain, obviously the water
US. And indeed, 12 of the 13 highrushing down the drain doesn’t just
est years ever measured have been in the last 15
come from the part of the tub directly above
years. The last decade was the hottest decade
the drain; it comes from the whole tub.
measured since instruments were first used. So
These basins of water vapour in the sky
it’s not an open sewer that the waste products of
are much more full than they were only three
this combustion really are changing the condidecades ago. And so every storm is different.
tions that facilitated the flourishing of humanEvery storm.
kind and human civilisation.
You may have noticed in the news coverage here that Boulder, Colorado was inundated
Putting a price on carbon
by a once-in-a-16,000-year rainfall. Of course,
There is a consensus that we have to stay beall the statistics are completely irrelevant now,
low a 2C increase, and the scientific commubecause the tables upon which they are based
nity says that is a political compromise already,
originated in a world in which we no longer live.
because you see what 1C is already doing, but
We have changed that world.
policymakers have agreed to target that 2C tarWe’re still putting 90m tonnes of global
get as likely to give us a 50% chance of avoiding
warming pollution into the atmosphere every
truly catastrophic changes. But in order to seize
day, as if it’s an open sewer. And it’s trapping
better than most that the climate crisis is unfortunately real, and Mother Nature is kind of underscoring the seriousness that is approaching.
But the scientific community, most recently in the Intergovernmental Panel on Climate Change’s fifth assessment, has long since
reached a conclusion that we’ve really got to do
something about this.
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that 50% chance, the International Energy
Agency devised a carbon budget that calculates
how we have to reduce.
Reliable measurements show that at current emission rates – the 90m tonnes a day
and increasing – we will very soon cross that
2C threshold. That’s insane. We really should
not do that.
The IEA established a carbon budget of
what we would have to do by 2050 in order to
avoid that catastrophe, and what it shows is that
no more than one-third of the carbon assets in
the ground can be burned. To put it another
way, two-thirds will be stranded.
Some investors have confidently convinced
themselves that that risk of stranding is an uncertainty, because look at what happened in
Copenhagen, and look at what’s happened in
these negotiations for so long now. And since it
does not appear in prospect that the world will
have a binding global treaty that puts a price on
carbon, then investors are safe in ignoring that.
We believe that’s wrong, because that’s only one
pathway towards stranding.
There are three other broad risks. Number
one: regulation doesn’t have to be global. It can
be regional. It can be national. It can be local.
Look at what happened on Monday. In my
country, the states of Washington and Oregon
joined with the state of California – our largest state – and the Canadian province of British
Columbia, in a unified, Pacific rim agreement
in North America to sharply reduce carbon
emissions. If those three states and one province were a nation, it would be the fifth largest
economy in the world. They are regulating carbon emissions. That will have an impact on the
value of carbon assets.
China takes this seriously
Look at China. It’s hard to see China for all
the air pollution, but look at China. We were
looking today at a little app in the iTunes Store
for Chinese air pollution. You can see it on a
minute-by-minute basis. Right now, on the roof
of the American Embassy in Beijing, the particulate pollution is 199 parts per million (ppm).
The safe level is 25ppm.
Harbin […] which has 11 million people
in the north-eastern part of China, was shut
down last week: all the schools, all the government institutions and most of the businesses.
Why? Because the particulate air pollution
was above 1,000ppm. Couples walking on
the sidewalk holding hands reported that they

could not see each other.
Life expectancy in northern China has already dropped by five-and-a-half years. The
mandate of heaven is the phrase that the Chinese use in discussing the license to operate
for the Chinese Communist party. The Chinese Communist party values stability more
than anything else. And economic growth is
only a means to that end. When the growth
takes a form that generates instability, then
they shift gears.
They just announced a ban on any new
coal-burning facilities in three of the most
heavily polluted regions. They were ready this
year to put in place a cap and trade programme
in two regions and five cities, where they say it
will be a pilot for a nationwide cap and trade
programme by 2015. Some sceptics say they’ll
never follow through on that; I’m not so sure.
[Chinese president] Xi Jinping’s speeches
have been very encouraging to me, since he
took over in March. I think they’re serious
about this. I won’t go down the list of other nations that are moving: South Korea, Ireland,
Scandinavian countries etc. The problem in
Australia… who knows how that will play out.
Pathways to strength
The regional governments, the provincial
governments and state governments – many
around the world are moving. So that’s a pathway to strength. The market forces that I referred to earlier bringing this cost down curve
for renewables – that’s a pathway to strength.
And then there’s public opinion and the divestment campaign, which was launched here in
the UK this week and has already gained a lot
of traction in the US.
The city of Seattle has just joined in divesting. Many more are going to be divesting. Do
you remember the anti-apartheid divestment
campaign? I’m not making the moral case – I
guess in a way I am, and I certainly agree with
it – I’m making the financial case.
My partners at Generation and I are saying
that these stranded carbon assets are going to
have to be dealt with. It’s the largest bubble in
the history of the world’s economy. When will
this bubble deflate? Well, in some ways it’s already beginning.
Consol, a huge coal company in the US
[…] started mining coal during the American
civil war. In 2012, 80% of their revenues came
from coal. Why did they just announce that
they were reviewing a range of options, includ-

but in spite of these advantages, it is now being the complete divestment of all coal assets?
ing, as a system, increasingly associated in the
Maybe they see something that others in the
minds of publics with more frequent and more
market don’t. There are many other examples.
troubling market disruptions, and higher levels
Most or all of the coal-fired generating
of inequality.
plants in the US that have been proposed in
In my country, since the recovery began
the last decade have been cancelled. There are
in 2009, 95% of all the additional national
not going to be anymore coal-fired generating
income has gone to the top 1%. That’s not an
plants in the US. They’ve lost their license to
Occupy Wall Street slogan; it’s a fact, unfortuoperate. And by the way, regulation of health
nately. Inequality is necessary for capitalism, but
consequences like mercury can also be a pathlike inflation and corruption, you may always
way to strength.
have some but you’ve got to avoid the hyper vaWater availability: the average new frackriety. Hyper inequality threatens the stability of
ing well requires 20m litres of water. How many
capitalism. It threatens the ability of a marketof those are you going to build in northern
place to continue function. This has
China, India or the American southto be addressed.
west? The assumption that water is
===
===
One reason why there has been
free and limitless is also an assumpthis blindness towards the global
tion that flies in the face of perfect
The
warming pollution is that it’s not ininformation.
sustainability
cluded in profit and loss statements,
challenge that
GDP and corporate books. When
Sustainable capitalism
we face writ
GDP was launched, the creator
I do feel fine about the future of this
large is part
of GDP – a man named Simon
area of investment, and I do congratof the need to
Kuznets – in 1937 was greatly honulate those of you who have walked
create a form
oured. It was an advance, for sure,
through the fires of the last seven
of capitalism
but he said publicly several times,
years, who have learned so much
that we call
“Please, don’t use GDP as a guide
and are now watching this new wave
sustainable
for national economic policy.” Well,
of investment come through.
capitalism
we do. It’s the Holy Grail.
And yes, it’s true that some
And the accounts that are
of the lessons were not artefacts
===
===
derivative from the categories in
of circumstances. Capitalisations
GDP represent growth as the Holy
have been somewhat larger than
Grail for every corporate business plan. But it
many expected seven years ago, times to exit
excludes the depletion of natural resources; it
have been somewhat longer. But once the
excludes not only negative externalities but
base is established and the fuel is free – I’m
positive externalities like investments in educatalking about renewable energy here – then
tion and mental healthcare. And it excludes the
the advantages continue to grow. I think that
distribution of income.
the predictability of energy supply at a given
So we need to examine how to make our
price is an extremely valuable feature of resystems more sustainable, but for the moment,
newable energy systems.
the most urgent challenge of all is to accelerThe sustainability challenge that we face
ate the level and quality of investing in sustainwrit large is part of the need to create a form
ability. There is a huge cost of these stranded
of capitalism that we call sustainable capitalcarbon assets, and there are huge opportunities
ism. We need to look carefully at some of the
to be gained.
features of capitalism that are not operating as
It’s not easy, it’s extremely challenging, but
they should.
those of you who are part of this effort, in my
Capitalism is the best system ever devised
humble opinion have made the right decision. I
for organising economic activity – that’s pretty
hope that it will be extremely successful finanobvious. It’s the base of every successful econocially for you. I know that it is work worth doing,
my in the world. It’s more congruent with highand I congratulate you for it. n
er levels of freedom and allocation of sources,
and balances supply and demand, and most
importantly it unlocks a higher fraction of the
Al Gore’s speech on the new opportunities for sustainable capihuman potential.
talism: October 2013 at the Envirotech & Clean Energy Investor
That’s what we’ve decided to do as a world,
Summit in London 2013
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Megaworld ramps up office space
inventory; remains to be PH’s biggest
office developer and landlord
R

eal estate giant, Megaworld, is expanding its office
space inventory to over 700,000 square meters
this year, cementing its leadership as the country’s no. 1
office developer and landlord.
Megaworld has currently 27 corporate office towers
in the country – 11 in Eastwood City, 14 in McKinley
Hill, 1 in Newport City, and 1 in The Mactan Newtown in Lapu Lapu City, Cebu. Ten more office towers
are expected to be completed this year – two in Uptown
Bonifacio, which are now LEED-registered; two in The
Mactan Newtown; three in Iloilo Business Park; and
three in McKinley Hill.
Over 100,000 square meters of office spaces suited
for Information Technology-Business Process Outsourcing (IT-BPO) and corporate offices will be added to the
inventory this year. Upon the completion of the first
two towers, Uptown Tower 1 and Uptown Tower 2 will
each contribute 30,000 square meters in the 15.4-hec-

tare Uptown Bonifacio, Megaworld’s P65-billion township in the northern tip of Fort Bonifacio.
On the other hand, around 30,000 square meters
of BPO office spaces will be completed in the 8 Newtown Office Tower and another 7,000 square meters
will also be completed in the six-storey Two World
Center, both in the 28.8-hectare The Mactan Newtown
by the second half of this year.
Another 25,000 square meters of office spaces will
likewise be completed in One Global Center, Two
Global Center, and Richmonde Tower, all located in
the 72-hectare Iloilo Business Park at the site of the old
Mandurriao Airport in Iloilo City by middle of this
year.
In McKinley Hill, the 8 Campus Place B and C
and Venice Corporate Center are expected to be operational within this year and will add more than 20,000
square meters of office spaces in its portfolio.

McKinley Hill
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Eastwood City
“Megaworld remains committed to be the leading
office space provider in the Philippines. Year after year,
we are looking into aggressively expanding our office
space inventory to increase our rental income,” says
Jericho Go, first vice president, Megaworld.
Currently, an estimated 110,000 employees are
working in Megaworld’s townships. The biggest bulk of
which are in Eastwood City, the country’s first IT park;
and McKinley Hill, the company’s biggest township
project in Metro Manila which is also home to four
foreign embassies and four international schools.
The completion of the additional four office towers
in Uptown Bonifacio, The Mactan Newtown and Iloilo
Business Park will create around 60,000 additional jobs
in the next five years.
“Megaworld’s expertise in building LIVE-WORKPLAY-LEARN township communities is a tried-andtested success formula that earned us the trust and
confidence of many of these companies through the
years,” explains Go.
To date, more than 120 tenants are now in the
company’s portfolio and over
50 percent of them are into
IT-BPO such as Accenture,
HP, Wells Fargo, IBM, United Health Group, Thomson

Reuters, Dell, Concentrix, Results Manila, and WNS,
operating in various Megaworld townships.

Colliers: Megaworld is top office space provider
A study by third party analyst Colliers International
Research confirms that Megaworld remains to be the top
office space provider in the Philippines.
In a study released by Colliers International Research
in January 2014, Megaworld dominates the office space
leasing business with a 23 percent market share, making
it the leader in both traditional office spaces for multinational companies and office spaces designed specifically for
the IT-BPO industry in terms of total leasable floor area.
In terms of the total leasable spaces for IT-BPO
companies, Megaworld dominates the market with a 27
percent market share.
Based on existing BPO office space inventory as of
2013, the Colliers study showed that Megaworld is the
leading BPO space provider with 540,000 square meters
while its closest competitor has only about 306,000 square
meters of BPO office spaces.
For investor relations,
please email:
jhao@megaworldcorp.com
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Good Governance Summit
What ties all these initiatives together is the efficiency and the persistence
with which we have pursued them – our determination to let Filipinos truly reap the
tangible benefits of good governance
Speech of President Aquino at the Good Governance Summit [Delivered at the Philippine International Convention
Center, Pasay City, on January 15, 2014]
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arly on in our administration, there
was a need to procure rifles for our police service. Some of you may know that
there are many different rifle systems in the
world. We decided that an M4 assault rifle
would best fit the needs of our personnel
– and we then went through the normal
bidding and procurement processes to seek
potential suppliers.
For some reason, what looked like the
winning bidder turned out to be supplying a
completely different rifle system – on a platform that used completely different mechanisms and technologies, but was dressed up
to look like an M4. In this situation, what we
wanted to get and what we were about to
get were two very different things. On top of
that, we were going to procure this at a price
much higher than the normal M4s.
What really caught my attention was
that this particular supplier was already on
the postqualification stage of a process that
was supposed to take several phases. If their
rifles had passed these evaluations, we would
have been obligated to procure items that we
did not need or want in the first place. Fortunately, they failed to pass the postqualification stage; and I received the information in
time, and was able to call the attention of
the people involved, and direct our leadership to conduct investigations and to stop
this unnecessary procurement.
One can argue that all the necessary
steps were followed religiously. However,
when you are almost obligated to accept
the delivery of an item you never wanted to
order, there is something inherently wrong
in the situation. And even though we were
ultimately able to get the right rifles at reasonable prices, this anecdote shows us an
unpleasant aspect of governance: that some-

ther plug leaks in systems to prevent graft
our legislators’ power of the purse – a manand corruption? How do we make our prodate that, by law, is theirs in the first place.
cesses that much more efficient?
In effect: with the dawn of the first day of
Our goal is to institutionalize reforms
2014, around 86 percent of the Budget was
that make it very difficult for unscrupulous
released to agencies – lessening opportuniindividuals to steal from the people – reties for corruption and giving these agencies
gardless of who sits in office. This is where
the ability to begin implementing their projthe introduction of cashless transactions
ects right away.
comes in. A recent study identified that one
Greater efficiency, integrity, and true
of the major financial risks remaining is the
service – these are the principles behind the
high volume of cash advances in agencies.
reforms we have made in our budgeting proThe risks of this kind of system
cess. But we know that we cannot
are obvious: the presence of large
look at the big picture alone: there
===
===
sums of cash in offices can pose a
is also a need to examine the deThe risks of this temptation to even the most hontails and ensure that each agency
kind of system
est employee – not to mention
can make best use of the funds alare obvious: the
those who would willingly take
lotted to them. This is not merely
about agencies adhering strictly to presence of large advantage of such a situation.
sums of cash in
We are far from being a cashthe proper bidding and procureoffices can pose
less society: 98 percent of all rement processes, in some cases, it
a temptation
tail financial transactions in our
requires them to modify processes
to even the
country are still made in cash.
to become more efficient. Our
most honest
The government seems to be
Department of Public Works and
employee
ahead of the market, with 54 perHighways, or DPWH, is a recent of its financial transactions
markable example. The old pro===
===
already done through a cashless
cess, or one of their old processes,
system. And, for the sake of acinvolved potential bidders for
countability and efficiency, we are pushing
infrastructure projects writing letters of inthe envelope further.
tent; their names would then be posted in a
It is only appropriate that we celebrate
list. This facilitated collusion among bidders
the 10th anniversary of the Procurement
who would know who their other competiReform Act by introducing a mechanism
tors would be: they would speak to each oththat modernizes government procurement:
er and agree to synchronize bids, defeating
the launch of the Cashless Purchase Card
the purpose of the public bidding process.
or CPC Program. Cashless purchase cards
DPWH Secretary Babes Singson no longer
will be issued to agencies, for low-value payrequires these publication of lists in the bidments of a restricted number and type of
ding process – facilitating true competition
goods and services. They will resemble orwhich has led to the Filipino people getting
dinary credit cards, but will have additional
the infrastructure they need: The right projrestrictions more suited to the needs of govects, at the right quality, at reduced costs,
ernment. Through the Cashless Purchase
completed within a reduced time-frame, all
Cards and other similar reforms, governbecause we put the right people on the job.
ment financial transactions should be 100
As a matter of fact, to date, the DPWH has
percent checkless and 80 percent cashless
saved not less than 19 billion pesos.
before the end of this year.
I hope these examples have made it
The first phase of the CPC Program
clear: all these processes and systems – all
will take place in the first quarter of 2014,
of these laws are there to serve the people.
with the Department of Budget and ManThe people are not here to be at the mercy
agement, and the Department of National
of processes, especially when these processes
Defense, and the general headquarters of
have already become obsolete and counterthe Armed Forces of the Philippines as piproductive. After all, government exists prelot agencies for implementation. A limited
cisely to improve the lot of the people they
number of cards will be distributed to these
swore to serve and from whom they received
agencies, with allowable purchases liketheir mandate. And so, we continue to ask
wise limited to medical supplies, meals, the
ourselves these questions: How do we fur-
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This is why we have taken
times, even if all the processes are
===
===
every step necessary to ensure
followed, the end result still would
Finding an
that, under our administration,
not necessarily redound to the
equilibrium
the National Budget is crafted for
benefit of our people. Perhaps
that leverages
the benefit of our people. One
that is one facet: faulty processes
the best aspects
innovation we introduced in the
that might have made it easier for
of both family
2014 budget cycle was that of
things to fall through the cracks.
and business
the General Appropriations Act
Another facet is that certain
is the art of
or GAA- As-Release Document
people who had to make decifamily business
system. The GAA is the law that
sions did not have the necessary
management
contains the budget. In the past,
data, which would have allowed
special allotment release orders
them to know from the start that
===
===
– the very famous SAROs – or
these particular rifles should not
notices of cash allotment were
have been prequalified, much less
needed before agencies could begin utilizpostqualified.
ing their budgets. Some unscrupulous indiThis presents a picture of the challenges
viduals saw this as an avenue to line their
our administration continues to confront
pockets. They would delay the issuance of
today. Many of these are rooted in systems
these documents, asking for incentives – or
and processes that, while they may have
in plain language, bribes – in exchange for
served their purpose at one time, are badly
the release of documents. With the GAAoutdated. Even worse, they are susceptible
As-Release-Document System in place, the
to abuse, which could lead to inefficiency,
law that contains the budget is the release
wastage, and opportunities for the unscrudocument itself. This effectively solidifies
pulous to steal from the nation’s coffers.
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transportation of official documents, airline
tickets, and construction supplies for minor
repairs. If all goes well, the program will be
rolled out and cashless purchases cards will
be distributed in other national government
agencies next year.
Even in this initial implementation, the
CPC system will already help improve the
overall fiscal management of government
and will help the thousands of officials who
must deal with the needs of their agencies
every day. So, in the future, a government
director in a far-flung province need not
go through lengthy processes, if money is
needed for minor construction to repair
their office. The cashless purchase cards will
allow them to procure the necessary materials immediately – and, given that accounting for transactions is automatically done,
suspicious use of the card can be tracked
easily. On top of that, this system also allows
us to capture and collate the correct data,
which redounds to real benefits. For one, a
bigger sample size of data will allow us to
refine our understanding of programs that
need funding. It will also make it easier for
the Treasury to determine how much cash
is needed on a daily basis – giving us an accurate record, which government can use in
future decision making.
Data such as those gathered through
the Cashless Purchase Cards serves as the
lifeblood of another program we will be
launching in this summit. We will be unveiling a platform that will collate all relevant
government data, not only for use in governance, but also for the information and use
of the wider public: Open Data Philippines,
which is accessible through www.data.gov.ph
beginning tomorrow.
Open Data Philippines is a website for
publicly available, up-to-date national data
– from the total enrollment in public secondary schools over a certain period of time, to
the aforementioned budget and procurement data and everything in between. As the
project progresses, we can only expect the
wealth and depth of data available online
to grow, with information on anything and
everything we can think of.
None of us should make the mistake of
thinking that Open Data Philippines stops
at being a repository of data. Its very name
says otherwise. Opening data is about making statistics understandable, through the
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use of reader-friendly visualizations. The
more technologically savvy among our
countrymen can also make use of available
data to participate and create their own visualizations and applications for the use of
others. Among those already included in
the website are applications that can help
Metro Manila residents plan their daily
commutes. Other applications seek to make
government expenditures more accessible.
Ultimately, opening data is more than just
making columns and rows of figures available for viewing; it is about empowering the
people through information.
This is also something our government
can make use of. As President, I thought that
I would have access to all kinds of information any time, every time, and all the time.
To a degree, that is true. But it is not as simple as punching a few keys on a keyboard.
Sometimes, it actually involves wading
through documents that are fragile, given
their age – and that only happens, of course,
if you can find out immediately where these
documents are located. Open Data is a step
towards having all information at our finger-
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way we serve our countrymen.
tips – which we can use to better
===
===
Sometimes, it has been as simple
assess, improve, and even develop
as staying the course, and makprograms and policies.
I thought
ing sure that existing programs
The Cashless Purchase Card
that I would
fulfilled their mandates – such as
program and Open Data Philiphave access
truly chasing after tax evaders,
pines are only the latest in a long
to all kinds of
smugglers, and the corrupt, to
list of reforms we have impleinformation
hold them accountable for their
mented towards instituting good
any time, every
actions. Other times, they were
governance. Everything else, intime, and all the
groundbreaking in the sense that
cluding some of our plans for the
time
our administration pursued modfuture, can be found in the bro===
===
ernization on an unprecedented
chures that were included in your
scale – for example, in the projects
kits. I encourage you to read and
we have launched today.
familiarize yourself with them.
What ties all these initiatives together is
Not only will they give you information that
the efficiency and the persistence with which
you can use over the next few days, they will
we have pursued them – our determination
also show you how strongly we are committo let Filipinos truly reap the tangible bented to living out the principles of integrity,
efits of good governance. Moving forward,
accountability, and transparency. They will
these will continue to characterize our efalso show you that our administration is not
forts. These will allow us to reach greater
in the business of building castles in the air.
heights and move from success to success,
Earlier, when I spoke of upgrading sysas we make good governance the norm – a
tems and processes, I did not mean this only
firm foundation that succeeding administrain a technological sense. We are upgrading
tions can hopefully build on, for the benefit
in the truest sense of the word – explorof the Philippines. n
ing every possible avenue to improve the
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Redefining Value:
The Future of Corporate
Sustainability Ratings
Corporate sustainability ratings are a potentially powerful but still underused tool for
building a competitive, socially purposeful, and financially sound enterprise
that challenge the conventional wisdom that
a broader view of corporate purpose and
positions shareholder values the paramount
accountability is not
measure of company success. Indeed, suslimited to publicly listed firms in develtainability is not new to thetwo common
oped countries. The interdependencies asdefinitions of corporate governance: (1) the
sociated with global supply chains implicate
By
actual behavioral patterns of corporations
such firms in the conduct and practices of
Allen L. White1
in terms of efficiency, growth, financial
thousands of suppliers spread across the
structure, and other attributes; and
developing nations. News of missteps in the
(2) the normative framework within
form of unsafe or abusive labor practices,
which firms operate in terms of legal sysacute environmental events, and corrupt
tems, financial markets, and labor markets.2
practices appears within hours via global
media outlets and social networks.
n a globalizing world replete with busiSlowly but steadily, a new paradigm is
Consider recent media coverage inness opportunities and risk, corporate
emerging: stakeholders are holding comvolving the links between Western apparel
boards continually need to reappraise what
panies accountable for their impacts on the
brands and the Ali Enterprises
constitutes good governance. Traditional
preservation and enrichment of
factory fire in Karachi, Pakistan
board duties pertaining to strategic overnatural capital, human capital,
===
===
and allegations of abuses in the
sight, executive compensation, and financial
and social capital. These “viauditing will remain integral for the foreseetal capitals” play a critical role A new paradigm Rosita and Megatex factories
(both owned by the Hong Kong
able future. But these alone will not suffice
building resilient, prosperous oris emerging:
conglomerate South Ocean) in
in a time when the prosperity of companies
ganizations in the long term. In
stakeholders
Bangladesh, as well as accusations
is inextricably linked to issues such as reputhis framework, finance capital
are holding
of substandard working conditation, brands, supplychain management,
is positioned as a means, not an
companies
tions in the Foxconn electronics
quality and quantity of human and intellecend, to advance the prospects for
accountable for
factories in China. All these firms,
tual capital, protection of human and labor
building what is commonly called
their impacts
like the majority in South and
rights, and climate change.
a “sustainable corporation.” That
on the
East Asia and Latin America, are
Such emergent issues are part of a hisis, board stewardship of these vipreservation
controlled by founders or families.
torical moment in which the role of comtal capitals is critical to long-term
and enrichment
Yet all pose risks both to thempanies in fostering societal and ecological
financial success, and, conversely,
of natural
selves and to the brands they supwell-being at the global, national, and local
financial success helps enable
capital, human
ply when directors/owners fail to
levels is under increasing scrutiny. These
responsible stewardship of vital
capital, and
manage operations according to
are conditions that fuel intensifying public
capitals.3 It is this virtuous circle
social capital
principles of good governance.
discourse concerning corporate social rethat contemporary corporate di===
===
To respond to this reality,
sponsibility, sustainable capitalism, shared
rectors should seek to optimize.
boards must elevate their awarevalue creation, and other linked concepts
The imperative of adopting
ness and knowledge to inform priority setting, decision making, and monitoring and
Dr. Allen L. White is vice president and senior fellow at the Tellus Institute, Boston, Massachusetts, United States, and directs the institute’s
Program on Corporate Redesign. In 1997, he cofounded the Global Reporting Initiative (www.globalreporting.org) and served as its acting
evaluation of company performance. One
CEO until 2002. More details on the back cover. Stijn Claessens and Burcin Yurtoglu, Corporate Governance and Development—An Update
such instrument for doing so is by deepen(Washington D.C.: Global Corporate Governance Forum Focus 10, 2011).
Allen L. White, “The Five Capitals of Integrated Reporting: Toward a Holistic Architecture for Corporate Disclosure”; Robert G. Eccles,
ing their understanding of corporate susBeiting Chen, and Daniela Saltzman, ”The Landscape of Integrated Reporting: Reflections and next Steps.”
http://hbswk.hbs.edu/pdf/
The_Landscape_of_Integrated_Reporting.pdf
tainability ratings, a potentially powerful
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but still underused tool for building a competitive, socially purposeful, and financially
sound enterprise. The purpose, methodologies, strengths and limitations, and future
architecture of sustainability ratings are the
focus of the discussion that follows.
The rating landscape
Corporate directors and executives alike
face an escalating demand for and supply
of sustainability information. At least three
major forces are driving this surge:
• Institutional Investors and Pension Funds . Evidenced by the 915-plus
signatories to the UN Principles for Responsible
Investing (UN PRI) representing more than
$30 trillion in assets, these institutions are
calling on investors worldwide to integrate
sustainability considerations into investment decisions. This is fueling a growing
demand for credible and timely disclosures
material to such decisions. As the UN PRI
signatories move from commitment to implementation, they are seeking high-quality
research and trustworthy ratings to assess
the merits of including sustainability leaders in their portfolios and excluding sustainability laggards.
Fiduciary duty requires that corporate
directors be cognizant of this trend and establish appropriate monitoring, evaluation,
and compensation mechanisms.
• Sustainability Reporting . Sustainability reporting within the last decade has
moved from the extraordinary to the exceptional to the expected. Today, thousands of
companies worldwide – including publicly
listed, foundation, founder and family controlled, cooperatives, and employee-owned
– regularly publish sustainability reports, a
significant fraction of which use the guidelines designed by the Global
Reporting Initiative (GRI).4 Governments such as Sweden, France, South Africa, and Brazil, as well as numerous stock exchanges, now require or recommend some
form of sustainability reporting through
their respective policy, legal, and regulatory mechanisms. Further, in the aftermath

Figure 1. Sustainability Information Landscape7

of Rio+20, the “Friends of Paragraph 47,”
led by the governments of Brazil, Denmark,
France, and South Africa in collaboration
with GRI, have committed to the advancement of sustainability reporting worldwide.5
• Executive Performance and Compensation. A March 2012 study of hundreds of companies by Ernst & Young
and the newsletter Greenbiz concluded
that sustainability ratings and rankings are
increasingly important to the top executives and, moreover, are often a factor in
performance reviews and compensation
decisions.6 The significance and scrutiny
of these ratings was listed as one of six key
findings from the study. Although “companies privately complain about the time and
expense of fulfilling these [ESG survey] requests, the value is clear: Fifty-five percent
of respondents say that actively responding
to sustainability ratings questionnaires is
a primary means of communicating with
investors about their sustainability performance and initiatives.”
As the market for sustainability information evolves, so too has confusion as to
roles and interrelationships among various

www.globalreporting.org
http://www.triplepundit.com/2012/06/rio20-update-friends-of-paragraph-47-integrated-reporting-brazil-denmark-france-south-africa/
http://www.greenbiz.com/blog/2012/06/25/momentum-builds-link-ceo-salaries-sustainable-measures?page=0%2C1
7
Abbreviations: IASB- International Accounting Standards Board; FASB-Federal Accounting Standards Board; IIRC-International Integrated
Reporting Council; GRI-Global Reporting Initiative; SASB-Sustainability Accounting Standards Board; Big 4-Deloitte, Ernst&Young,
KPMG, PriceWaterhouseCoopers; CSRR-QS-Corporate Sustainability and Responsibility Research Quality Standard; GISR-Global Initiative for Sustainability Ratings.
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players in the information value chain. Figure 1 depicts how this emerging landscape
functions as a system of illustrative players
and roles.
Disclosers – for example, companies,
media, nongovernmental organizations
(NGOs) – deliver information to the market, often in a form aligned with various
external standards such as the GRI and the
newly launched Sustainability Accounting
Standards Board (SASB). Next, assurers
quality control this flow through various
verification activities, akin to the role of auditors of financial statements. Aggregators,
such as Bloomberg and Thomson Reuters,
compile data from various sources and offer such data to various client groups. For
example, through its global network of
more than 300,000 terminals, Bloomberg
provides clients with over 200 sustainability
performance indicators for thousands of
companies that report such information.
Analysts, the next link in the chain,
evaluate sustainability trends over time,
within sectors and across regions. Linked
to such research is the Corporate Sustainability and Responsibility Research Quality
Standard (CSSR-QS) quality standard for
socially responsible investment (SRI). Raters, some of whom also are analysts, apply
their (mostly proprietary) methodologies to
evaluate the performance of one or more
aspects of sustainability. As in the case of
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disclosers and analysts, the Global Initiative
for Sustainability Ratings (GISR),described
in detail below, is developing a normative
framework encompassing both process and
performance indicators to drive convergence, transparency, and dynamism among
ratings methodologies.
Finally, investors apply ratings to portfolio management, NGOs to design campaigns and business partnerships, and
regulators to monitoring compliance with
securities rules. Of course, companies
themselves may be users of ratings, not just
disclosers. With progress toward greater
quality and comparability of information,
boards, executives, and managers benefit
from data that enable benchmarking and
learning about best practices, a process
which itself can drive a race to the top in
terms of the organization’s sustainability
performance. Boards stand to benefit as well
with enriched, comparable data to support
assessment of executive performance as
well as to give incentives to and reward executives for out-performing peers in terms
of social and environmental innovation.
This system of data disclosers, assurers, aggregators, analysts, raters, and users
creates positive feedback loops. A change
in any one component sends ripple effects
to other components through the creation
of a virtuous circle of learning and innovation and synergy. For example, as the
GISR sustainability ratings standard sets
a new benchmark of ratings excellence, it
will help elevate the uptake of sustainability
information among investors, which to date
has been highly uneven. As this continues, it
behooves directors to familiarize themselves
with the opportunities and risks associated
with reduced carbon emissions, stronger
enforcement of workplace labor and safety
standards, and enhanced anticorruption
practices.
Who are the ratters?
Sustainability raters date to the early 1990s,
a short time after the seminal Brundtland Report introduced “sustainable development”
as the core concept for achieving global
development that reconciles “. . . human
affairs with natural law.”8 Although a small
8
9
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Table 1. Sample of Sustainable Raters

number of organizations already were analyzing the social and environmental aspects
of company performance in support of the
social investment community, another decade would pass before the sustainability
ratings evolved into the diverse and competitive market that is now in place.
SustainAbility, a leading consultancy in
tracking the evolution of the field, estimates
that more than 100 raters are now active.9
Both independent ratings agencies and
those associated with media enterprises,
such as Newsweek and CRO Magazine, are
in the mix. Raters include those that cover
the full range of sustainability issues as well
as those that narrowly focus on specific topics such as climate, access to medicines, or
governance. In the first category are organizations such as FTSE4Good, Dow Jones
Sustainability Index, and Oekem. In the
issue-specific group are the Carbon Disclosure ISSUE 29 Private Sector Opinion
8 Project, Access to Medicines Index, and

The World Commission on Environment and Development, Our Common Future, 1987, http://www.un-documents.net/wced-ocf.htm
http://www.sustainability.com/library/rate-the-raters-phase-four#.UF3s8o1lQYE
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GovernanceMetrics International (GMI).
GMI is familiar to many boards as a source
of information used by institutional investors, credit rating agencies, and other sustainability raters to assess corporate governance risk and leaders in good governance
practices. GMI covers more than 5,000
companies worldwide.
Its methodology covers traditional governance attributes such as board diversity,
board independence, and executive compensation as well as environmental and social aspects of the company.
A sample of raters appears in Table 1.
All but two date to post-2000. Coverage
ranges from a few dozen to a few thousand. Most focus on medium and large cap
companies, while Global Impact Investment Rating System (GIIRS) specializes in
social enterprises in emerging economies.
Investors in the form of asset owners and
asset managers are the focus for almost all
raters, while a few raters target companies
that themselves use the ranking as a tool for
benchmarking performance. Virtually all
raters are comprehensive in scope, although

Ethisphere is an exception with its focus on
ethics governance and reputation.
The growth of the sustainability ratings
industry merits the attention of corporate
directors.
The phenomenon reflects an increasing,
albeit still limited, recognition among investors that a company’s long-term financial
performance cannot be fully understood
by sole reliance on conventional financial
metrics such as the price-earnings ratio and
return on equity
In a complex global economy, the capacity to anticipate, tap, and manage opportunities and risks rests with the company’s intangible assets such as human capital,
intellectual capital, and social capital. Sustainability ratings are a key instrument for
assessing the organization’s ability to build
and preserve these capitals. The challenge
for boards is, first, to recognize what constitutes excellence in ratings and, second,
to understand how to use them to advance
the long-term competitiveness and prosperity of the company for which they serve as
fiduciaries.
Raising the bar
A number of barriers stand in the way of
sustainability ratings achieving their full
potential as drivers of responsible company
behavior. On the positive side, the proliferation of ratings represents a rich store of intellectual capital in terms of methodological
advancements in performance assessment.
However, proliferation has come at a cost.
Users of ratings – particularly capital markets but also consumers, employees, communities, and other stakeholders – are hard
pressed to discern which ratings merit their
attention and meet their decision-making
needs. Absent any form of standardization,
comparability and consistency are in short
supply. No generally accepted methodology comprising principles and performance
indicators exists in a form analogous to
what the GRI has brought to sustainability reporting, the International Accounting
Standards Board is bringing to financial accounting and reporting, or the International
Labour Organization brings to decent work.
For corporate directors charged with oversight of a company’s long-term wellbeing,
sustainability ratings typically offer a mixed
message in terms of the firm’s absolute and

relative performance vis-à-vis its peers.
Specifically, a number of shortcomings
demand attention:
Inconsistency. Rankings by multiple
agencies for a single company in a specific
year may range from a score indicative of
sustainability leadership to sustainability
laggard. As Table 2 indicates, the rating for
the same company may swing widely year
to year according to the same rater; and,
in the same vein, that same company may
be judged a leader one year and a laggard
the next or, in some cases, simply disappear
from the list of rated firms. Firms like CocaCola and Nike change dramatically year to
year as scored by the same rater and differ
substantially for the same period according
to two different raters.
These outcomes, of course, are traceable to different methodologies and different scopes of raters. But why exactly such
variations occur is typically unclear owing
to the opacity of such methodologies.
Lack of Transparency. Most raters
develop and maintain proprietary methodologies in order to protect commercial interests. “Black box” serves such a purpose but
presents user groups – investors, corporate
directors, customers – with an incomplete
understanding of how companies are performing along many or all dimensions of
sustainability. This gap is problematic in
different ways for different users. For investors that regularly engage companies in efforts to elevate their environmental, social,
or governance performance, opacity is a
serious obstacle to efficient and effective
dialogue. For corporate directors, widely
variable scores impair the execution of fiduciary duties to oversee the firm’s strategy
and performance. For governments that
might use ratings as a basis for procurement
decisions, incomplete information is an obstacle to designing policies geared to screening in or screening out companies that are,
respectively, leading and lagging performers
in areas such as human rights and climate.
Looking Backward. Most ratings
methodologies rely heavily on backwardlooking indicators; for example, water and
energy efficiency, workplace accidents, and
allegations of labor or human rights violations, all during the last year or two. Yet,
sustainability by definition is about the long
term. When ratings over-rely on past perfor2014
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mance and underrepresent indicators that
predict future company performance, investors and other users are left with a deficit
on insight as critical questions remain unanswered. What will be the company’s capacity to innovate sustainable products and
services? Will its environmental footprint be
such that it adheres to future norms, regulations, and societal expectations? Is a sustainability culture sufficiently embedded in its
governance structure to remain vibrant and
enduring for the next decade? To be sure,
the design of forward-looking indicators of
this nature is a serious challenge. But, without such indicators, directors and executives
are ill-equipped to develop and instill behavior, innovation, and cultures that align
with longterm sustainable outcomes.
Challenges to Integrity. When raters
receive compensation from companies to
perform ratings and/or advise companies
on how to improve their score, real or perceived conflicts of interest arise. The business model of credit raters is under scrutiny
for exactly this reason: whether the rater is
compensated by the issuer of an IPO, bond,
or other instrument that is the subject of
ratings. Sustainability ratings, still a young
field, should evolve in a way that avoids
such conflicts. As SustainAbility observes,
“Sound governance and transparency underpin strong and credible sustainability ratings. Users and rated companies are more
likely to pay attention to ratings when they
understand how ratings work, [the] conflicts
that may exist and how they are managed,
how ratings change over time, and how external stakeholders are involved.”
All of the above issues – inconsistency,
little or no transparency, looking backward,
challenges to integrity – are neither unexpected nor insurmountable. Like other areas associated with the sustainability field,
knowledge and practice are evolutionary,
works in progress. Ratings are akin to a
multitude of initiatives aimed at advancing
the sustainability agenda, such as the UN
Global Compact, the UN PRI, the Forest Stewardship Council, and the SA8000
standard for decent work, in addition to the
aforementioned GRI and SASB.
From concept to infancy to adolescence to maturity, all such programs evolve
through a life cycle of increasing profile,
legitimacy, and technical excellence. As this
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occurs, the need for convergence around
norms of content and practice emerges,
enabling companies, investors, and other
stakeholders to speak to each other in a
shared language and build shared expectation as to what constitutes “excellence.”
Sustainability ratings have reached that
crossroad. It is time to draw together stakeholders into a process to help drive convergence around a common set of principles
and performance indicators such that investors, companies, NGOs, and other stakeholders – whether in Brazil, Russia, China,
India, or South Africa – share a basic understanding of what constitutes “excellence” in
corporate sustainability performance. Such
a process should not displace existing rating
methodologies but, instead, complement
the field with a transparent, public good
that serves as a global benchmark of excellence and that encourages alignment with
generally accepted principles and performance indicators.
Toward a public good
GISR, launched in mid-2011, seeks to play
the role of an independent, noncommercial
standard setter in the field of sustainability
ratings.10 For corporate directors, the creation of such a ratings standard promises
multiple benefits in terms of strengthening
governance practices. First, it will provide
an unbiased perspective on how a company
is performing in comparison to historical
trajectory and in relation to peers within a
specific country and industry sector. Second,
the standard will provide an instrument for
directors to assess their own performance as
fiduciaries of the organizations they govern.
Third, the GISR will provide an invaluable
instrument to directors for structuring rewards and incentive systems to encourage
a deeper and broader commitment to the
global and national sustainability agenda on
the part of senior executives.
The case for a generally accepted ratings framework was spawned in 2007 with
the release of “Strategic Corporation Initiative,” a paper prepared by a diverse coalition of NGOs seeking to channel capital to
socially responsible businesses. After presentation of this paper at the 2007 Corpora10
11
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Table 2. Comparison of Ratings over Time and across Raters

tion 20/20 Summit,11 a Ratings Working
Group (RWG) convened to develop a “gold
standard” ratings framework for use by all
stakeholders worldwide, including but not
limited to the investment community.
In 2008, more than 40 RWG members
representing diverse stakeholder groups became engaged in e-dialogue and workshops
aimed at setting in motion a new ratings
initiative. These individuals were drawn to
RWG for a wide range of reasons: deepening social purpose in capital markets; reducing confusion linked to competing ratings
schemes; the desire to assess sustainability
performance of suppliers; and, targeting
civil society campaigns more effectively.
Although motives varied, all viewed the absence of a generally accepted sustainability
ratings framework and standards as a major
obstacle to accelerating the movement of
organizations toward sustainable practices
to serve the long-term public interest.
In 2009, the RWG morphed into
the GISR. In April 2010, a group of asset owners, asset managers, NGOs, raters,
and foundations convened for a meeting
hosted by the Rockefeller Brothers Fund for
a GISR organizing meeting. As GISR has
taken shape, perspectives of investors and
other stakeholders have come to light in
ways that are informing GISR strategy and
C
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the design of a generally accepted framework.
Ceres and Tellus Institute, the two organizations that launched the Global Reporting Initiative (GRI), are the principal
conveners of GISR, working in cooperation
with Founding Partners, Strategic Sponsors,
Collaborating Organizations, and other
allies committed to building a world-class
sustainability ratings standard. The GISR is
designed to take its place among contemporary standards aimed at accelerating progress toward the global sustainability agenda.
By analogy, GRI guidelines are a de facto
reporting standard focusing on sustainability information disclosure; the ISO 14000
is an environmental management systems
standard; and FASB and IASB create financial accounting standards for, respectively,
U.S. and international application. In the
same mode, the GISR will be a standard
setter for entities that rate sustainability performance of companies worldwide.
Standards, of course, come in many
flavors. They may be voluntary, quasimandatory, or mandatory; they may be
principles-focused, process-focused, performance-focused, or comprehensive; and they
may be single-issue-focused (human rights,
carbon) or integrated (across all major sustainability issues). The GISR falls into the

category of a voluntary, comprehensive,
and integrated standard.
The GISR will not directly rate companies. Just as the GRI itself does not produce
sustainability reports (companies do), the
ISO does not certify companies (qualified
independent certifiers do), and FASB/IASB
do not produce financial reports (companies do, with audits performed by accounting firms), the GISR will not directly rate
companies. GISR’s standard will be implemented by a wide range of organizations
that may include current rating agencies.
Separating the standard setter from the
standard implementers will help the GISR
avoid “mission creep” and help ensure its
integrity and legitimacy.
As part of its strategic plan, GISR will
certify organizations as qualified implementers of its methodology. The GISR
will pursue a two-pronged approach to its
overarching goal of bringing convergence,
rigor, and transparency to the sustainability
ratings field via –
(1) A stand-alone standard in the form
of a public good for rating sustainability
performance, comprising principles performance indicators.
(2) Certification of non-GISR rating
methodologies as “GISR-compliant” based
on their overall adherence to most core
aspects of the stand-alone standard, while
allowing for customization according to raters’ expertise, emphasis, and user base.
The combination of (1) and (2) balances
the demand for a generally accepted, high
credibility, world-class standard with the
diversity and intellectual capital that more
than a decade of sustainability ratings has
produced.
The GISR standard will cover economic,
social, environmental, and governance performance indicators, with a special emphasis
on outcomes. The standard will cover both
cross-sectoral and sector-specific content.
Cross-sectoral signifies sustainability content
that is material to all companies regardless of
line of business, geography, or scale.
Sector-specific content signifies content
that is material to specific business sectors.
Crosssectoral work will begin first, followed soon by sector-specific work. Materiality will be a key principle undergirding
the GISR standard. That is, the quality of
indicators in terms of their clear relevance

to stakeholder decision making is the lead
design criterion, as opposed to quantity for
quantity’s sake. A strong, balanced, transparent consultative process will enable wise
application of the materiality principle.
Collectively, raters have contributed a
rich knowledge base and years of innovation to the development of the sustainability
field. The GISR development process will
include a range of systematic interactions
with this community. A successful GISR will
affect all raters by becoming a generally recognized benchmark of excellence the core
elements of which, over time, will be shared
across the ratings community. Raters will
make their own choices as to whether they
adopt the GISR stand-alone standard, qualify their approaches as GISR-compliant, or
continue in a business-as-usual mode. In
all scenarios, the focus for the GISR will
remain on excellence, transparency, and independence.
Road ahead
This year marks the 20th anniversary of the
seminal 1992 World Conference on Environment and Development. Many of the
Earth’s vital signs – environmental, social,
and economic – are perilously fragile. Ecosystems destruction continues with minimal
abatement. Climate volatility is intensifying.
Human and labor rights are under assault
in many parts of the world. At the same
time that technological advances promise to
reduce or reverse these ominous trends, the
political will to undertake systemic changes
is in woefully short supply.
The future of sustainability in the 21st
century hinges in part on rethinking the definition of well-being and progress among all
parties whose actions drive change. Among
the most pivotal of these actors is the corporation, the purpose and mission, strategies and
practices, and goods and services of which are
indispensable to transformational change.
Yet change in business behavior has
been slow in coming relative to the multiple perils confronting society in the coming decades. Such change has been decidedly uneven across companies, sectors,
and geographies; hostage to expectations
that foster short-termism; and impaired by
a myopic view of wealth creation that is
dominated by a focus on financial capital to
the exclusion of other “capitals” indispensC
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able to long-term, inclusive wealth creation
– namely, natural, human, social, and intellectual capital.
Moving companies from incremental
to transformational change requires new
forms of disclosure and performance assessment. Both must align with the core tenets of sustainability, including integration
across environmental, economic, and social
dimensions; long-term horizons in designing and implementing corporate strategy
and practices; and measurable commitments to preserving and expanding the
stock of all forms of capital.
If sustainability leaders are to be rewarded properly and sustainability laggards
are to be motivated to change, corporate
directors, corporate executives, investors,
and other stakeholders themselves must
access and utilize rigorous, credible, and
transparent tools for judging progress across
all aspects of performance. Achieving such
an outcome in the next three to five years is
a matter of urgency, and business is indispensable to realizing such a reality. Sustainability ratings built on technical excellence,
transparency, and integrity can play a pivotal role in this historical moment. n
This article was first published by IFC Global Corporate
Governance Forum
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The PSE’s milestones
and initiatives
Having received the Marquee Award for being the Best Stock Exchange in Southeast Asia in
the 7th Annual Alpha Southeast Asia Best Solution and Deal Awards for 2013

R

iding on the momentum of a stellar
performance both by the stock market
and the domestic economy in the preceding
year, the benchmark index hit uncharted territory 31 times in 2013. The PSEi capped
2013 up by 1.3 percent or 77.10 points to
5,889.83 points, marking the fifth consecutive year that it gained and became one of
only two global indices to achieve the feat
(Figure 1). A string of positive news such as
the investment grade status the country received anchored the bullish momentum in
the local market as evidenced by the robust
expansion in trading activity. Total value
turnover expanded by 43.7 percent to a record P2.55 trillion (US$59.99 billion) (Figure 2), the first time that it breached the P2
trillion mark. Average daily value turnover
likewise recorded a fresh high of P10.52 billion (US$247.88 million), up by 44.9 percent
from P7.26 billion (US$171.95 million) a
year ago (Figure 3). Domestic market capitalization, meanwhile inched up by 2.4 percent
to P9.65 trillion (US$217.17 billion) from

and SGX successfully launched
P9.42 trillion (US$228.60 billion)
===
===
in November 2013 the SGX-PSE
(Figure 4).
MSCI Philippines Index Futures
The PSE welcomed in its rosThe PSE
on the SGX.
ter of listed companies 10 new
rolled out its
On December 16, 2013, the
ones – the most number since
online trading
PSE published a list of Shari’ah
2008. Capital raised reached platform named
compliant listed companies, the
P175.07 billion (US$4.12 billion),
PSETradex to
screening of which is based on the
as eight companies conducted
help its trading
Accounting and Auditing Organian initial public offering (IPO),
participants
zation for Islamic Financial Instilargely boosted by Robinsons
provide online
tutions standards. With the release
Retail Holdings, Inc.’s P28.12 biltrading services
of such list, Muslim Filipinos and
lion (US$662.38 million) IPO, the
to their clients
foreign Islamic funds will be able
biggest in the Exchange’s history.
===
===
to invest in, and add to the liquidIn 2013, the Exchange also welity of, the local market.
comed the listing of First Metro
In cognizance of today’s technologiPhilippine Equity Exchange Traded Fund,
cal advances, the PSE rolled out its online
Inc., which was the first exchange traded
trading platform named PSETradex to
fund (ETF) introduced in the market.
help its trading participants provide online
Aside from the launch of ETF, the PSE
trading services to their clients. Similarly,
embarked on the development of other
the PSE upgraded its issuer disclosure sysproducts. In March 2013, the PSE signed
tem with the help of the Korea Exchange.
a memorandum of understanding with the
Called PSE EDGE, the system went live on
Singapore Exchange (SGX) to develop PhilDecember 27, making the disclosure proippines-linked derivative products. The PSE
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The PSE also initiated several rule enhancements in an effort to further improve the quality of listed companies and promote investor protection.

CorporateGovernanCeasia 38 January-MarCh 2014

CCorporate
orporateG
GovernanCe
overnanCeaasia
sia 39
39 JJanuary
anuary-M
-MarCh
arCh2014
2014

7 THt h ASIA
a ssii a N FI
f i N aA N C IAL
i a l fFORUM
orum

Ppphilippi
Hh Ii Ll Ii Pp Pp Ii NN Ees
e Ss
cess more efficient across the PSE, SEC and
listed companies.
The PSE also initiated several rule
enhancements in an effort to further improve the quality of listed companies and
promote investor protection. Specifically,
the Exchange moved to a two-board listing structure, which is composed of the
Main Board and the Small, Medium and
Emerging Board. The existing qualifying
requirements for these boards were also
amended to help further show the viability
of the companies listing in the PSE. The
PSE also implemented on the first trading
day of 2014 the direct market access (DMA)
rules. The DMA rules should help increase
volumes and bolster both institutional and
retail participation as this opens the window
for more forms of DMA to be introduced
in the market with existing rules in place to
govern such activities.
The PSE’s milestones and initiatives
were widely recognized in 2013, having re-

Figure 1. PSEi Performance

Asia should continue to follow the path for more innovative, more inclusive,
and more integrated development

Remarks by
President
Takehiko Nakao
at the 7th Asian
Financial Forum - Asia:
Powering World Growth
on 13 January 2014 in
Hong Kong, China

O

Figure 2. Total Value Turnover in PhP trillion (US$ billion)

ceived the Marquee Award for being the Best
Stock Exchange in Southeast Asia in the 7th
Annual Alpha Southeast Asia Best Solution
and Deal Awards for 2013. The Exchange
likewise figured among the top 35 best performing listed companies in the ASEAN
Corporate Governance Scorecard, which is
a corporate governance (CG) rating system
designed to raise the CG standards of ASEAN countries. PSE Chairman Jose T. Pardo
was also recognized by the CEO (Communication Excellence in Organizations) Excel
Awards 2013 as one of the country’s industry
leaders who used excellent communication
as a business strategy. The award was conferred by the International Association of
Business Communicators (IABC). n

Asia: Powering World Growth

Figure 3. Average Daily Value Turnover in PhP billion (US$ million)

Figure 4. Domestic Market Capitalization in PhP trillion (US$ billion)
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ne often hears of Asia’s economic resurgence--that this is the Asian Century. In
1990, Asia accounted for about 20 % of the
world economy. Today it is nearly 30%. According to one ADB study, by 2050 it could account for more than half. Importantly, Asia has
contributed more than half of global economic
growth since 2007. This growth has come with
a huge reduction in poverty. All but five of
ADB’s developing member countries are today
considered at least middle income. Over the
past 5 decades, there has been clear economic
convergence with advanced economies.
But many also say that much of this convergence has come via economic tailwinds--from
technology transfer to foreign direct investment,
exports, and most recently, the ample liquidity flowing from post-crisis quantitative easing.
Now, they warn, things are changing. Those
tailwinds are becoming headwinds. While
advanced countries are turning the corner, the
external economic environment for emerging
economies may be less favorable than before.
QE tapering has begun, and this means tighter
global liquidity conditions. Growth in the People’s Republic of China is moderating after 3
decades of close to double-digit growth, partly
due to rising wages. Its support for growth in
other emerging countries is also moderating.
Commodity prices are stable or dropping. Inequality is on the rise. So is pollution. Rapid
credit expansion must slow. Some say the next
economic crisis may well start in Asia.
I don’t think things will necessarily go
that way. True, there are new challenges Asia

must face. But I remain positive for the coming
decades. This morning, let me first explain why.
Then I will touch on the risks we face. And finally,
I want to talk about how Asia can bolster its financial resilience--even as it undergoes structural
transformation--by expanding and deepening its
financial markets.
Asia’s short-term economic outlook
Let me start with the economic outlook. Our
December Asia Development Outlook Supplement estimates last year’s GDP growth at 6.0%
for ADB’s 45 developing member countries, improving to 6.2% in 2014. The recovery in the US
and Japan appear to have taken hold. And even
if the Eurozone recovery is slower than expected, the 1.9% growth we forecast for advanced
economies in 2014 will help buttress growth in
developing Asia as well.
Yes, we have to accept that the era of 10%
annual growth in China, or 8% annual growth
in India, is behind us. Our region may be seeing some moderation in growth. But there are
two things to remember: first, despite the moderation, growth remains robust by anyone’s standards. And second, that moderation is occurring
alongside the critical structural reforms needed
to strengthen the sustainability of robust growth
in a more equitable and environmentally sound
fashion. In short, moderation is fine if it comes
with greater economic resilience.
In China, the structural reforms proposed
during November’s Third Plenary Session will
help private consumption and private investment
starting in 2014. However, the upside growth
potential will be countered by reining in credit
growth as the central bank works to deleverage
and to curtail local government borrowing. We
now see GDP growth reaching 7.5% in 2014,
somewhat stronger than previously forecast,
supported by structural reforms and better economic conditions in advanced economies. I must
add, the moderation of China’s growth from the
double-digit level a few years ago also reflects a
shift in the government’s policy from pursuing
fast growth to improving the quality of growth
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through structural reform.
Despite its current account and fiscal deficits--and still high inflation--we think the Indian
economy is likely to have bottomed out. Economic growth accelerated to 4.8% in the second fiscal 2013 quarter from 4.4% in the first.
Growth was spurred by higher output in both
industry and agriculture and a rebound in exports, while domestic demand remains weak on
sluggish consumption and investment. Although
growth will remain soft the first quarter of fiscal
year 2014, some export recovery, strong agriculture, and capital expenditures after the elections should raise growth to 5.7% in FY 2014.
In order to ensure a stronger footing for sustainable growth, India needs to address a number
of structural weaknesses, especially in the areas
of infrastructure, business environment, macroeconomic management, and manufacturing
productivity.
Southeast Asia has surprised some with its
robust growth since the global crisis. The region
will continue strong with 5.2% GDP growth
forecast for 2014. Indonesia’s strong domestic demand may moderate somewhat on rising interest rates. And political tensions in Thailand and
the typhoon devastation in the Philippines may
temporarily slow growth. But we see a pickup in
the second half of this year, particularly in the
Philippines as reconstruction to build back better
begins in earnest. Also, Myanmar continues its
reemergence--as it becomes ASEAN Chair for
2014.
I should add that the highly open economies in the region--including Hong Kong--will
strengthen this year as the recovery in advanced
economies boosts export demand somewhat,
and financial transactions continue to grow.
Hong Kong is estimated to have grown by 3.2%
last year. We project Hong Kong will grow 3.8%
in 2014.
Risks
However, as with any forecast, there are downside risks.
The reaction in May last year to just the hint
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Need for further development of the finanof QE tapering disrupted markets, especially in
cial sector
India and Indonesia. Vulnerabilities were exSince this is a financial forum, let me now
posed as a warning signal. But while QE taperfocus the rest of my talk on financial sector deing will affect all, I think governments are more
velopment issues facing Asian countries.
prepared now, and the relatively smooth marAsian developing countries cannot be comket reaction to the December Federal Reserve
placent about their financial systems. It is true
announcement means its affects were already
that the Asian banking sector weathered the
priced in. Most important is that the region’s
global crisis better and remains more stable. But
financial markets are much more resilient than
this may also reflect a lack of sophistication, inthey were during, for example, the 1997 Asian
novation, narrower business scope, and underfinancial crisis. Developing Asian economies
development outside traditional banking.
have added resilience since then. They now
For example, in many Asian middle income
pursue sound fiscal and monetary policies with
countries, the markets for repos,
independent central banks. Many
===
===
securitization, and derivatives are
countries continue to have current
underdeveloped or nonexistent. Alaccount surpluses, low external debt,
This has helped
though the danger of moral hazard
and high foreign reserves. Most of
the region’s
in the originate-and-distribute model
the region’s banking systems are
corporate bond
must be addressed, the region should
sound, with a high capital base and
markets show
explore the benefits of securitization
low nonperforming loan ratios. Bond
their “spare
when it is done prudently.
markets are playing a stronger role.
tire” function
Developing Asia also needs to
Still, preparing for any contingency
when banks are
provide more inclusive finance to
is crucial. Policymakers cannot be
under stress
reach unbanked households and
complacent.
small and medium enterprises, or
While advanced economies un===
===
SMEs. The region should aggresderwent structural reforms during the
sively take advantage of technology
QE period, Asia held back on some
to enhance financial access via mobile banking
of its most pressing reforms. As the amount of
and other innovations. It also needs to ensure
new liquidity in the system slows, the need to fothat trade finance, especially for SMEs--which
cus on structural reform becomes more urgent,
should be regarded as relatively short-term and
and policymakers need to confront these issues
safe finance--will not be compromised by levernow. Commitment to carry out needed reforms
age limits imposed by Basel III.
and the ability to sustain robust growth are the
Regional integration of financial systems
best guarantee for continued positive market
is in a way the process of creating systemically
sentiment and financial resilience, contributing
important financial institutions operating across
to better financial stability.
national borders. These regional SIFIs need
The list of reforms is long. But we all know
higher capital requirements. ASEAN--on its
what they are. And most governments have
way to becoming an economic community in
plans for implementing them. The point is that
2015--needs to build arrangements for crosswe can’t delay. Reforms must be targeted toward
border resolution of distressed banks, including
rebalancing the sources of growth, reducing ina well-defined role for deposit insurance. At the
equality though greater inclusion, establishing
moment, not all ASEAN members have deposit
or upgrading social safety nets, protecting the
insurance schemes.
environment while better using its resources,
Asian middle income countries also need
and heightening disaster preparedness and disto diversify financial services beyond tradiease control.
tional banking. To support SME development,
It goes without saying that governments
for example, leasing and factoring should be
must reinforce their efforts to (1) pursue sound
developed to enhance access to finance. Fronmacroeconomic policies, (2) maintain open
tier economies must focus more on improving
investment and trade, (3) build high quality inbanking foundations such as payments systems,
frastructure, (4) invest in human capital, and (5)
interbank money markets, and central bank
enhance the quality of public service including
monetary operations. And they must build a
through appropriate deregulations. As I will
core financial legal framework.
discuss next, policies to strengthen functions of
Another important challenge for Asia is to
financial sector should also be pursued.
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develop its capital markets and investor base--to
mobilize long-term resources to finance infrastructure while diversifying risks concentrated in
the banking system. Although a high saving region, Asia is actually short of long-term savings,
because much of Asia’s savings is concentrated
in short-term bank deposits.
Many middle income countries in the
region successfully developed equity markets
and--more recently--bond markets, which have
grown 15 times in size since the 1997/98 Asian
financial crisis. Until recently, however, this
growth has been largely in government bonds.
Asia’s massive infrastructure investment requirements cannot be met by public finance alone.
The region now needs to focus on promoting local currency corporate bond markets to finance
infrastructure--particularly those supported by
public private partnerships, or PPPs.
Under its Asia Bond Markets Initiative, or
ABMI, ASEAN+3 established a Credit Guarantee and Investment Facility--designed to support the issuance of local currency corporate
bonds by enhancing their creditability. They are
working on harmonizing corporate bond issuance, streamlining cross-border trade processes
and processing, and enhancing cross-border
settlement of bond trades.
Since the Global Financial Crisis, the region’s corporate bond markets have grown
quickly--as banks were faced with acute liquidity contractions and needed to deleverage. This
has helped the region’s corporate bond markets
show their “spare tire” function when banks
are under stress. However, to ensure corporate
bond markets can continue to expand, a strong
investor base is needed. I believe the role of
pension funds and insurance companies will be
particularly important here. These businesses
are expected to grow in the face of aging demographics and need good long-term investment
opportunities.
Conclusion
In concluding my speech, I would like to stress
again the imperative to implement needed reforms to attain Asia’s high, sustained, responsible growth. The perceived headwinds we face
must be used as opportunities to accelerate and
solidify the region’s ongoing economic transformation. Asia should continue to follow the path
for more innovative, more inclusive, and more
integrated development. By doing so, I am confident that we can cement Asia’s role as driver of
global growth. n

