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Five years on – Lessons, challenges
and opportunities
History offers invaluable lessons but we can benefit only if we take them to heart
and make the necessary changes
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he month of January is a time of new
beginnings which allows us to set our
ambitions and gives us a whole new year to
work on achieving our personal resolutions,
investment goals and corporate plans. I hope
this conference will set you on your path for a
very successful year ahead!
I saw from the conference brochure that
you have a fairly intensive agenda over the
next two and a half days, covering a wide
range of subjects, so I will not be focusing on
any specific technical matters in my speech.
Instead, I will try to set the scene for the conference by providing an overview of the five
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years since the financial crisis.
I will discuss the lessons learnt, the global
responses to the crisis and look at the current economic environment. I will then bring
us back to what is happening here in Hong
Kong before I share with you my own conclusion from the crisis.
The global financial crisis —
Lessons and reforms
While a new year holds promise of opportunities and also challenges, it would be worth
our while to remember 15 September 2008,
the day that the failure of Lehman triggered

a near total meltdown in major financial markets, precipitating a global economic recession
that sparked fears of a potential depression.
To avoid a repeat of such a devastating crisis,
the remaining effects of which are still being
felt five years on, we need to bear in mind
what lessons the crisis has taught us. I believe
there are five key lessons:
a. the first is that leverage is a doubleedged sword. Leverage allows investors like
you to reap huge profits for a given amount
of capital if the market moves in accordance
with your expectations. However, when markets turn and asset prices start to fall, losses
are amplified by leverage and margin calls.
Panic selling can then add downward pressure on prices, triggering further selling in a
vicious cycle.
b. the second lesson is that liquidity may
not be real. The illusion of liquidity is illustrated by the credit derivatives, which saw
exponential growth but were in reality highly
illiquid as they were hardly traded. The evaporation of liquidity created severe dislocations
in financial markets in 2008.
c. thirdly, transparency and information
disclosure are vital for markets to function. As
it was difficult to establish the extent of risk
and where it ultimately resided for complex
products such as collateralised debt obligations and credit default swaps (better known
as CDOs and CDSs), uncertainty and fear of
counterparty risk led to a credit crunch. The
deleveraging process that followed severely
disrupted financial markets.
d. the next lesson is that when incentives
are skewed, it encourages a risk-reward equation that is not sustainable and may create a
perverse incentive for staff to take on higher
short-term risks to generate greater revenues
and profits, without due regard to the longerterm risks and sustainability of profits to justify the risk. The last thing anybody wants is
paying astronomical compensation as a result
of some traders’ excessive risk-taking when
losses materialise.
e. finally, to stay in business, governance
and risk management have to be front and
centre. Many did not fully understand the
nature of the risks and how the risks relate
to one another. Consequently, the market
under-estimated the extent of leverage in
the system and over-estimated the dispersion
of risk. Over-reliance on valuation models
— some of which are based on untested as-

is as strong as the weakest link. The nature
sumptions and historical data of benign and
of financial activities has undergone a rapid
stable market conditions — increased the
transformation from traditional borrowing
tendency for herd-like behaviour which sent
and lending to trading in financial instrumarkets off the cliff.
ments. Many of these activities occur beyond
That said, based on a series of SFC meetthe scope or reach of regulators.
ings with senior executives of global systemiThis is aggravated by the growing sizes
cally important financial institutions (G-SIFIs)
and complexities of financial firms, which
over the last few months, we note they are
have become too big for management to fully
highly aware of the importance of improvunderstand and effectively manage, and who
ing risk governance and culture following the
had to be rescued as their failure would have
2008 crisis. In December, we published our
systemic implications on financial stability.
observations in a report that aimed to help
you and your organisations embed enhanced
Global responses to the financial
risk governance and culture at all levels. The
crisis
report discusses five ways your firms can
Now, to spare you from too much talk of the
strengthen risk culture:
past, let’s set our eyes on the global responses
• via incentives, which include a proper
to the financial crisis.
balance of rewarding good behavAs you all know, the crisis
iour and punishing bad behaviour;
===
===
sparked an international debate on
• by setting a strong tone from
the fundamental role of financial
the top in deciding not to pursue
Today, all
institutions and a call for a return
businesses or activities which in the
regulators
to basics. Regulators around the
short run may be lucrative, but in
are urged
world have responded by initiatthe long run may threaten the reputo be aware
ing global financial reforms with
tation of the organisation;
of systemic
new focus on systemic risk, macro• by disentangling complex marisk given
prudential regulation and internatrix reporting lines so that locallythat failure to
tional co-operation.
based senior executives can have an
manage it could
These reforms are continuing
up-to-date picture of local activities
de-stabilise
with progress monitored by the Fiand associated risks;
financial
nancial Stability Board (FSB) and
• by further increasing the aumarkets and
the G20 process. The FSB is closely
thority and prominence of the risk
spill over to the
monitoring implementation of six
functions; and
real economy
priority areas:
• by adopting a forward-looka. First, Basel III, the core of
ing approach to risk identification
===
===
which is the recognition that buildthrough understanding the evoluing more resilient banks requires
tion of the business.
higher and better quality capital, by setting
This is the first edition in a series of riskhigher levels for capital requirements. A new
focused industry meeting reports, and we plan
global liquidity framework has been introto have further meetings in the future to work
duced;
towards continuous improvement in risk govb. second, over-the-counter (OTC) derivernance and culture.
atives market reforms concerning standardisaRisks aside, other broader problems have
tion, central clearing, exchange or electronic
surfaced as a result of the crisis. In the pre-criplatform trading, and reporting of transacsis days, there was no one regulator responsitions to trade repositories. The objective is to
ble for overall financial stability and equipped
improve transparency in the OTC derivatives
with the appropriate authority to monitor,
markets, mitigate systemic risk, and protect
mitigate and manage systemic risk. Markets
against market abuse;
operated without borders, while regulators
c. third, compensation practices, which
operated within national borders and their
were a major contributing factor to the crirespective mandates. Today, all regulators are
sis. To align employees’ risk-taking incentives
urged to be aware of systemic risk given that
with the long-term profitability of the firm,
failure to manage it could de-stabilise financial
particularly at major financial institutions, the
markets and spill over to the real economy.
Principles for Sound Compensation Practices
I also observed that the financial system
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Settlement Systems (CPSS) of the Bank for International Settlements and the International
Organization of Securities Commissions
(IOSCO). We have issued a set of guidelines
for recognised clearing houses concerning the
application of these principles to provide better clarity.

and their Implementation Standards have
been developed;
d. next, policy measures for G-SIFIs,
aiming essentially to end “too big to fail” by
addressing systemic and moral hazard risks
posed by SIFIs. Measures include additional
loss absorbency requirements, resolvability assessments, recovery and resolution plans, and
the establishment of cross-border co-operation agreements;
e. resolution frameworks, which mean
having in place appropriate legislation and
necessary powers to enable resolvability of GSIFIs and the legal capacity for cross-border
co-operation; and
f. lastly, shadow banking, which is a major source of systemic risk, both directly and
through its interconnectedness with the banking system. Shadow banking reforms aim to
ensure appropriate oversight and regulation
of bank-like systemic risks that emerge outside the regulated banking system, while not
inhibiting sustainable and resilient non-bank
financing models.

The global economic environment
Five years on, so what is the current economic
environment? Are we in much better shape
now when compared to five years ago, and are
we out of the woods yet?
The global economy is seemingly continuing on the path of recovery amid abundant liquidity and low interest rates. However,
macroeconomic challenges remain that could
affect the recovery process.
One of the key macro-economic concerns
is the impact of US and European economic
policies. In December, US economic data
showed continued improvement, prompting
market expectations of possible tapering before the end of 2013. The Federal Reserve
signalled that tapering is likely to continue at a
measured pace at each Federal Open Market
So, what about Hong Kong?
Committee meeting depending on economic
Needless to say, these complex and fast-movdata. It is expected that interest rates will evening global reforms affect our markets. Hong
tually normalise and rise, and the timing and
Kong, as a member of the FSB, is committed
pace of tapering and interest rate
to implementing the above interincreases are data-dependent. Both
national standards. We, the Hong
===
===
factors may impact capital flows
Kong Securities and Futures Comand market sentiment.
mission (SFC) and Hong Kong
Are we in much
Europe’s austerity and the
Monetary Authority worked jointly
better shape
resolve to “do whatever it takes”,
on a Bill, which is now before the
now when
including a backstop from the Eulegislature, to introduce a new regucompared to five
ropean Central Bank, has helped
latory regime for the regulation of
years ago, and
to calm markets and restore finanOTC derivatives markets in Hong
are we out of the
cial stability. However, the concern
Kong as soon as practicable.
woods yet?
is that the unfinished business of
Separately, to bring Hong
===
===
structural reforms could hamper
Kong’s existing supervisory arEurope’s ability to sustain its rerangements into line with the FSB’s
covery. In addition, concerns of
Key Attributes of Effective Resoludisinflation and potential deflation pose new
tion Regimes for Financial Institutions, the
challenges.
Government and the financial regulators, inThe second concern is a sharp withdrawal
cluding the SFC, last week launched a threeof capital flows from emerging economies as
month public consultation on establishing an
US economic recovery becomes entrenched
effective resolution regime for financial instituand markets expect interest rates to rise. Such
tions and financial market infrastructures in
withdrawal of funds could impact currencies,
Hong Kong. Your views and comments would
asset prices, debt servicing, and the cost and
be more than welcome.
availability of new credit. While some Asian
Another major global financial reform is
economies have already experienced a reversal
the implementation of Principles for finanof flows, the general view is that Asia is in a
cial market infrastructures (PFMIs) published
much stronger position to withstand the stress
jointly by the Committee on Payment and
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compared to conditions prevailing before the
Asian Financial Crisis in 1997. In addition, the
US and China economic situation is a stabiliser for Asia. The recovery of the US, if it is
sufficiently robust, would generate greater demand for Asia’s exports which will help absorb
the impact of higher interest rates. Mainland
China has managed an economic slowdown
and is steering its economy to a more sustainable and balanced growth path.
Whilst there has been a significant net inflow of liquidity into Hong Kong’s financial
system since the US launched the Quantitative Easing policy five years ago (there had not
yet been any noticeable outflow since tapering
started). Having said that, higher interest rates
in the US will affect the cost of borrowing and
asset prices in Hong Kong and the allocation
of international capital.
Much uncertainty remains in the global
economy, complicated by geopolitical tensions. Managing risk in this environment will
be challenging as market sentiment, more
than fundamentals, would influence investment decisions and create much greater volatility in markets.
Hong Kong – A quality market and
continued opportunities
So, where does all this leave Hong Kong?
To date, Hong Kong has gone through a number of financial crises and come out relatively
unscathed, thanks to its many pillars of success. Hong Kong has the reputation as the freest economy with free capital and information
flows and strong institutions that upholds the
rule of law and protects property rights. It is
this institutional structure that provides certainty and predictability to investors around
the world and Hong Kong’s value proposition
which underpins its success as an international
financial centre.
Globally, Hong Kong is benchmarked
against other markets and has achieved high
rankings based on a host of key indicators, including people, business environment, market
access, infrastructure, general competitiveness, and financial stability. Hong Kong is in
third place after London and New York in the
Global Financial Centres Index and tops the
World Economic Forum’s Financial Development Index. 6
Hong Kong is also a diverse marketplace
where top investment banks and securities
brokers from the advanced markets operate

the renminbi and is the largest
alongside a large number of local
offshore renminbi trading centre,
brokers. Mainland enterprises ac===
===
having enjoyed the “first mover
count for more than half of stock
Unquestionably,
advantage” due to its proximity
market capitalisation whilst the inthe developed
and special relationship with the
vestor profile is distributed roughly
world has
Mainland.
evenly between Hong Kong and
worked hard to
There has been some exciteinternational investors. Retail invesintroduce new
ment on the opportunities that will
tors constitute about one quarter of
regulations and
emerge from the mutual recogniinvestors whilst two-thirds are instirules to avoid a
tion of funds scheme that is being
tutional investors. Funds from nonrepeat of what
worked jointly by us and the China
Hong Kong investors have consishappened in
Securities Regulatory Commistently accounted for more than 60%
2008
sion. Presently, due to capital conof Hong Kong’s asset management
trols, funds outside China are not
business.
===
===
accessible to Mainland investors.
The Hong Kong stock market
With mutual recognition, qualified
has demonstrated time and again
funds domiciled in Hong Kong can be sold on
that it has both the depth and liquidity to hanthe Mainland, and vice versa.
dle the largest initial public offerings (IPOs)
As a financial regulator, the SFC strives to
whether from the Mainland or from overseas.
maintain a robust regulatory framework that
In terms of market capitalisation, it is the sixth
is in line with international standards and the
largest worldwide at approximately US$3 trilquality of our markets.
lion, and ranked second globally for IPO fundIt is our mission to ensure the integrity and
raising last year.
efficiency of our markets for the protection of
The Third Plenary Session of the Cominvestors; we have introduced a number of inimunist Party of China’s 18th Central Comtiatives over the last couple of years:
mittee in November last year launched the
a. we began in September 2012 weekly
roadmap for mainland China’s next stage of
publication of the aggregate reported short
reforms that, among others, will see a more
positions in specific shares on our website;
“decisive role” for the market in the allocation
b. we established the continuing disclosure
of resources, and a greater role for the marregime for listed companies which requires
ket in price determination. The reforms are
companies to disclose any price-sensitive inexpected to encourage a bigger role for direct
formation in a timely manner with effect from
financing, relaxation of the IPO registration
1 January 2013. Based on the significant insystem, further exchange and interest rate libcrease in the number of corporate announceeralisation, as well as further capital account
ments since the law came into effect, the signs
opening.
are positive that corporations are beginning to
Policies from the Mainland and the pace
develop a disclosure culture;
of its reforms could affect the development of
c. effective 1 October 2013, we introduced
Hong Kong’s financial market and its role as
new requirements for IPO sponsors to carry
an offshore renminbi centre.
out thorough due diligence on the companies
Hong Kong has traditionally provided a
which aspire to join our stock market before a
platform for two-way capital flows between
listing application is made;
mainland China and the rest of the world.
d. to ensure the proper governance of our
Hong Kong has facilitated the Mainland in
listed companies, we decided recently to take
its experimentation in “going out” over the
a more proactive role in overseeing corporate
past three decades. Hong Kong will continue
conduct of listed companies. This will mean
to play this role and provide investors with the
more surveillance, analysis and enforcement
opportunity to participate in the dynamism of
work on our part. By actively detecting misChina’s evolving economy as it moves onto a
conduct and following up on suspicious activmore balanced growth path, while enjoying
ity, we hope to identify red flags and enhance
the familiarity, certainty and predictability that
our role in maintaining quality markets and
Hong Kong’s financial system will continue to
high corporate governance standards, as well
provide.
as protecting investors; and
Hong Kong has played an important
e. finally, on the enforcement front, we
role in facilitating the internationalisation of
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continued to send strong deterrent messages in
all areas of responsibility with more cases before Hong Kong’s courts and tribunals. These
included more injunctions and disqualification orders against company wrongdoers, increased insider dealing cases as well as actions
against sponsors and other intermediaries over
a range of issues, including hidden fees and
charges, mis-selling, internal control and due
diligence failures. We have had a number of
successes in the Courts recently to compensate
investors for losses arising from illegal share
trading based on inside information.
Concluding remarks
In conclusion, I would like to say that history
offers invaluable lessons but we can benefit
only if we take them to heart and make the
necessary changes. Whilst, unquestionably, the
developed world has worked hard to introduce
new regulations and rules to avoid a repeat of
what happened in 2008, I believe that despite
all these efforts, the key to a quality and efficient capital market is that all players, including listed companies, banks and other intermediaries alike, uphold strong business ethics
and practise sound corporate governance.
The question senior management should
ask themselves when faced with a business or
strategic decision is not “is this legal or not?”,
but instead they should ask themselves, “is this
the right thing to do?”
What is most important as recommended by the SFC report I mentioned earlier is
“tone at the top”, which drives the culture of
the entire organisation. I would advocate that
the role of all of you, as investors, can play is
to reward those companies that demonstrate
strong corporate governance practices and
punish those that do not.
As a regulator, we will ensure that investors are protected and markets are fair, efficient and transparent. We will continue to
facilitate market development while ensuring
that the integrity of financial markets will not
be eroded
Last but not least, we will continue to cooperate with other regulators at home and
around the world, and also participate in
global regulatory efforts to promote sound and
well-functioning global financial markets.
Thank you for inviting me to share a few
thoughts with you today. I wish you all a successful conference and a very prosperous Year
of the Horse! n
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Continuing Growth Amidst
Recurrent Risks and Uncertainty
Think about what we have done in 2013… and then imagine, what more we can do in 2014

By
Governor
Amando M.
Tetangco Jr.

Speech Governor Amando M. Tetangco Jr.,
BSP Joint Meeting of the Rotary Club of Manila
and the Rotary Club of Makati-Forbes Park 01.09.2014
Rotary Club of Manila (RCM) President
Rudy Bediones, Rotary Club of Forbes Park
(RCFP) President Ruben Torres, other officers and members of RCM and RCFP, ladies
and gentlemen, good afternoon.
Thank you for the invitation to be part of
the Joint Meeting of the Rotary Club of Manila and the Rotary Club of Forbes Park. It’s
always a privilege to be included in your New
Year tradition and your celebration of the
Rotary Awareness Month, which I understand is commemorated in all Rotary Clubs
across the globe.
Today isn’t really the first Thursday of
the year, which is when you normally invite
me to speak. But January 2 would have been
too close to New Year’s day, and most of you
would still have been in the holiday mood.
Today, I think everyone is on rev mode and
ready to tackle the challenges of 2014.
Quite a few things happened in 2013
that have elevated the potential challenges
of 2014. Of these, the one most felt by the
country is the trilogy of natural and manmade events – the earthquake in Bohol and
Cebu, the armed conflict in Zamboanga and
from Yolanda – which we experienced in the
second half of 2013.

legislation, the US government shut down for
While these three events literally changed
several days.
the landscape of the country, I think these
2. Eurozone recovery remained weak
events also, in the process, showed the best in
and uneven across the member-countries.
the Filipino – our resilience and how we are
3. China had to deal with growing shadat our very best when we work together.
ow banking and rapid credit growth.
In this spirit of working together, the BSP
4. Market anticipation of the Fed’s
also did its part to help ease the impact of
policies added uncertainty in the financial
Yolanda by putting in place regulatory relief
markets and led to greater volatility of
for banks in the affected areas, so they could
capital flows.
extend the same to their customers. Among
Nonetheless, the Philippine economy
others, the temporary relief measures include
was able to ride out turbulence in the global
the following:
financial markets due to significant sources
For all banks
of strength. Notwithstanding the slowdown
• Allowing banks to provide financial asin global economic growth, the Philippine
sistance to their officers and employees who
economy continued to have vibrant growth.
were affected by the calamity including those
For the first three quarters, GDP increased by
types of assistance that may not be within the
7.4 percent, higher than the 6.7 percent in
scope of the existing BSP-approved Fringe
the same period in 2012. Growth
Benefits Program.
was boosted by the strong perforFor thrift banks/rural banks/
===
===
mance of services, manufacturing
cooperative banks:
• Excluding existing loans of
Notwithstanding and construction. On the expenborrowers in affected areas from the slowdown in diture side growth came mainly
from consumer and public spendthe computation of past due ratios global economic
ing buttressed by increased investprovided these are restructured or
growth, the
ments in Fixed Capital; exports
given relief; and
Philippine
contributed in the third quarter.
• Reducing the 5-percent geneconomy
This was supported by a beeral loan-loss provision to 1 percontinued to
nign inflation environment. The
cent for restructured loans of borhave vibrant
full-year 2013 average inflation
rowers in the affected areas.
growth
rate of 3.0 percent was at the low
For all rediscounting banks
===
===
end of the Government’s infla• Granting of a 60-day grace
tion target range of 3-5 percent
period to settle the outstanding
for 2013. This is the fifth consecutive year
rediscounting obligations as of 8 November
that the country has been able to keep infla2013 with the BSP of all rediscounting banks
tion within the Government’s target inflain the affected areas; and
tion range.
• Allowing banks to restructure with the
Moreover, the Philippines has substantial
BSP, on a case-to-case basis, the outstanding
cushions to ride out potential turbulence in
rediscounted loans of borrowers affected by
the global financial markets:
the calamity.
• Our gross international reserves
For quite a few other reasons, besides the
reached US$83.7 billion as of end-Decemcalamities, 2013 has been described as a year
ber 2013.
of challenges, due to:
- can adequately cover 12.1 months’
1. Failing to reach a consensus on a fiscal
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worth of imports of goods and payments of
services and income
- equivalent to 8.4 times the country’s
short-term external debt based on original
maturity and 5.8 times based on residual
maturity
• We enjoy a current account surplus
owing to structural sources – BOP position
yielded a surplus of US$4.7 billion for January-November 2013. The current account
surplus was mainly on account of increased
net receipts of primary and secondary income and in other services accounts.
• Our banking system is stable and strong
with capital adequacy ratios well above international standards. As of end-June 2013,
the capital adequacy ratio (CAR) of UK/Bs
stood at 18 percent on solo and 19.3 percent
on consolidated bases.
• External debt dynamics are favorable
– external debt-to-GDP ratio decreased to
21.9 percent in the third quarter (2013) from
25.6 percent in September 2012 and 24.1 in
December 2012. Moreover, more than fourfifths of our external debt has medium- to
long-term maturities.1
The Philippines’ strong economic performance has been validated internationally.
1) Credit Rating Upgrades. The year
2013 saw the Philippines achieve investment
grade credit rating – not just from one, but
from all the three major credit rating agencies. These rating agencies have cited the
disciplined fiscal management with the declining reliance on foreign currency debt,
strong external position, and low and stable
inflation levels as bases for the score. In a recent report, Moody’s maintained its positive
outlook on the Philippine banking system. In
fact, in that report, Moody’s stated that the
Philippines’ banking sector is the only one in
the Asia-Pacific region which they have given
a “positive” outlook.
2) The IMF. An IMF mission report
in September 2013 cited that the country’s
strong fundamentals would enable it to deal
with any capital outflows when the U.S. Federal Reserve cuts its stimulus program.
3) Doing Business 2014. In the latest
World Bank and International Finance Cor-

Average Maturity : Public Sector: 20.1 years Private Sector: 9.8
Emerging Asia includes China, India, and the ASEAN-5
countries (Indonesia, Malaysia, the Philippines, Thailand, and
Viet Nam).
1
2

poration report (October 2013), the Philipmany EMEs– is indeed seeing growth renewpines was ranked among the top 10 counal, which would in turn be positive for EMEs,
tries that made the biggest improvement in
including the Philippines.
business regulation. The report took note of
• On the other hand, as markets expect
the government’s regulatory reforms in three
interest normalization, this could lead to
areas: introduction of a fully operational onglobal portfolio rebalancing. Should this hapline tax filing and payment system, simplified
pen, a weakening of capital flows to or even
occupancy clearances for construction, and
a pull-out of capital from emerging markets
new regulations that guarantee borrowers’
could ensue.
right to access credit information.
• And, the financial stability implicaWhile most of the sources of risks have
tions of global funds movements could prove
dissipated, in particular with clearer forward
stressful for less resilient economies – those
guidance from the US Federal Rewith weak external positions and
serve (Fed), resolution efforts in Euthose with less developed financial
===
===
rozone gaining broad agreement,
systems. For the Philippines, the
and accommodative policies in JaFed taper may lead to greater volaMarket
pan bearing fruit, risks still remain.
tility in domestic financial markets.
volatility
First, due to these lingering
But given sound fundamentals, we
may heighten
concerns, global economic growth
expect the price movements to be
as markets
remains subdued. As a whole, the
broadly manageable.
carefully watch
world economy is projected to
Across the other part of the
how the issues
have higher growth in 2014 but
globe, efforts to improve Europe’s
will be
as the IMF puts it, global growth is
debt position as well as the disresolved
“in low gear.” Of course, just yescussion towards completing the
===
===
terday, the IMF said it would raise
EU banking union continue. The
its economic growth forecast.
full banking union reform deal
• According to the IMF’s World Ecoincludes a single supervisory mechanism, a
nomic Report of October 2013, advanced
single resolution mechanism and common
economies are showing signs of gradual, but
deposit insurance. The single supervisor has
steady, growth.
been approved by the EU Parliament, and
• Although emerging market econothe ECB will perform this role. The single
mies, particularly those in Asia, continue to
resolution mechanism has received broad
do better than advanced economies, China
agreement at the finance and EU leaders
is seen to have slowing growth. In addition,
level, but this is still for ratification in the EU
ASEAN-5 countries’ projected growth rates,
Parliament in May. Market volatility may
while projected to be higher for 2014 than
heighten as markets carefully watch how the
in 2013, these rates are still lower than those
issues will be resolved.
registered in 2012. 2
In the face of these risks, the BSP has a
menu of options that could be deployed:
Second, market reaction to the Fed’s ac• We have standing facilities to ensure
tions. The Fed has consistently pointed out
adequate domestic liquidity for banks should
that their decisions on these matters will be
funding sources dry up.
dependent on incoming data, particularly
• We would maintain a strategic presUS employment data. The Federal Reserve
ence in the FX market, while keeping the
has announced a reduction of its monthly
value of the exchange rate essentially marbond purchases to US$75 billion from US$
ket-determined.
85 billion as the start of its exit from the stim• We could implement targeted macroulus measures, beginning January this year.
prudential measures.
Accompanying the reduction is the Fed’s
• In addition:
commitment to maintain accommodative
1. Timely and clear communication with
policy. The withdrawal of the stimulus (inmarket players would quell anxieties.
cluding QE tapering) could impact on global
2. The careful and regular surveillance
markets in a number of ways:
of risks would allow for prompt and appro• On one hand, policy normalization in
priate responses.
the US could mean that the major driver of
3. In the event of liquidity problems,
the global economy –and trade partner to
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couple of minutes on an advocacy of the BSP
there are regional financial arrangements
that we believe helps to translate the positive
that the Philippines can use.
macroeconomic developments into the overIn light of all these, the outlook on Philiparching goal of inclusive growth. Here, I repine growth and inflation remains favorable.
fer to efforts towards financial inclusion that
• The economy is expected to grow beare within the area of the BSP. This advocacy
tween 6.5 to 7.5 percent in 2014, despite the
is of particular importance now, in
chain of untoward incidents. Relight of recent calamities, as these
covery and rehabilitation efforts
===
===
calamities have resulted in a numare expected to bolster growth.
ber of families losing their savings
For the medium-term, growth
I salute you,
and needing vital access to finanwould be supported by stronger
ladies and
cial services to rebuild their lives.
performance from the construcgentlemen of
The BSP financial inclusion
tion, manufacturing, business
the Rotary Club
framework is built on three areas:
process outsourcing and private
of Manila and
1) broad access to appropriate
services. The country’s attainment
the Rotary Club
credit at reasonable rates through
of investment grade status may
of Forbes Park,
responsible and proportionate
attract foreign direct investments
for your service
regulation that encourages market
that would in turn generate jobs.
to the Filipino
innovation,
• Inflation is expected to repeople
2) timely and relevant econommain within the target range over
ic and financial learning, and
the policy horizon.
===
===
3) well-founded financial con• In 2014, inflation is seen to
sumer protection.
be slightly higher than the mid-point of the
How have we impacted the macroeconotarget range of 3-5 percent, due mainly to
my? Let me cite some examples:
higher food prices and possible increases in
First, financial access. Our policies on
utility rates but comfortably within the tarsimplified or scaled down branches called
get range.
microbanking offices (MBOs) have enabled
Moving forward, the BSP will remain
banks to have a presence in areas that were
committed to staying the course toward
previously unbanked. There are now 50 musustained growth, while firmly adhering to
nicipalities from 37 in 2011, an increase of
its mandate of safeguarding price stability
35 pct, that are served by MBOs alone.
and ensuring the financial system remains
We have also continued to leverage off
resilient.
mobile technology by enabling alternative
• On monetary policy, we will ensure
financial service providers (FSPs) as effective
that liquidity remains adequate to support
touch points to banking services. FSPs, ineconomic growth with manageable inflation.
cluding pawnshops, remittance and e-money
• On financial sector policy, the BSP
agents, which tend to be available even in
commits to maintain the stability of the fiareas with small population and have high
nancial system by continuing to craft bankincidence of poverty, now total over 46,200
ing regulations that are responsive, consistent
from about 38,400 in 2011, or a growth rate
with best practice and in line with the interof 20pct.
national market reform agenda.
If we consider only banks (including
• On the external front, the BSP remains
MBOs), thirty-seven pct of municipalities
supportive of policies that will help cushion
would be without such presence. But if we
the economy from external shocks. We will
now include FSPs, only 13.2 pct of municicontinue to maintain a market-determined
palities would not have any form of access to
exchange rate and a comfortable level of
financial services.
reserves. The BSP will also continue to proSecond, financial education. Since we remote external debt sustainability by keeping
vitalized this program in 2008 we have conthe country’s outstanding external debt manducted numerous domestic and international
ageable and within the economy’s capacity to
roadshows and financial expos. Our internaservice its debt in an orderly manner.
tional roadshows have targeted cities where
We will continue to monitor developmost of our OFWs are deployed, including
ments to keep ahead of emerging risks.
those in Asia, Europe and the United States.
Before I conclude, I would like to spend a
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We have a number of advocacy programs, including the Credit Surety Fund, the
savings programs for the youth, i.e., Kiddie
Savings Program, Bamboo to Bangko, Tulong Barya Para sa Eskwela, among others.
This year, we plan to leverage on this strength
to reach out to more sectors and regions
across the country.
Finally, financial consumer protection.
We have strengthened our financial consumer protection efforts by creating a consumer
redress mechanism within the BSP. We are
also in the final stages of completing a consumer protection framework that will formally rate the CP efforts of banks, and provide
specific guidance on how banks can scale
their efforts up.
We are strong advocates of financial inclusion because in this way, we are able to
empower our citizens, and therewith make
them more effective partners in nationbuilding.
Concluding remarks
As I mentioned at the beginning of my remarks, the recent natural calamities once
again proved the Filipino is resilient thru the
Bayanihan spirit which we saw work so excellently during our natural calamities. I know
Rotarians know this very well… for you follow your motto is “service above self.”
The painting by national artist Botong
Francisco illustrates this point quite exquisitely. As we appreciate this masterpiece, we
also appreciate each stroke of the brush that
was skillfully made… how deliberate Botong
was in building one brush stroke over the
other to bring to life what he had imagined
in his mind to do.
Think about what we have done in
2013… And then imagine, what more we
can do in 2014, if we continue to work together with the same purpose and goal.
The BSP, national and local governments, and you, the private sector—we are all
called to step forward and do our share in the
rebuilding, not merely houses or even communities, but precious lives of our people.
I salute you, ladies and gentlemen of the
Rotary Club of Manila and the Rotary Club
of Forbes Park, for your service to the Filipino people.
May your productive work continue
this and the coming years. Thank you very
much. n

Shanghai Stock Exchange
Promotes Regulatory Transformation
to Activate Blue Chip Market
Regulatory transformation, more than an idea, should be reflected in the practice of each specific work

Shanghai Stock Exchange

T

he meeting of the Shanghai Stock Exchange (SSE) Party Committee, presided over by Gui Minjie, SSE Party Chief
and Governor, was held on the afternoon of
January 27, in a bid to publicize the spirit of
the 2014 National Conference of Securities
and Futures Regulatory System (the Conference), and put forward specified requirements for the SSE to implement the spirit of
the Conference, meet the needs for regulatory transformation, and promote transformational development of the SSE.
Gui introduced the content of the Conference, and publicized the theme report
delivered by Xiao Gang, and the discussions
at the Conference. According to Gui, 2014
is the first year for comprehensively deepening reform. Regulatory transformation,
in the backdrop of the present new situation and starting-point, is an indispensable
task for the regulatory system of securities

world, while some knotty proband futures to implement the key
===
===
lems have not been solved for a
deployments of the CPC Central
long time along with the develCommittee and the State CounIt requires both
opment. Therefore, promoting
cil. Besides, it meets the requirecourage and
regulatory transformation will
ments of the era in socialist mardetermination
facilitate breakthroughs in solvket economy at this phase of social
to promote
ing these problems and laying the
development. In addition, it is
regulatory
foundation of regulatory mode
another significant reform for the
transformation,
for the stable and sound develregulatory system of securities and
as well as
opment of the capital market in
futures after the equity division
adequate
the long run. However, regulatory
reform, as well as an exploration
estimation and
transformation can not be accomof regulatory methods, concepts,
full preparation
plished in a short time. Rather, it
and modes for the capital market
for the longis a systematic project in the dein over two decades. Thus, reguterm
velopment of the regulatory syslatory transformation has its mile===
===
tem of securities and futures in
stone significance.
the next phase, or even in 5 to 10
Gui added that, regulation
years. It requires both courage and determiitself is a process which is unceasingly denation to promote regulatory transformaveloping, improving, and changing with
tion, as well as adequate estimation and full
the market growth. China’s capital market
preparation for the long-term, complicated,
has made remarkable achievements in the
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CC HhiI
hard, and challenging process.
At the meeting, Huang Hongyuan,
Deputy Party Chief and President of the
SSE, also talked about his thoughts after
attending the Conference. Moreover, other
members of the SSE Party Committee
and the SSE President’s Office, according
to what they had learnt after attending the
Conference on video, carried out in-depth
discussions on issues including the development of the capital market, difficulties in the
SSE’s present tasks, and the direction of development in the future.
Consensus has been reached in the
meeting of the SSE’s implementing the requirements of the Conference in the following aspects:
First, the SSE should earnestly perform
its responsibilities and fully play its role in
regulatory transformation.
The SSE should earnestly perform its
responsibilities in regulatory transformation. First, it should effectively undertake
the items of approval and record filing delegated by the organ of the China Securities
Regulatory Commission (CSRC). Second, it
should check up the items of beforehand record filing, report, submission, examination
and training, and cancel the items which
are without legal basis after the check-up,
or change them into aftermath record filing if they need to be kept. Third, it should
promptly formulate corresponding measures
on in-process and aftermath regulation,
when reducing the number of items of beforehand record filing, report and submission. Specifically, the SSE should do a better
job in the following aspects:
1. The SSE should promote openness and
transparency of self-regulation. The SSE
should formulate and release to the public the lists of its technologies, business
lines, and regulatory issues, sort out issues
related to verification, record filing and
report in its self-regulation, with emphasis
laid on activating the vitality of the blue
chip market. Further, the SSE should publicize to the public its regulatory rules and
results, and gradually make its regulatory
process known to the public. In addition,
the SSE should rationalize the mechanism
of disciplinary punishments, standardize
the measurement for punishments to enable the predictability of results of rulebreaking behaviors, and forbid arbitrary

NN aA
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sider promoting the risk reserve system in
regulation. Moreover, the SSE should
case of rule-breaking behaviors of listed
establish the mechanism of initiatively iscompanies, and the system of assessment
suing risk alerts when emergent and sigand appraisal of protection for legal rights
nificant events occur.
and interests of small and medium-sized
2. The SSE should propel the transformainvestors, complete the voting mechanism
tion of regulatory mode for information
of small and medium-sized investors, and
disclosure. In the over 2 decades’ practice
study the various mechanism of addressof the capital market, a set of regulatory
ing disputes over rights and interests of
mode with “one-to-one” and “nanny” sersmall and medium-sized investors.
vices has played an important role in the
Second, the SSE should fully display
early stage of market building. However,
functions to promote the development and
in practical work, with the rapidly increastransformation of the SSE maring number of listed companies
ket.
and some changes in the market
===
===
Apart from adapting to and
development, the former reguimplementing
the requirements
latory mode no longer meets
SSE should
for
regulatory
transformation,
the new needs of investors and
effectively
the SSE, as a market organizer,
fund raisers. Although the SSE
undertake
should pay great attention to its
has made considerable efforts,
the items of
own transformation. Specifically,
the market is not quite satisfacapproval and
it should do well in the following
tory, while the responsibilities of
record filing
aspects.
all market participants are not
delegated by
1. It should focus on optimizing
quite clear yet. Next, the SSE
the organ of the
should, according to the needs China Securities structure and greatly promote the
development and transformation
of investors, explore the regulaRegulatory
of the blue-chip market. Being the
tion on information disclosure
Commission
main battlefield of China’s capital
by listed companies, under the
===
===
market and the basis and core of
backdrop of the registration
China’s multi-layered capital marsystem and the mode of Direct
ket, the SSE should always regard serving
Channel. Besides, the SSE should generthe real economy and providing society
ally implement the Direct Channel for
with a wealth management platform as
information disclosure at a proper time,
its basic responsibility and holy mission.
explore the aftermath checking mechaAt present, compared with the demands
nism for information disclosure, generally
of economic and social development, the
launch guidelines for information discloscale, financing function, service capacity,
sure by industry, engage other parties to
and overall strength of the SSE’s blueassess the formats of information disclochip market are far from satisfactory, the
sure, continue to enhance pertinence and
coverage of its service is narrow, and its
effectiveness of and promote continuity
attractiveness is not enough. As a result,
and fairness of information disclosure.
a benign ecology has not formed yet. The
3. The SSE should strengthen protection for
SSE should speed up the transformation,
legal rights and interests of investors, espeoptimize the structure and strengthen the
cially small and medium-sized investors.
functions of the blue-chip market, and inThe SSE will appraise and improve its
crease the breadth and depth of the bluerelevant business rules, implement specichip market in serving the real economy.
fied requirements for protecting small and
The first is to attract more companies.
medium-sized investors in all processes of
The SSE should attract more high-qualself-regulation. Besides, the SSE should, in
ity enterprises, especially enterprises in
its development of new products, attach
strategic emerging industries, to provide
more importance to the market needs and
investors with more attractive investment
investors’ experience, take protection for
targets, in addition to boosting the strucsmall and medium-sized investors into
ture adjustment and the transformation
full account, and provide services that
and upgrading of the national economy.
are “easy to be understood” and “userThe second is to activate the companies.
friendly”. In addition, the SSE will con-
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forts on developing and standardizing
The SSE should support listed companies
the bond market. The SSE will take the
in making full use of the big platform of
expansion of corporate bonds’ piloting
the SSE market and making them larger
as an opportunity and do a better job in
and stronger through such measures as
the construction of supporting systems
re-financing, merger, acquisition and refor expanding corporate bonds’ issuers
organization, asset injection, and overall
and issuing methods. It will also
listing. It should also provide
further display its comprehensive
service for state-owned enter===
===
advantage of “stock-bond interacprises to transform from prodtion”, expand the scales of treauct operation to capital manThe SSE
sury bonds’ pre-issuance, policyagement. The third is to enrich
should focus on
related financial bonds, and bond
financial instruments. The SSE
strengthening
business lines of other financial
will, in line with relevant laws
functions and
institutions, increase the public ofand regulations, steadily launch
promote the
fering scale of convertible bonds,
preferred stock and other financoordinated
propel the development of credit
cial instruments and innovate
development
asset securitization, perfect the
some trading mechanisms that
of stock, bond,
mechanisms of bond filing and isespecially suit the blue-chip
fund and
suance as well as bond listing and
market, in a bid to fully stimuderivatives
trading, integrate the bond trading
late the vitality of the blue chip
markets
systems, perfect the risk prevention
market, improve its attractivemeasures and enhance the effecness and competitiveness in the
===
===
tiveness of the bond market’s risk
investment market. The fourth
control mechanism. The second is
is to increase the return. The
to actively develop the fund market and
SSE should optimize the investor return
support fund companies to develop more
mechanism, continuously supervise and
new products to meet the demands of difguide the dividend distribution of listed
ferent investors. The third is to do a better
companies, promote the balance between
job in mock trading of single stock opinvestment and financing of the capital
tions, so as to fully prepare for the official
market, and enhance the attractiveness
launch of single stock options.
of the blue-chip market, so as to make
3. The SSE should focus on enhancing its
the blue-chip market an important place
competitiveness and greatly increase the
to attract various long-term funds in purmarket openness. With the increasingly
suit of maintenance and appreciation of
rapid internationalization process of the
values, such as social security funds, insurRMB, the SSE should follow the developance capital, and public welfare funds.
ment law of mature capital markets and
2. The SSE should focus on strengthening
orderly enhance the market openness acfunctions and promote the coordinated
cording to the characteristics of China’s
development of stock, bond, fund and decapital market. The first is to serve internarivatives markets. At present, the SSE only
tional securities trading. It will actively parfocuses on its stock market. The underdeticipate in the construction of the Shanghai
veloped fixed income market and wealth
Pilot Free Trade Zone, explore to set up an
management market not only can’t meet
international financial assets trading platthe diversified demands of both investing
form, and promote overseas enterprises to
and financing sides, but also can’t fully
issue RMB bonds on the SSE market. The
develop the real investing value and tradsecond is to earnestly fuel the cooperation
ing value of the blue-chip market, which
between Chinese and foreign exchanges.
has restrained the advantages of the blueEfforts should be made on strengthening
chip market and weakened its attractivethe cooperation of exchanges in Shanghai
ness. Next, the SSE will hold firm to the
and Hong Kong, vigorously promoting the
construction of the blue-chip market and
SSE indexes to be listed on major internatry to propel the construction of the bond
tional exchanges, and supporting the inclumarket and the fund derivatives market
sion of the A-share market into the interto make them complement and promote
national emerging market. The third is to
each other. The first is to make great ef-
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strengthen the promotion and introduction
of international investors. The SSE should
make full use of the internet to carry out
promotional activities that combine the
market, the products, and the exchange
image through various channels, so as to
enhance the attention, attraction, and influence of the English version of the SSE
website in the international capital market.
Third, the SSE should change its old
concept so as to build a market-service-oriented and investor-friendly exchange.
The key to regulatory transformation
is to become a market-service-oriented and
investor-friendly market. The SSE will, by
sticking to the concept of “macro service”,
further improve the IPO-dominated service
system and methods and try to enhance the
professional service ability. It will deepen the
work on cultivating small and medium-sized
enterprises and strengthen the cooperation
with the New Third Board, regional equity
markets, and key national hi-tech zones. It
will adhere to “transparent” construction
and use micro-blog, WeChat, “SSE E-interaction Platform”, and other new media
platforms, as well as the press conference
system, in a bid to release the innovations
of the SSE’s products and business lines in
time. Besides, it will lead all market participants to comprehensively and objectively
recognize the innovation of the industry,
improve an array of new mechanisms such
as performance promotion meeting and
performance briefing session, and set up an
efficient, transparent, and rational platform
for industry communication, so as to greatly
enhance the transparency of listed companies’ operation.
SSE Governor Gui Minjie said that vigorously studying and earnestly implementing the requirements for regulatory transformation and relevant deployment is the most
important task for the SSE at present, which
will be a key long-term task. Regulatory
transformation, more than an idea, should
be reflected in the practice of each specific
work. Regulatory transformation and the
construction of the blue-chip market should
be combined together to boost the transformation of the SSE’s development, which
will activate the vitality of the blue-chip
market, stimulate demands on the blue-chip
market, and enhance the intrinsic power of
the blue-chip market. n
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s the SM Group’s expansion program goes into
high gear, the Board of Directors ensures that
the underlying ethical culture across all core

business units of the Group are deepened and aligned

with best practice. It is our belief that an ethical business
environment makes good business sense by sustaining
our success and earns public trust for the long term.
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Therefore, the consistency and resolve in the way the

What should be the role of the
Philippine Corporates in helping
eradicate corruption in the country.
country?

What should the public and
private sectors to do address the
governance issues in our society.
society?

Company undertakes its business vis-a-vis its core values
of integrity, hard work, honesty and prudence need to be
revisited every five years.
In this regard, the Board, together with Management,
undertook a review of the existing Code of Ethics and
approved an expanded version in November 2013. The
result is a more comprehensive framework in the way the
SM Group should deal with all its stakeholders, namely, its
investors, creditors, customers, employees, contractors,
regulators, suppliers and the general public that it serves.
As stipulated in the Code, the stakeholders should also
align their dealings with SM consistent with the Code.

The Code further highlights the following:
• Compliance with laws and regulations in all jurisdictions, both local and abroad, wherever SM conducts business
• Importance of a reinforced Insider Trading Policy
• Ethical practices as applied to
– the Company’s support for diversification and
non-discrimination

The Board has tasked Management through the Human
Resource Department, with the support of the Corporate
Governance Department, to provide an effective roll-out
program of the expanded Code of Ethics in all levels of the

– respect for privacy and confidentiality

organization. The status of the roll-out and its effectiveness

– non-acceptable behavior that degrades the respect for human dignity

Committee.

will be reported to the Audit and Risk Management

• Avoiding Conflict of Interest, including occasions
that would give rise to mere perception

Our commitment to nurturing and embedding the Code of

• Process in escalating and processing violations of
the Code

for its continued growth and success is our way of thanking

Ethics in the way we think, speak and execute things in SM
all who have been part of SM’s journey.
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World Bank:
Pension Reforms Needed in
Emerging Europe and Central Asia
to Protect Future Generations
Countries struggle to meet pension needs of their aging populations

T

he profound effects of aging populations and a shrinking labor force on
overstretched state pension schemes in
emerging Europe and Central Asian countries demand significant reforms, says the
World Bank’s new report The Inverting Pyramid: Pension Systems Facing Demographic Challenges in Europe and Central Asia. If bold pension reforms are not made, it will be today’s
young and the elderly poor who will suffer
the most from the inability of state pension
systems to ensure basic income protection
in old-age. Failing to act today raises equity
concerns for the next generation as it would
likely result in future pension benefits cuts
and these would hurt the poor more than

the rich, according to the report.
The report, launched today in
Brussels at a conference hosted by
the European Commission and
the World Bank, finds that most
pension systems have already
reached “maturity,” with little
possibility to expand the number
of contributors due to a stagnant
and declining working-age population. The declining workingage population is causing the
traditional population pyramid –
with a few elderly at the top and
larger numbers of working-age
populations at the bottom – to

===
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Right now,
countries
often limit
pensions to
those who have
contributed, and
link the benefits
they receive to
what they have
paid in
===
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invert, with smaller working-age
populations now at the bottom
and larger numbers of pensioners toward the top.
“The countries of emerging
Europe and Central Asia have
been some of the most active reformers in the world, adopting a
number of new pension designs,
such as point systems in Serbia
and Croatia, notional accounts
in Latvia and Poland, universal
benefits in Georgia, Kazakhstan,
and Kosovo, and individual savings accounts in Estonia, Romania, F.Y.R. Macedonia, and

the Russian Federation,” said World Bank
Vice President for Europe and Central Asia,
Laura Tuck. “However, many of these reforms have not been sufficient for pension
systems to sustain adequate benefit levels
in the face of deep demographic changes.
Moreover, some of these reforms have been
reversed in the face of short-term fiscal
pressures.”
The report states that transition countries of Europe and Central Asia, including
Turkey, have made big efforts in the past 20
years to reform their pension systems in order to align them with the new social and
economic realities of market economies.
However, with the high economic growth
of the mid-2000s, some countries increased
the generosity of pension benefits in light
of their higher revenues. The financial crisis
left these countries with reduced revenues
and higher pension benefits, which led to
pension reforms reversals. For instance,
some countries undid the individual savings
accounts to help fill their revenue shortfalls,
but at the risk of further compromising the
sustainability and adequacy of pensions in
the long run.
“Pension systems can no longer promise
to provide ever more generous benefits to
the ever-increasing number of pensioners.
Increases in life expectancy, sharp declines
in fertility, and increasing emigration have
contributed to compromise the affordability of many pension systems,” said World
Bank Vice President for Poverty Reduction
and Economic Management, Ana Revenga,
in her opening remarks at the event. “The
report examines a range of solutions and
concludes that the public pension system
will have to prioritize the provision of basic
pensions, coupled with measures to encourage longer working lives and individual own
savings.”
Reforms need to ensure that the elderly
do not fall in poverty by providing a minimum pension benefit. This has implications
for the way pensions are currently financed.
“Changing the financing mechanism
for old-age security has implications for
who gets benefits and how much they get,”
said Anita Schwarz, a Lead Economist in
the World Bank’s Europe and Central Asia
region, and one of the principal authors of
the report. “Right now, countries often limit pensions to those who have contributed,

While both additional revenue and
and link the benefits they receive to what
increased labor force can contribute to
they have paid in. But all elderly need some
mitigate short-term adverse impacts of unform of old-age income support to mainavoidable pension reforms, the long-term
tain a dignified living standard. This raises
solution might lie in adjusting the generosthe need to look for financing sources other
ity of pension systems so that retirement inthan labor taxes.”
come covers only the period when individuThe report examines two potential soals can no longer work, typically the last 15
lutions to face the demographic challenges
years of life. This is what was afforded to reto pension systems: generating additional
tirees in the 1970s, compared to an average
fiscal revenue to cover pension deficits, and
of 18 years of retirement for men and 23.5
increasing the number of contributors to
years for women in many countries today.
the system. However, countries in the reRaising retirement ages and
gion tend to already have high
encouraging and supporting inditax burdens, especially on labor,
===
===
viduals to work longer would go
leaving them little scope for generating additional revenue to adOne of the more a long way toward enabling pendress pension deficits. Moving striking findings sion systems to provide for basic
old-age income and be more fiaway from labor taxation as the
in the report is
nancially sustainable. Measures
financing source for old-age secuthat expanding
to encourage older workers to
rity and toward consumption and
the number of
continue working include:
property taxes might help genercontributors
• providing options for gradate some additional revenue, but
by bringing
ual retirement, for example, by
even there the scope is limited in
in informal
allowing older people to work
most countries.
workers or the
part-time while collecting a parExpanding the number of
growing influx
tial pension;
contributors is not a panacea
of immigrants
• adopting small adjustments
either. In most of the countries
===
===
to the workplace, such as putin emerging Europe and Centing magnification on computer
tral Asia, most prime-age adults,
screens and providing ergonomic chairs, to
those aged 35-44, are already working. The
raise the overall productivity and comfort
space to expand the labor force lies in the
level of older workers; and
older populations, fewer of whom are work• investing more effectively in training
ing when compared to other regions of the
at older ages by rethinking adult education,
world. Moreover, expanding the base of
training, and lifelong learning systems to
contributors can only ease or delay needed
make them a better fit for aging brains.
reforms of pension systems if the relationFinally, fiscal pressures are leading
ship between contributions and benefit accountries to increasingly limit their alcrual remains fundamentally flawed.
ready-overstretched pension spending by
“One of the more striking findings in
fostering private pension provision and inthe report is that expanding the number of
dividual long-term savings plans. Savings
contributors by bringing in informal workallow workers to have additional retirement
ers or the growing influx of immigrants
resources available. Measures such as auhelps the pension system in the short-run
tomatic enrollment in savings schemes can
when it receives additional revenue, but
induce workers to fill any gap in retirement
makes things worse in the long-run when
income with their own savings.
pension benefits have to be paid to even
There are no one-size-fits-all solutions.
more retirees,” said Omar Arias, a Lead
Regardless of the path chosen, countries
Economist in the World Bank’s Europe and
need to begin a social dialogue on what apCentral Asia region, and a principal coproach is best suited in each country conauthor of the report. “Formalization and
text to preserve the ability of pension sysimmigration might help buy time for govtems to provide basic income protection in
ernments to make the needed adjustments
old-age for today’s young and the less wellto pension systems, but neither of them will
off elderly in the face of their demographic
achieve the twin objectives of adequacy and
challenges. n
sustainability of pensions in the long-run.”
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Combating global corruption:
More crucial than ever
The world will not be destroyed by those who do evil, but by those who watch them without doing anything

By
Angel Gurría,
OECD
Secretary-General

Keynote Remarks by Angel Gurría, OECD
Secretary-General, delivered at Chatham House
Conference on “Treaties and Conventions: From
Agreement to Implementation”

W

e are talking about one of the biggest systemic threats of the 21st
century, and it has to be combated with all
our strength and all our intelligence, with
the help of effective international agreements, treaties and conventions. Combating corruption has become one of the top
priorities for the OECD and I am therefore delighted to open this Conference. I
thank Chatham House for this opportunity.
Nothing like a Big Crisis to
Combat Corruption
Let me start by pointing to a major wakeup call in the fight against corruption: the
crisis. One of the most important revelations of this crisis is that there is an urgent
need to build a stronger, more transparent
and better coordinated regulatory framework for the global economy. All participants in economic transactions need to
develop, together, a set of common rules:
on tax evasion, public procurement, due
diligence, corporate governance, conflict
of interest, lobbying, bribery, among others. And we need a joint effort to imple-

ment and keep updating these rules
anti-corruption tools, reinforces their
implementation, improves co-ordination
through effective and inclusive multilatamong relevant players and monitors
eral cooperation.
progress towards integrity. But let me foThe OECD has been intensifying its
cus in more depth on one of the fields in
work to help countries build and implewhich we have developed more expertise
ment these new frameworks and rules in
and global clout: the fight against intera wide spectrum of policy areas, with an
national bribery, where the OECD Conarsenal of ‘soft laws’, benchmarks, studvention on Combating Bribery of Foreign
ies and peer pressure mechanisms. Let me
Public Officials in International Business
mention a few examples.
Transactions has become a global referOur work on Base Erosion Profit
ence.
Shifting (BEPS) is providing governments
with new domestic and international tools
to fight tax avoidance. Our Guidelines for
The OECD Ant-Bribery ConvenMultinational Enterprises provide voluntion: Evolution (and Revolution!)
tary principles and standards for responsiIt is very difficult to calculate the exact
ble business conduct to 45 signatory councost of corruption, but some have estitries. Our Principles for Transparency and
mated that every year close to $1 trillion
Integrity in Lobbying, are helpdollars pollute our systems and
ing to improve governance and
go to waste in bribes, generating
===
===
accountability in an increasingly
a cascade of negative synergies
important activity.
for our economies, but most imOur Principles
One of the major legacies
portantly, for the life prospects
for Enhancing
of this crisis is the erosion of
of our people.
Integrity
public trust in our governments.
Not so long ago, this pracin Public
According to our Government
tice was still considered part of
Procurement
at a Glance 2013 study, confidoing business. In many counare helping
dence in national governments
tries, bribes were still treated
governments
in OECD countries now stands
as a tax deductible expense.
promote
at a record low level of 40%. We
Fortunately, after years of hard
transparency,
are also helping countries recovwork, the OECD Anti-Bribery
good
er that trust. Our Principles for
Convention was promulgated
management,
Enhancing Integrity in Public
and entered into force in Februmonitoring and
Procurement are helping gov- accountability in ary of 1999, becoming the first
ernments promote transparency,
legally-binding international inthese processes
good management, monitoring
strument to focus exclusively on
===
===
and accountability in these proactive bribery in business transcesses. We are also helping to reactions.
duce the risk of capturing of politicians by
The Convention’s rigorous peer repromoting more stringent and transparent
view mechanism, the OECD Working
rules for financing of political campaigns.
Group on Bribery, has been referred to as
We also launched a CleanGovBiz inithe ‘gold standard’ by Transparency Intertiative, which draws together the OECD’s
national. The Group currently counts 41
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ecute a foreign bribery case. And a nummember countries – the 34 OECD member of emerging economies have not yet
ber states plus Argentina, Brazil, Bulgaria,
criminalised foreign bribery in spite of the
Colombia, Latvia, Russia and South Afvarious international obligations to which
rica. There are still some key players missthey have subscribed.
ing, such as China, India, Indonesia and
Our own countries do not always apSaudi Arabia. But we are committed to
pear to be totally coherent. Political leadconvince them to join this fight.
ers may be tempted to defend
Many countries have made
their national companies even
radical changes to their laws
===
===
when such companies are susand institutions to comply with
pected or even found guilty of
the Convention. Governments
The world will
had to make it a crime for their not be destroyed corruption. Recent cases show
state owned or state controlled
nationals and their companies
by those who
enterprises can indulge in imto pay bribes to public officials
do evil, but
proper behaviour as much as
abroad in order to win business.
by those who
privately owned companies. And
This has been achieved by all
watch them
law enforcement authorities do
member countries, with one of
without doing
not always share information to
the most recent examples here
anything
assist their counterparts in interin the UK, through the UK
national investigations.
Bribery Act, which entered into
===
===
Businesses also need to take
force in 2011, following rigorous
a closer look in the mirror. The
and repeated OECD reviews.
overwhelming majority of cases concludThe Convention has helped governed to date have involved systemic corrupments to enforce anti-bribery laws and
tion across international operations of
secure convictions. Between 1999 and
major Multinational Enterprises (MNEs).
December 2012, 221 individuals and 90
This lies at the heart of the unprecedented
companies were sanctioned for foreign
crisis of trust that our countries are facbribery in 13 countries; the record fine for
ing. Corporations need to stop bribing
a foreign bribery case was imposed against
public officials to recover public trust and
Siemens and, to date, the company has
legitimacy, but most importantly, to allow
incurred around 1.8 billion euros in total
markets to work; governments provide
sanctions, across four jurisdictions, and
good public services; and economies to incriminal proceedings continue; we also
crease their competitiveness. But how do
know of 320 ongoing investigations into
we achieve all this?
alleged acts of foreign bribery in 24 Parties to the Convention.
The Way Forward:
Today there are six other multilateral
Advancing in Several Fronts
anti-corruption conventions. And there
We need to move ahead in several fronts.
is an increasing number of mechanisms
First and foremost, all major economic
in place to facilitate co-operation among
players must be part of the effort. It is
law enforcement authorities, including
imperative that all G20 countries become
the biannual informal meetings of law enParties to the OECD Anti-Bribery Conforcement authorities at the OECD. Antivention. We also need to be consistent in
bribery has now become a key priority for
terms of enforcement; and for that to hapa number of international institutions.
pen, law enforcement authorities need to
Now there is even a dedicated G20 Antihave sufficient independence and financial
Bribery Working Group. These are very
and human resources.
important achievements.
In addition, the playing field must be
levelled both on the supply side and the
However, There is Still a Long
demand side of transnational corruption.
Road Ahead
Cases in which a company and/or an inIn spite of this remarkable progress,
dividual are punished for having bribed a
many challenges still persist. Over half
foreign public official must be accompathe Working Group on Bribery member
nied by the investigation and prosecution
countries have yet to successfully pros-
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of the foreign public official in question.
We also must become more sophisticated in our analysis of the drivers and
methods of corruption. Professionals like
lawyers, accountants and auditors need to
be much more aware of the risks they face
when advising in international business
transactions. Ratings agencies should include corruption risks in their analysis of
companies (as far as I know only one has
done so - Fitch).
Official development assistance and
export credit agencies should also minimise the risks of corruption. Investment Funds and Sovereign Wealth Funds
should also take “gross corruption” risks
into account. NGOs should also keep the
pressure.
Last but not least, International Organisations need to establish a common
vision and a common agenda on the way
forward. The OECD will keep working
hard to strengthen and broaden its work
on anti-corruption. We will keep bringing
the stakeholders together to inclusive multilateral events, such as the second OECD
Annual Integrity Week which will take
place in Paris in mid-March and to which
you are all invited.
I therefore take the opportunity of being here, at this platform for the improvement of the world, Chatham House, to
invite the leaders of the 41 member countries of the OECD Working Group on
Bribery to lead by example and to commit
to full implementation and enforcement of
the Convention. I also take this chance to
announce that in 2014, on the occasion of
the 15th anniversary of the Convention,
I will seek the endorsement of our Ministers of a high level political statement to
strengthen our anti-corruption efforts.
Our decisions, our agreements, our
treaties and conventions, but most of all,
our actions, can reduce the living space
for bribery and dishonesty. We can eradicate corruption. But for that we need a
collective response, a multilateral effort,
and a multidisciplinary programme. The
OECD is working on these lines, but we
need your help to succeed. Remember the
words of Albert Einstein: “The world will
not be destroyed by those who do evil, but
by those who watch them without doing
anything”. n
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The Biggest Risk
to Shareholder Value
If companies continue to ignore the pressing risks and neglect their duty to address the
holistic fraud picture there is no doubt that shareholder value will be in jeopardy

By
Chris Fordham
managing partner, Asia
Pacific, for fraud &
dispute services at Ernst
& Young

A

failure by most companies in Hong
Kong to address all areas of the corporate fraud picture is leaving many exposed to
what is potentially one of the most damaging
types of fraud – institutional fraud.
Institutional fraud, also known as management fraud or “cooking the books,” has
the potential to significantly damage ongoing company performance and shareholder
value, and has led to the collapse of several
companies listed on the Hong Kong Stock Exchange in recent years.
Yet despite the widespread adverse impact institutional fraud can have on a company’s ability to survive in today’s challenging
economic conditions, the detrimental impact
of this type of fraud is only now starting to
come under increased scrutiny as more cases
come to light.
Senior management is generally well
aware of the risks and controls needed to
protect the company against internal and
external fraud. For example, most companies have introduced systems and controls
to prevent or detect a situation where employees commit fraud against the company
for their own gain. Companies understand
that such instances could potentially bring
about financial loss and reputational damage to the company. The same can be said
about external fraud, where a third party
colludes with employees of a company for

global market, placing its shareholders, busimonetary or commercial gain.
ness partners, employees and senior manageHowever, one of the most common overment at risk.
sights by senior management is in protecting
So if these incidents can happen in the
the company from the occurrence of instituUS, can they happen in Hong Kong? Yes and
tional fraud, which includes misrepresentation
they already have, as too many companies
of the financial performance of companies.
are failing to look at the big picture when it
This exposure can perhaps be attributed to
comes to fraud. And it seems that it is often
the fact that those responsible for the design
the challenges and costs involved in developand implementation of the anti-fraud frameing a robust anti-fraud framework that are
work could very well be the same individuals
deterring companies from implementing such
who could damage the company’s shareholdprograms. But this has to change. Companies
er value.
need to think beyond the challenges and costs
Part of addressing this involves compaand consider how they can use a strong ethical
nies ensuring that a complete fraud risk asculture to differentiate themselves from their
sessment is undertaken, with significant input
competitors and appeal to investors.
from the independent directors, as part of the
Rolling out a robust and effective ancreation and maintenance of their anti-fraud
ti-bribery and anti-corruption
framework and controls. This is
(ABAC) program
one of the steps that companies
===
===
Management teams should encould adopt to mitigate the occursure that a risk assessment policy is
rences of institutional fraud – a step
Companies
in place – with oversight from dithat we are not seeing enough of in
understand that
rectors – hence ensuring the impleHong Kong.
such instances
In May last year, the US Rand could potentially mentation of robust and effective
ABAC programs. However, poliCentre for Corporate Ethics and
bring about
cies alone act only as a deterrent. A
Governance released a report that
financial loss
focused on delivering analysis and and reputational more sustainable solution requires
constant communication and edurecommendations from a broad
damage to the
cation to all levels of the company;
range of compliance experts, proscompany
ranging from written codes of ethecutors, judges, accountants and
===
===
ics and disciplinary procedures to
government officials. One of the
whistleblowing schemes and how
key findings of the report was that,
reporting is escalated.
since 2002, the US Department of Justice has
Beyond policies, communication and edconvicted 200 CEOs, 120 VPs and 53 CFOs
ucation, companies can exploit technology to
of criminal misconduct. Another survey refdetect and mitigate fraud. However, although
erenced in the same report suggested that in
businesses are collecting and generating large
more than four out of five incidents of corpovolumes of data, this valuable “big data” inrate fraud studied, the senior managers either
formation is in many instances not being used
knew about it or were the ones who commiteffectively to mitigate risk. Many companies’
ted it.
compliance functions simply lack the experWhilst the examples highlighted refer to
tise or technology to leverage a large number
incidents in the US, the report reinforces how
of data sources.
the issue has pervaded the largest developed

In EY’s Asia-Pacific Fraud Survey Report Series 2013, Building a more ethical
business environment, the majority surveyed
(78%) agreed that using technology to examine all transactions across the company
would result in better fraud detection and
more effective prevention of bribery and
corruption. Despite this, only 53% of respondents indicated that their companies
use technology to such monitor.
To prepare for tomorrow’s challenges,
companies should combine the data from various systems so that the management teams
can recycle very simple transactional data that
may not mean anything on its own, into business intelligence. More importantly, this will
allow the internal audit and compliance teams
to focus on potentially anomalous transactions and enhance their focus of reviews in
times where costs are heavily scrutinized. For
instance, technology can be used to uncover
potential conflicts of interest in procurement
by checking addresses and telephone numbers
within vendor lists with Human Resources
files swiftly. In addition, data analytical review
of all expense or travel claims, which are common ways of hiding bribes and kickbacks, can
establish if there are any fraudulent intentions
in the claims for reimbursement.

proof of Hong Kong’s rightful
While there is a definite busi===
===
place on the international financial
ness need to implement these
stage. Companies need to play their
ABAC policies, framework and
It only takes a
part in building trust about their
tools to maintain competitive edge,
few companies
operations and enhancing sharethe increased attention by regulato take the first
holder confidence. If companies
tors mean that we are continuing
steps towards
in Hong Kong are serious about
to witness the wide reaching enmore robust
demonstrating how they protect
forcement of the Foreign Corrupt
compliance
shareholder value, they need to
Practices Act (FCPA) and the UK
and others will
implement broad based anti-fraud
Bribery Act. These two acts mean
follow
programs that address all three
that companies need to take proac===
===
different types of fraud: including
tive measures, such as conducting a
internal, external and institutional.
complete fraud assessment together
If companies continue to ignore the
with a comprehensive anti-fraud program to
pressing risks and neglect their duty to address
ensure they don’t become unstuck should they
the holistic fraud picture there is no doubt that
be impacted by the FCPA or UK Bribery Act.
shareholder value will be in jeopardy. It only
In October of this year we saw Hong
takes a few companies to take the first steps
Kong Exchanges and Clearing implement
towards more robust compliance and others
stricter rules for companies listing in Hong
will follow. Let’s see if next year is the year that
Kong. In addition, the Financial Services
companies operating in Hong Kong set the
Development Council recently announced
standard for Asia when it comes to managing
it is continuing to seek ways to improve the
risk and ensuring shareholder value. n
city’s financial markets. Both these measures
are signs that indicate Hong Kong’s regulators
and business community want to stand out
This article summarizes complex issues and is not intended
from other financial markets – demonstrating
to be a substitute for detailed research or the exercise of professional
they want to create a robust, forward-looking
judgment. Neither the author nor the global EY organization or
business market.
any of its member firms can accept responsibility for loss to any
But these measures in isolation are not
person relying on this article.
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