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011 was another watershed year for corporate governance in Asia . The string
of accounting-related frauds and scandals at the overseas listed Chinese companies
unraveled, which resulted in significant losses among investors that included even
the most savvy hedge funds and private equity firms. This was, indeed, unfortunate
as many other Chinese companies are taking the right steps to bring their corporate
governance practices into the highest international standards
So it appears that while the standards of corporate governance around the world
continue to evolve, we still need to do a lot of catch-up in terms of getting rid the
rouge corporate behaviour in this part of the world in order to maintain our standing
as a favoured investment destination.
What is heartening to know is that several jurisdictions across Asia are not
distracted at all by these setbacks as they continue to push for corporate governance
reforms. The Corporate Governance Council of Singapore, for instance, has carried
out a comprehensive review of the Code of Corporate Governance in what could
be a major shake-up on the existing standards and practices in order to restore and
enhance investor confidence in the city state’s stock market.
China itself, through the China Securities Regulatory Commission, has gotten into
the act and has modified the rules on information disclosures process for publiclylisted companies to strengthen their corporate governance standards. This comes
as China continues to attract massive capital from overseas investors despite the
problems and concerns about the future growth direction of its economy.
At a time when the global economy is facing extreme volatility amid the
continuing problems pose by the Eurozone sovereign debt crisis, it is important
that the board of directors and the senior management of the companies remain
steadfast in ensuring that their corporate practices are above board. Corporate
governance should remain a major topic of discussions and at the forefront of their
deliberations.
In the meantime, rest assured that we, the advocates of good corporate
governance in Asia, are always ready to do our share to make this region a much
better place to invest and to do business.
Aldrin Monsod
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The journey continues

major suppliers and clients. The CSRC
n the words of Tan Sri Abdul Halim
“Upholding high corporate
also called on the listed companies to
Ali, corporate governance is a journey, not
divulge the pay levels of their top mana destination. The chairman of the Minority
governance standards requires the
agement teams.
Shareholder Watchdog Group (MSWG) in
continuous efforts of all the stakeIn addition, the companies should
Malaysia says it requires continuous monitorholders, including the authorities,
report their involvement in non-core
ing and periodic adjustments and enhancebusinesses such as investment in finanments to ensure that international corporate industry and shareholders”
cial derivatives made with ‘idle funds”,
governance standards and best practices are
which may pose major risks to the
adhered to.
companies’ financial health.
And this exactly is what’s happening in several jurisdictions
Singapore, which is already touted to have one of the best
across the region. In an effort to ensure that their prevailing
corporate governance standards in the region, continues to enmarket environment is conducive and attractive to investors and
hance the prevailing practices further, underpinned in some ways
made the list as preferred destination for investment capital,
by the issues facing some of the so-called S-chip companies, or
their respective regulators continue to enhance their standards of
Chinese companies listed at the Singapore Exchange, on alleged
corporate governance.
accounting irregularities.
This comes even as new corporate scandals are resonating
In November 2011, the Corporate Governance Council,
in the market. The fraud at the international optical equipment
which was set up in February 2010 by the Monetary Authority
manufacturer Olympus Corporation has negatively impacted on
of Singapore (MAS) to promote the high standards of corporate
the investment community and has raised concern about the
governance in companies listed in Singapore , has submitted
strength of corporate governance in Japan . The issues surroundits recommendations on the proposed revisions to the Code of
ing a number of overseas listed Chinese companies are still fresh
Corporate Governance to the MAS for consideration.
and have yet to be resolved, yet new infractions are creeping out
In doing so, the council notes the role of corporate goverof the closest that make investors very worried.
nance as a cornerstone of a well-functioning capital markets.
The Olympus case has renewed calls for a global set of
“Upholding high corporate governance standards requires the
standards for the auditing industry. There are suggestions for
continuous efforts of all the stakeholders, including the authorimore coordinated regulatory oversight as the auditing firms have
ties, industry and shareholders,” says the council chairman
found themselves caught between regulators wanting different
Chan Heng Loon Alan, who is also the CEO of Singapore Press
rules and standards.
Holdings.
But the good thing is Asia is not backing out to the chalFor more than a year, the council had carried out a comlenge. China itself is stepping up its efforts to improve its
prehensive review of the code, taking into consideration the
corporate governance practices as demonstrated by the tighter
corporate governance developments in other leading jurisdictions
rules on disclosure announced by the China Securities Regulatory
and feedback that it received from various stakeholders. The final
Commission (CSRC) at the end of December last year.
proposals are made in areas of director independence, board
The commission has modified the rules on the information
composition, director training, multiple directorships, alternate
process for listed companies in a bid to improve their corporate
directors, remuneration practices and disclosure, risk managebehaviour and provide more reference points for investors. The
ment, and shareholder rights and roles.
regulator has called for comprehensive and precise summaries
To facilitate compliance with the revised code, the council
in coming out with the companies annual reports, in addition
has recommended that a transition period be introduced such
to the greater disclosure of non-financial information for the
that the code would only take effect for companies in respect of
convenience of the regular investors.
annual reports relating to financial years commencing from July 1
Non-financial information usually accounts for only 20%
2012 onwards.
of the contents of an annual report. This information includes
One of the key proposals includes a stronger definition of
production and sales volumes, stocks, market share and data on
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SHKP’s ICC and IFC standing on opposite shores form a magnificent gateway to Victoria Harbour

S P O N S O R E D

S E C T I O N

Premium brand – Solid foundations
Recognised brand and reputation for quality set Sun Hung Kai Properties apart

S

ternational Commerce Centre (ICC), is the tallest building in Hong
un Hung Kai Properties (SHKP) is one of the largest property
Kong spanning Vicotoria Harbour. It depicts the dazzling image
companies in Asia. It has a well-established corporate brand
of the Victoria Harbour Gateway together with the International
and has gained a world-renowned reputation for its top-quality
Finance Centre (IFC), which is also one of the company’s finest dedevelopments.
velopments. The company owns one of the biggest shopping centre
The company’s core business is property development for sale
networks in Hong Kong with malls strategically situated near to staand investment. It has a balanced income profile based primarily
tions of the Mass Transit Railway, which helps them benefit from the
on residential sales and commercial rentals. SHKP possesses a large
high visitors flows.
land bank for future business development. An important part of
In addition, SHKP continues to adopt a selective and focused
its prudent financial policies is to maintain abundant liquidity and
approach to invest in prime cities of the Mainland. The Shanghai
low gearing. The company has always received high credit ratings
IFC, comprising grade-A office space, a deluxe shopping mall as well
from Moody’s and Standard & Poor’s. Apart from its complemenas a 5-star hotel, is a stunning new integrated complex wholly owned
tary operations in the property related businesses including hotels,
by the company. The Shanghai ICC, another large integrated profinancial services, insurance and property management, SHKP also
ject of SHKP, located in the busiest commercial area of Puxi, is easily
has investments in telecommunications, information technology,
recognised thanks to its innovative design that incorporates both the
transportation, infrastructure and logistics. These investments prolocal metropolitan characteristics and many sustainability features.
vide growing recurrent income to the company.
SHKP is a good corporate citizen and dedicates its efforts to the
Good corporate governance has long been a cornerstone of
community, the environment, education and charity. The company
SHKP’s business philosophy. Managed by seasoned professionplaces great emphasis on environmental protection and adheres to
als who collectively formulate strategies to drive business forward
green principles in all aspects of its business, from planning and defor the best interests of the company, shareholders and employees,
sign to material sourcing, construction, landscaping and property
SHKP has received numerous international accolades over the years,
management.
which are the best testimony to its high standards of management
SHKP is confidently looking forward to a bright future with its
and effective accountability mechanisms.
commitment to quality and service. Vice chairman and managing
SHKP believes in “building homes with heart”, therefore it
director Raymond Kwok says: “It takes vision to build a successful
always puts customers first and strives for excellence in building
company and dedication to make it thrive. Our vision is to crepremium properties, and it also continues to aim at staying innovaate quality developments that reflect our commitment to excellence.
tive. Hence, its reputation for quality is highly trusted by customers.
SHKP is poised to capitalise on opportunities
SHKP is dedicated to building first-class develto grow and solidify our leading position.”
opments in Hong Kong and on the Mainland.
SHKP’s shares are listed on the Stock ExSHKP is optimistic about the long-term
change of Hong Kong and are traded over the
prospects for Hong Kong and the Mainland.
Email: ir@shkp.com
counter in the United States in the form of
It has built some defining landmarks in Hong
www.shkp.com
American Depositary Receipts. n
Kong. SHKP’s latest jewel in the crown, the In-
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further provide that the chairperson of the
independent directors, which is designed to
corporate governance committee be an
prevent directors retaining their independent “The CRO shall have a direct
independent director.
status if they have links to significant share- access to the board of directors
And to ensure that the systems for
holders. The council says there were divided
and the risk oversight committee checks and balances remain effective, the
views among the companies, corporate
guidelines require non-executive board
leaders and corporate governance advocates without any impediments”
members to conduct regular meetings
on this issue.
with the external auditor and heads of the
It notes the objections raised against this
internal audit, compliance and risk management functions. In
proposal is premised on two main arguments – one based on
addition, the guidelines required universal/commercial banks
principle that the interests of substantial shareholders are aligned
to appoint a chief risk officer (CRO) and clarified the reporting
with those of the company and any potential abuse should be
line for said position. The CRO shall have a direct access to the
addressed through other measures, and one based on practicalboard of directors and the risk oversight committee without any
ity, that the proposal will cause companies to lose valuable talent
impediments.
on their boards.
The new SEC rules on the term limits for independent
The council wants to introduce a three-year cooling period
directors took effect on January 2 2012 and cover publicly-listed
in order to avoid conflicts of interests, which may arise from the
companies and mutual fund companies. The SEC decided to
directors’ past affiliation with the external organizations. It notes
limit an independent director’s appointment to five inter-related
that while the proposed provision could cause a director to be
firms. In all other cases not involving a conglomerate, however,
rendered non-independent by transactions occurring while he
a person can become an independent director in an unlimited
had no relationship with the organization, a director’s involvenumber of companies. An initial recommendation to cap an
ment in the deliberations relating to the transactions could not
independent director’s membership to six firms, inter-related or
entirely ruled out.
not, was dropped due to concern from the industries.
Over in the Philippines, the policy-making body of the
Independent directors, meanwhile, can serve for up to
country’s central bank approved in January this year the revised
five consecutive years after which a two-year “cooling off”
guidelines strengthening its governance standards for supervised
period will apply before he or she can be re-elected. During
financial institutions as part of its continuing efforts to implement
the cooling off period, the person concerned should have not
corporate governance reforms in the financial industry.
engaged in any activity that under the existing rules disqualiThe guidelines are largely patterned after the Basel commitfies a person from being elected as an independent director in
tee on banking supervision paper titled “Principles for Enhancing
the same company.
Corporate Governance”, which was issued following the global
Meanwhile, the MSWG says the corporate governance score
financial crisis in 2007.
of Malaysian publicly-listed companies saw a slightly improveThe guidelines emphasized the need for the board of direcment in 2011 from the previous year based on its Malaysian
tors of the financial institutions to enhance its ability to exercise
Corporate Governance Index. This demonstrates the compaobjective judgments and to ensure that there is a strong system
nies’ progress in advancing the corporate governance yardstick
for checks and balances in the entity. Towards this end, measures
and their recognition of the importance of implementing high
are introduced covering specific areas such as board composition,
corporate governance standards and best practices within their
independent director requirements, membership in board comrespective companies.
mittees and the board’s specific duties and responsibilities.
Bursa Malaysia , for its part, has increased its regulatory
The supervised entities are advised to select members of the
enforcement in the form of public reprimands and/or fines issued
board from a broad pool of candidates and to have sufficient
to erring companies and company directors. It has also stepped
number of non-executive members in the board. They are
up its monitoring of unusual trading activity that might adversely
encouraged to appoint a chairperson who is a non-executive,
impact the marketplace and has issued queries to publicly-listed
whenever possible.
companies in response to such activity.
The guidelines raised the requirement on the minimum
In 2011, the Securities Commission of Malaysia spearheaded
number of independent directors from two to having at least
the development of a standardized scorecard to rank publicly-list20%, but not less than two. It also adopted the term limits for ined companies on corporate governance for adoption by ASEAN
dependent directors as prescribed by the Securities and Exchange
countries. This initiative, under the ASEAN Capital Market Forum
Commission (SEC) for public and listed companies.
funded by the Asian Development Bank, was designed at raising
The guidelines explicitly prohibit the CEO, chief financial ofthe corporate governance standards and practices in ASEAN and
ficer and/or treasurer from being part of the audit committee in
enhancing the visibility and investment profile of quality ASEAN
order to prevent personnel holding said positions from exercising
publicly-listed firms internationally. n
undue influence on the decision of the said committee. They
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Sustainability:

Taking Corporate Governance
a step further
“The zealous pursuit of profits
by financial intermediaries in
order to maximise gains for
themselves led to the failure
in the application of the spirit
of well founded principles and
best practices of governance”

I

am very pleased to be here this afternoon at the 3rd SC-Bursa Corporate Governance Week. The CG
week has been the platform for both
the SC and Bursa to discuss emerging
issues, showcase new developments
and provoke thought leadership in the
area of corporate governance. I am
particularly pleased that the CG week
has over the years matured in breadth
and depth, and addresses issues of regional and global significance.
The success of events such as the
CG week is dependent on the support
and interests of like-minded participants who not only engage in meaningful dialogue and discussion, but
who are also genuinely committed to
the overall CG agenda. In this regard,
I would like to thank all speakers and
participants for graciously taking time
off from your busy schedules and for
accepting our invitation to share your
thoughts and views at this event.
Although more than three years
have passed since the start of the
global financial crisis, there remains little indication of a more enduring exit.

The structural headwinds to growth
in advanced economies still remain
and financial markets continue to be
challenged. Asia and ASEAN have not
been isolated from the spillover effects
of the current economic uncertainty
and the associated risks of integration
of our markets with the global financial system.
Global financial crisis and
corporate covernance
The global financial crisis amply demonstrated the consequences of the

Tan Sri Zarinah Anwar: three years
have passed since the start of the global
financial crisis, there remains little
indication of a more enduring exit.
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disconnect between governance and
strategy on the long term sustainability of business. The report of the OECD
Steering Group on Corporate Governance in 2009, attributed the crisis to
a large extent to failures and weaknesses in governance arrangements
which had failed to serve the purpose
of safeguarding against excessive risk
taking by financial institutions.
The Board responsibility for risk
management had not been discharged
adequately, made worse by incentive
systems that encouraged and rewarded high levels of risk taking. In certain
cases, boards had approved the strategy but failed to establish appropriate
measures by which to monitor implementation. The zealous pursuit of profits by financial intermediaries in order
to maximise gains for themselves led
to the failure in the application of the
spirit of well founded principles and
best practices of governance.
But, I believe, a positive outcome
from the crisis is the realisation that
followed, of the need to review corporate governance standards especially
in terms of shortcomings in risk management practices and incentive structures as well as the responsibility of
boards for oversight, and where such
responsibility might have failed. Indeed there has been renewed appreciation that governance and sustainability are inextricably linked. A new vision
for business is emerging - one where
a set of core values, encompassing environmental, social and governance issues as well as accountability towards

c G m A L AYs i A
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shareholders and other stakeholders
assumes greater importance.
The theme of our CG Week this
year - “Sustainability: Taking Corporate Governance a Step Further” is
therefore timely and appropriate.
CMP2 & the CG Blueprint
For the Malaysian capital market, this
theme follows through from the theme
of our 2nd Capital Market Masterplan
(CMP2), and the Corporate Governance Blueprint both of which were
launched earlier this year. The theme
of CMP2, “Growth with Governance”
amplifies our concern for ensuring the
existence of appropriate responses to
address issues with regard to the efficacy of markets in the aftermath of
the global financial crisis while facilitating the expansion of the role of the
capital market in driving growth and
innovation. One of the main strategies of the CMP2 is therefore aimed at
further raising corporate governance
standards and broadening stakeholder
participation in governance via the introduction of the CG Blueprint.
The CG Blueprint which sets out
the policies and strategic direction of
our new CG agenda contains a total
of 35 recommendations which will be
implemented over a five-year period.
The recommendations which will be
implemented through a new CG Code
and changes to the Listing Requirements will be effected in early 2012.
The Blueprint represents much
more than a document of mere legal
prescriptions. The major thrust of the
Blueprint is the development and promotion of a culture of good corporate
governance, addressing the key components of the corporate governance
ecosystem to strengthen self and market discipline. Moving forward, we
must make every effort to steer away
from the normative tendency to regard
corporate governance as a matter of
compliance with rules, to one that
more fittingly captures the essence of
good corporate governance; namely a

“The intense debate on
corporate governance standards and increased scrutiny
of business have already led to
changes in corporate culture
and philosophy”

deepening of the relationship of trust
among companies, stakeholders and
regulators.
Navigating and balancing the interests of numerous stakeholders is
challenging but essential to enhancing investor confidence and public
trust. The intense debate on corporate
governance standards and increased
scrutiny of business have already led
to changes in corporate culture and
philosophy. The most fundamental of
these changes has been the growing
recognition that shareholder value can
only be sustained where there is wellinformed strategic direction and engaged oversight that stretches beyond
short-term financial performance.
As we move forward we must
therefore redefine corporate governance with practices that prepare
companies to more comprehensively
address risks, by anticipating potentially adverse impacts on people and the
environment and managing tangible
and reputational risks. Such practices
can also generate wealth through an
increase in business opportunities and
broader access to markets. As such
businesses have to look beyond mere
financial stewardship as the means of
optimizing shareholder value.
New dimensions to
Board Governance
For companies today to operate successfully and sustain growth, the onus
falls on boards to incorporate these
new dimensions into their core decision making processes. Boards are responsible for ensuring that the compa-
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nies they govern remain competitive by
having in place a robust strategy that
focuses on sustainable value creation.
For this very reason our Blueprint recommends that boards formalise their
policies on sustainability and stakeholder management, and to warrant
accountability here, these policies must
be disclosed to the public.
It is essential therefore that the
boards themselves must first have a
comprehensive understanding of their
role and possess the necessary skills
and competence to discharge their
responsibilities effectively. In particular, issues such as the composition of
boards, their ‘independence’ and integrity, and how they learn to continuously improve the governance of the
company, influence the quality of their
decisions and actions.
The week before last, I was invited to speak at a CEO roundtable in
Europe, on the subject of corporate
governance. It was extremely instructive to hear the Chairmen and CEOs
of many top companies venture their
views and experiences on what makes
an effective Board. Speaking on having the right skills, one of the chairmen said that the board of his company (prior to him joining) had not
questioned the rationale for what later
turned out to be the wrong decision
to diversify beyond the company’s traditional business.
Neither did the board have the
context to ask the right questions.
Another said effective challenge at
boards can be impeded by an all toopowerful CEO who, in one company,
had been 15 years in office and did
not encourage question or debate
I don’t think these are unfamiliar
issues in our context. It will therefore
serve boards well to cultivate a culture and climate of robust and open
dialogue and encourage members to
speak up, challenge and ask questions before coming to a decision.
The chairmen and CEOs also felt that
it was important for board members

In addition, two public consultations are currently being undertaken to assess whether the chairman
should be an independent director
and whether we should mandate
poll voting for all resolutions at general meetings.

to be familiar with each other and
to have regular interaction with key
executives. Another felt that a substantive on-boarding program for
new board members is essential to
enable directors to have a good understanding of the company’s business and how it operates. These are
all practical guidance that can be
applied here.
Thus our CG Blueprint also provides for a more diverse board that
should have a wide range of skills,
competence and experience to ensure diversity of inputs, expertise
and perspectives in line with the direction and aspirations of the company. A balanced and diverse board
can be achieved if there is sufficient
focus on the recruitment and re-

KLCC

SC building

tention of the best people, including
women. The Blueprint expresses a goal
for women participation on boards
to reach 30% by 2016. Allow me to
add that demographic characteristics
of boards, in particular gender, does
make a difference.
A balanced board and diverse corporate leadership made up of both
capable men and women is important.
The CG Blueprint also proposes
the establishment of a director’s registry as an important enabler to provide a pool of qualified candidates,
including women, for directorship of

boards. I am indeed encouraged by the efforts
that have gone into creating this registry and I
look forward to seeing
it fufil its purpose of
matching the needs of
boards with candidates
who meet the profiles that
the boards require.
Given the central role of boards
and some of the concerns surrounding
boards, we have made a conscious effort in the CG Blueprint to address and
contextualize the issues, challenges and
gaps; for example recommending a cap
on the tenure of independent directors,
introducing annual “independence assessment” by the Nominating Committee, prescribing mandatory separation
of the role of the chairman and the
CEO, and for the Chairman to be a nonexecutive as well as mandating poll voting for related party transactions.
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Shareholders as responsible
owners
Corporate governance is a shared
responsibility and it is the obligation
of all participants to exercise greater
care and responsibility in promoting value creation and sustainability through mutually-reinforcing efforts. Be that as it may, one aspect
often overlooked in the governance
debate is that of the powers and responsibilities of ownership.
I believe that the sustainability
of business is to a significant extent
dependent on participatory governance on the part of all shareowners - retail and institutional alike.
Globally, the concept of “responsible
ownership” is gaining momentum,
premised on the belief that it is not
enough for investors to simply hold
shares. They must also play an active
role to promote good governance
practices in companies by adopting
a more long-term strategy to share
ownership.
Not unique to Malaysia, shareholders in emerging markets tend
to focus on short term gains and as
a result, they are often passive. That
being said, short termism is not limited to emerging markets, and is also
observed in developed markets; arguably more pervasive. Owing to rapid
advances in technology combined
with competition among trading venues, timelines of investment decisions
are far more compressed for example
when high frequency and algorithmic trading strategies are employed
to achieve short-term wealth creation
through maximisation of stock market
prices. This can lead to unintended
consequences.

c G m A L AYs i A
Short-term objectives can erode
value, and faith in companies and
businesses. There is a need for boards
and managers to focus on the long
term. The trend towards greater share
‘owner’ power as encapsulated in
the Blueprint must be accompanied
by greater investor and intermediary
responsibility. Institutional investors
wield substantial power that affects
the investing public.
The maturing of the institutional
investor community creates both opportunity and responsibility to promote the long-term health of companies and capital markets through
investment policies that empower and
encourage long-term value creation.
Encouragingly, institutional investors
in Malaysia have played a leading role
in this regard. What would be helpful
is for them to expand their investment
appraisal to include governance analysis that will help identify better governed companies.
Regional initiatives
Corporate Governance is a measured
and patient process that must be relevant and appropriate to each country’s
stage of development and culture.
Against this background, I should now
like to reflect on the role and the impact of corporate governance on sustainable development in the region.
The Asian corporate governance
agenda has come a long way and has
advanced significantly since the Asian
Financial Crisis more than a decade
ago. Given the major corporate governance failures which had exacerbated
the crisis, corporate governance reforms became an important driver of
change in the Asian economies.
Asian economies including Malaysia have since made determined
efforts to continuously improve corporate governance standards and practices. Increasingly domestic reform
efforts are now being supported and
complemented by regional initiatives.
The establishment of the ASEAN

“Given the nexus between
corporate governance and
the increasing mobility of
capital, corporate governance
frameworks must be credible,
well understood and adhere
to internationally accepted
principles”

Capital Markets Forum, a forum of securities regulators under the umbrella
of the ASEAN Finance Ministers established in 2004 provides ASEAN capital
market regulators with a platform to
work towards capital market integration and the observance of harmonised standards within the region. Numerous initiatives are being pursued
including one which is led by the SC
Malaysia - ASEAN CG Scorecard and
the CG Ranking of ASEAN PLCs.
This is a significant and challenging
initiative encompassing international
benchmarked practices and regional
CG descriptors and methodologies.
Its objective is to raise CG standards and practices of ASEAN PLCs,
and to showcase and enhance the
visibility as well as investability of well
governed ASEAN PLCs internationally
as part of efforts to promote ASEAN
as an asset class. We have advanced
considerably in this initiative, having
appointed the foremost proponents
and experts in CG from the region to
devise and assess the PLCs using the
scorecard, securing the endorsement
of the ACMF members, and having
validated the methodology and criteria with the OECD.
For the pilot year, the ASEAN CG
Scorecard will be used to rank the
top 30 public listed companies (PLCs)
in each of the participating countries,
Indonesia, Malaysia, Philippines, Singapore, Thailand and Vietnam. You will
hear more on this tomorrow from the
panel of regional CG experts who are
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instrumental in helping us establish the
scorecard and ranking methodology.
Given the nexus between corporate governance and the increasing
mobility of capital, corporate governance frameworks must be credible, well understood and adhere to
internationally accepted principles.
At the same time, it is also important
that these practices and principles are
contextualized to the operating and
business environment as well as the
level of maturity of the markets. This
is what we have tried to do with the
recommendations in our CG Blueprint
which we expect will translate into effective corporate governance practices
that will make our companies attractive investment propositions and enable the Malaysian capital market to
be distinguished by its high standards
of governance.
On that note I wish to thank
Bursa Malaysia once again for co-organising this event with the SC. I am
also deeply appreciative of the participation of many industry groups and
professional bodies in the CG Week.
Once more, I would like to thank the
speakers and participants who have
made time to be part this event. I am
confident that the events organised
throughout the GC Week will be a
great platform to catalyse open discussions on the key issues relating to
corporate governance. n
The Corporate Governance Lessons from
the Financial Crisis by Grant Kirkpatrick
Commissioned by Women Corporate Directors
(WCD) and Heidrick& Struggles. The survey
covered 398 directors of both private and
public-listed companies across North America.
http://www.womencorporatedirectors.
com/associations/9942/files/Board.Survey.2010.
Heidrick.Struggles.WCD.Groysberg.pdf
Keynote Address by Tan Sri Zarinah Anwar
Chairman, Securities Commission Malaysia
SC-Bursa Corporate Governance Week 2011
at the Bursa Malaysia, Exchange Square, Kuala
Lumpur Wednesday, 30 November 2011
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Singapore’s transit into
the next level of
Corporate Governance
In November 2011, the
Corporate Governance
Council in Singapore
submitted its final
recommendations to the
Monetary Authority of
Singapore to revise the
country’s Code of Corporate
Governance. This came
after the public consultation
period between June and
July 2011.

E

nhancements in various facets of
corporate governance in listed
companies were rolled out for areas such as director independence, director training, remuneration, risk management and shareholder rights.
The new changes to the existing
Code of Corporate Governance in Singapore, which was last revised in 2005,
were largely welcomed by industry players and observers. Although some felt
that the revisions were not far-reaching
enough and that an opportunity had
been missed to further transform corporate governance in Singapore, most heralded the revisions as adequately timely
and appropriately calibrated.
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Threshold in Corporate Governance
In my previous article in this publication (August-October 2011 issue), I
highlighted a study on corporate governance which I led at the Centre for
Governance, Institutions and Organizations of National University of Singapore’s NUS Business School. This study,
sponsored by CPA Australia, was jointly
conducted with The Business Times.
Through the study, an annual ranking
of listed companies in Singapore, called
the Governance and Transparency Index
(GTI), was published.
In this article, let me examine the
changes to the Singapore Code in
the context of the latest findings of

the GTI study.
The main results of GTI cover board
matters, remuneration, accountability
and audit as well as transparency and
investor relations. In essence, the study
noted that companies generally do the
minimum to fulfill the requirements of
Singapore’s Code of Corporate Governance and that the state of corporate
governance has been quite stationary
over the past years.
On a broad level, it appears that
companies probably take the Code as
the “threshold” to reach rather than a
“target” to surpass in satisfying investors and regulators. Indeed an often
cited concern is that companies merely

“The nominating committees
must also make explicit
recommendations to the
board on training and
professional development of
the board”
attain the “letter” rather than the “spirit” of the Code.
In many ways the situation cannot
be helped. As long as a comply-or-explain approach is used, it is always easier
for companies to find the path of least
resistance and not bear the full burden
of compliance.
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The Issue of Director Independence
Going forward, it is heartening to see
that the new Singapore Code addresses
several specific, yet contentious, issues
in the old Code. In particular, the new
Code seeks to tighten the definition
and importance of independence in the
corps of directors for listed companies.
The revised Code provides more stringent consideration of director independence to include relationships and associations that were hitherto not deemed
to influence independence. The affected domains pertain to director linkages
to substantial shareholders and to paid
services.
A point of contention was, however, the maximum tenure of directors
that can be considered as independent.
The Council departed from the original
proposal and relaxed the more draconian blanket nine-year limit, and instead,
allowed boards to rigorously review and
justify independent directors serving beyond this limit.
It is interesting to note that the GTI
study uncovered that only 31% of the
listed companies in Singapore currently
disclose details of how the company
assesses director independence. More
significantly, only 5% consider independence from major shareholders. Thus
the revisions in the Code will push the
frontier of independence in a more definitive way.
In another vein, 18% of the companies in the GTI study have 2 or more independent directors serving more than
9 years. While the new Code may not
disqualify these directors automatically
as being non-independent, the respective boards will now have to substantiate their cases of independent directors.
Focusing on directors
A key feature of Singapore’s new Code
is perhaps the attention on the individual director.
First, let us look at the development
of director competencies. The revised
Code requires companies to arrange
and fund director training. In fact, disclosures must be made regarding the

eXpert opinion
induction, orientation and training of
new and existing directors. The nominating committees must also make
explicit recommendations to the board
on training and professional development of the board. This is an apt improvement considering the current situation where 56% of companies have
induction and orientation programs for
new directors, and where only a meager 3% disclose details of training provided to all directors.
Second, we evaluate the issue of
busy directors. The new Code does not
put a blanket limit on the maximum
number of directorships that can be
held by a director. However, the onus
will be on the nominating committee
to decide if a director is able to carry
out the duties considering the concurrent commitments and also the multiplicity of director memberships. More
significantly, each board must now
determine and disclose the maximum
number of listed company board representations that can be held by any of
its directors.
The GTI unveiled that 15% of the
companies have busy directors as defined by a limit of 4 directorships for
a director with a full-time job and 6
directorships for one with no full-time
job (a chairmanship is counted as 2 directorships while an audit committee
chairmanship is counted as 1.5 directorships).
Third, we assess the matter of director and management remuneration.
The new Code requires that remuneration be fully disclosed for each director and the CEO on a named basis. In
addition, the remuneration of at least
the top 5 key management staff who
are not directors should be disclosed in
bands of S$250,000 and the total remuneration in aggregate to these top
5 executives should also be disclosed.
This is a positive development considering that the current level of disclosure in these aspects is very low. From
the GTI study, only 5% and 7% of the
companies disclose exact remuneration

the key risks while 20% disclose how
risks are managed.

Dr Lawrence Loh: Effective balance is
preserved so as not to choke companies
into compliance while tidying the rough
edges of systemic risks in corporate
governance.

for executive and non-executive directors respectively. On the top 5 executives, an even lower 2% disclose the
remuneration in exact amounts.
On remuneration, the new Code
also requires that this be aligned with
the long term interest of the firm and
linked to individual performance. This
is good, as only 33% of companies use
long term incentives and only 17% disclose performance measures used.
Promoting risk management
Another broad area of the new Code
pertains to risk management where
boards are responsible for risk governance, including the determination of
the nature and extent of significant
risks and the maintenance of a system
of risk management.
This is very fitting given the state
of risk governance as found by the GTI
study. Currently, only 5% of the companies have separate board-level risk
committees. Some 9% disclose the risk
frameworks being used. 26% disclose
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Emphasizing shareholders
Perhaps the most notable feature of
the new Code is the explicit attention
given to shareholder rights and roles.
Guidelines on shareholder rights are
now articulated. A distinct statement
on the role of the investing shareholder in engaging with the companies is
also provided as an annexure to the
Code. On a specific matter, companies
should put all resolutions to vote by
poll and announce the detailed results
accordingly.
The impending focus and clarification on shareholder engagement is
probably overdue. Investor protection
has often been taken for granted, and
it is apparent that pervasive influence
and impact of controlling shareholders,
together with the management, cannot
be ignored. Often there may be tendencies for these “insiders” to benefit at
the expense of the minority shareholders or “outsiders”.
Moving in right direction
The new revisions to the Singapore’s
Code of Corporate Governance surely
constitute a marked progress for accountability and disclosure amongst
listed companies in Singapore. While
the specific improvements may seem
incremental in nature, they are clearly
in the right direction. Effective balance
is preserved so as not to choke companies into compliance while tidying the
rough edges of systemic risks in corporate governance.
Let’s not bite off, as for now, more
than what the companies can chew.
Seen in a proper perspective, the new
Singapore measures are perhaps “one
small step for the Code, one giant leap
for corporate governance”. n
Dr Lawrence Loh is associate professor at
NUS Business School where he leads the Governance & Transparency Index 2011 project under
the Centre for Governance, Institutions and Organizations.
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contraction. While Hong
Kong’s recent on-going
stock market plummet
Hong Kong compared with the Asia Pacific average
2009 2010 2011
2011
has clearly reflected these
Asia Pacific
global economic woes,
Outlook for the economy over the next 12 months
Hong Kong’s sustained
Balance of optimists over pessimists1
-49% +64% +54%
+7%
performance in tourism
and trade has helped offChange in employment levels
set the impact of weakBalance of PHB expecting an increase over those expecting a reduction -35% +41% +44% +35%
ening global economic
sentiments.
Constraints on expansion
The Q3 report was
Shortage of orders/reduced demand
47%
30%
24%
46%
conducted in August/SepAvailability of skilled workforce
22%
27%
38%
37%
tember. The survey results
Source: Grant Thornton IBR 2011
demonstrated the sentiment about the wider
in the third quarter of this year, it stands
economy in general, but the fast-moving
per cent year-on-year in August, down
as one of the least affected economies
economic environment might have alfrom 9.3 per cent in July, as robust desurveyed. The Asia Pacific average and
ready changed the Hong Kong business
mand from Asia was offset by a decline in
global average plummeted on a quarlandscape in the last couple of months.
sales to the US and to mainland China
terly basis by 15% and 28% respectively.
• the CPI measure of inflation has
Among the Asia Pacific economies surHong Kong employers become
crept up from a year earlier to 5.1 per cent
veyed, mainland China, Taiwan and Sinmore cautious under economic
over the first nine months of 2011; food
gapore experienced the greatest blows
uncertainty
prices and housing rentals were both up
to business optimism, while Malaysia
Despite faltering global business optiwithout any interruption over the past 12
and Philippines were the only economies
mism, Hong Kong remained one of the
months.
in the region to demonstrate improvetop five countries to report an increase
• the unemployment rate stayed
steady in the third quarter at 3.2 per cent.
Figure 1: Key indicators for businesses
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Optimism mildly affected by
global downturn
In the midst of a prolonged US economic
slowdown and no solution in sight to
the European sovereign debt crisis, Hong
Kong’s business optimism fell by only 4%
when compared to the second quarter of
this year., While the net global business
optimism has collapsed to the worst level
since 2009, Hong Kong registered a much
milder decline in the last quarter compared
to most key international finance centres
and developed economies.
The Grant Thornton research also reveals that employment and the demand of
a skilled labour workforce exhibit a strong
upward trend while pay rise expectations
begin to curb in Hong Kong.
Hong Kong optimism mildly
affected in Q3
Though Hong Kong saw a decrease in
business optimism from +46% to +42%

Business performance indicators decline globally
Percentage of businesses expecting an increase less those expecting a decrease over next 12 months

Q3: 2011

Q2: 2011

Revenue

Investment in plant
& machinery

Profitability

Employment

Selling prices

R&D

Exports

Investment
in new
building

Source: Grant Thornton IBR 2011

ments. Japan ranked yet again as the
country with the lowest optimism level
among all economies at -69%, a 7% decrease from the previous quarter.
With the US Federal Reserve holding
back the new round of quantitative easing measures, it is no surprise that global
markets have lowered their optimism as
they brace themselves for an economic
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in employment. On balance, +62% of
business reported increasing levels of
employment over the past 12 months,
compared with +50% in Q2. This places
Hong Kong second globally after India
(+70%) this quarter, up from fifth position in the previous quarter. Meanwhile,
7% fewer businesses in mainland China
reported increasing employment.

i n D i c At o r s

i n D i c At o r s
The increasing appetite to hire in
Hong Kong is particularly interesting
when we consider that Hong Kong PHBs
cited the lack of a skilled workforce as
the key impediment to the development
of their businesses. This emphasises the
difficulty firms have in finding the right
talent to support growth.
As well as talent shortage, the trend
of employers offering pay rises in line
with inflation is on the decline with a decrease of 8% from the previous quarter.
The number of businesses planning to
offer no pay rise doubled, climbing from
12% in Q2 to 24% in Q3.
While on one hand, Hong Kong
businesses are confronted with the
challenge of a highly competitive recruitment landscape, on the other,
their proposed pay rises struggle to
keep up with mounting inflation. This
leaves employers with the dilemma and
the double challenge of tackling rising
costs and a lack of market talent at the
same time.
Global concerns over stagflation
are gradually taking form in Hong
Kong. Whether the US takes the risk of
printing money or bears the pain of allowing the economy to adjust itself, imported inflation will not be kept at bay.
Cost management key driver
for corporate social responsibility
(CSR) in Hong Kong
According to the second quarter results
of the 2011 Grant Thornton International Business Report, cost management and recruitment/staff retention
are key CSR drivers towards more ethical business practices for privately held
businesses in Hong Kong and mainland
China. The survey also found that many
Hong Kong and mainland Chinese
companies do not report their CSR activities, therefore leaving an opportunity for business to increase awareness
of their activities in this area.
Just 36% of businesses globally are
motivated to adopt more ethical business practices by a desire to ‘save the
planet’, down from 40% in 2008. On

“This leaves employers with
the dilemma and the double
challenge of tackling rising
costs and a lack of market talent
at the same time”
the other hand, businesses remain focused on the merits of CSR in terms of
brand building, securing key staff and
winning future contracts where globally, 56% of businesses cite these drivers,
alongside cost management, as the key
drivers for CSR in 2011.
Cost management and
recruitment/staff retention are
key CSR drivers
The Grant Thornton report identifies
several drivers towards more ethical
business practices, among which cost
management has been cited by interviewees as the most important for businesses in Hong Kong (66%) and mainland China (77%), though the overall
percentage of global businesses citing it
as a key driver has dropped from 63%
in 2008 to 56% in 2011.
The second important driver for
Hong Kong businesses is ‘recruitment/
retention of staff’ (59%), the only driver to have risen since 2008. This was
followed by ‘public attitudes/building
brand’ (49%). These areas rank much
higher than other factors such as ‘investor relations’ (29%), ‘saving the planet’
(27%), ‘tax relief’ (27%) and ‘government pressure’ (18%).
The figures show that cost management and retention of staff are the major concerns for Hong Kong businesses,
especially now that the market is getting more competitive. In the report
released by Grant Thornton in March,
88% of the Hong Kong businesses and
64% of Mainland businesses surveyed
had plans to increase employee pay in
the next 12 months because they were
competing for talent. From our point
of view, remuneration packages are
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no longer enough to attract and retain
staff. Businesses should recognise the
need to invest greater efforts in brand
building through adopting more CSR
initiatives.
Active in donation but not so in
reporting
Regarding CSR initiatives, Hong Kong
businesses are focusing on ‘donating to
community casues/charities’(69%), ‘improving energy efficiency’ (67%) and
‘improving waste management’ (66%)
while mainland Chinese companies are
‘actively promoting workforce health
and well being’ (84%), ‘providing interships/apprenticeships/work experience’
(78%) and ‘changing products/services
to reduce their environmental or social
impact’ (75%).
Most Hong Kong businesses choose
donation as a way to fulfill their social
responsibilties. Hong Kong businesses
are generous and their focus on donation is higher than the gloabl average.
Companies in Hong Kong focus more
on financial and environmental impacts
but pay relatively less attention to the
well being of staff. However, this area
is key to staff recruitment and retention, and taking a proactive approach
helps employers stand out in the marketplace.
While Hong Kong businesses do undertake a wide range of CSR initiatives,
they are not very active in reporting
their CSR efforts. Only 24% of Hong
Kong businesses and 42% of mainland
Chinese businesses interviewed in the
survey report their CSR activities.
All businesses should look closely at
the potential commercial benefits of reporting their CSR activity. A competitive
advantage exists for those businesses
which can demonstrate leadership in
implementing socially responsible and
transparent practices and seizes the opportunity to attract and retain skilled
workers, build brand value and secure
future contracts with multinationals
who frequently adopt strict CSR guidelines in selecting their suppliers.

Need for greater corporate
governance
In April 2011, the Hong Kong Stock Exchange published public responses to the
proposed changes to its Code on Corporate Governance Practices, which called
for improving corporate governance
standards and disclosure of listed companies. This is a step forward to move Hong
Kong towards international standards of
corporate governance and increase the
overall risk management standards of
listed companies. We hope that improvements in corporate governance of listed
companies will have a positive impact on
privately held businesses.
Yuan wins the confidence of Hong
Kong businesses
The IBR Q2 results reveal that Hong Kong
business leaders are more confident using the renminbi (RMB or yuan) than
other major currencies, including the HK
dollar, the US dollar and the euro.
Hong Kong businesses are most
confident in RMB
A total of 80% of Hong Kong privately
held businesses surveyed said they are
‘very confident’ or ‘Confident’ in using
the RMB, compared to only 24% in the
US dollar and 18% in the euro.
According to the Hong Kong Monetary Authority, at the end of June over
RMB550 billion was deposited in Hong
Kong, an increase of around 75% since
the end of last year. The rapid uptake
of the RMB is indicative of its imminent
rise into becoming one of Hong Kong’s
most trusted currencies. This is no surprise with the current backdrop of a
weakening HKD over the recent years,
due to the pegged exchange rate system. Extremely loose US monetary
policy has eroded much of the HKD’s
value and shaken business confidence
in the currency.
Uncertainty over the economies of
Europe and the US has cast a shadow
over the global economy. It has led many
to speculate that the US Federal Reserve
will be forced to embark on another

“This is no surprise with
the current backdrop of a
weakening HKD over the
recent years, due to the
pegged exchange rate system”
around of quantitative easing (QE3) to
counteract the economic slump. This
has far-reaching implications on continuing the decline of the HKD, further
undermining investors’ confidence in
the currency.
The RMB has potential to be the
future major business currency
Grant Thornton’s IBR survey results also
show that many factors contribute to
business confidence in currency, principally ‘stability’ (58%), ‘demand for the
currency’ (58%), ‘liquidity’ (50%), and
‘confidence in the currency issuer’ (46%).
The process of RMB internationalisation is still underway, but it has the potential to emerge as an international currency in the future, as it becomes freely
convertible with reasonable liquidity.
The current initiatives undertaken by the
Hong Kong Stock Exchange in proposing a dual currency trading platform is a
strong catalyst in internationalising the
RMB and establishing Hong Kong as a
sound RMB offshore centre. Given Hong
Kong’s close geographical proximity to
the Mainland and its state-of-the-art financial infrastructure, it will play a key
role as a testing ground for RMB internationalisation.
The raising of the US debt ceiling
and subsequent round of spending cuts
are likely to hinder the recovery of the
US economy, and this is likely to have
grave repercussions for Hong Kong’s
economy in the long term. We welcome
the Hong Kong government to initiate
discussion on the mitigation of the
impact of external shocks on the local
economy. It is important to seek alternatives to sustain Hong Kong’s competitiveness in the long run.
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Supportive to higher short-term
energy costs for long term benefits
Following the unrest in the Middle East
and North Africa, and its impact on oil
prices, the latest Grant Thornton IBR
reveals that 42% of Hong Kong’s PHB’s
are advocates of supporting higher energy costs in the short term in order to
reduce Hong Kong’s reliance on oil and
have more stable energy prices benefiting future development in the long term.
Brent Crude climbed to US$125 a
barrel in April, up from US$85 a barrel at
the start of the year, and remains above
US$110 a barrel today. Disagreement
amongst OPEC nations on increasing
supply persuaded the International Energy Agency to release more than 60 million barrels from emergency stocks, but
our research suggests that businesses are
keen to explore more sustainable source
of energy.
Businesses are supportive of
sustainable energy across the
Asia Pacific
44% of Hong Kong and 42% of mainland Chinese businesses support increased government investment in
renewable/alternative energy. Of the
twelve economies surveyed in the Asia
Pacific region, Thailand stands as the
front-runner global advocate for sustainable energy solutions at 84%, followed
by Taiwan (74%), Japan (61%) and Philippines (60%).
Energy efficiency and renewable energy are twin pillars of the Hong Kong
government’s current agenda for sustainable energy. Recent media reports
also demonstrated that government
officers, property investors, architects
and engineers are actively exploring the
possibility to inject more sustainable elements in property development.
Beyond the road to sustainable
energy in Hong Kong
Recently, the governments of Hong
Kong, Guangdong and Macau jointly
launched an on-going three-month
public consultation on initial proposals

i n D i c At o r s
The Grant Thornton International Business Report (IBR) is a quarterly survey of around
3,000 senior executives in privately held businesses (PHBs) all over the world. Launched in
1992 in nine European countries the report now surveys over 11,000 PHBs in 39 economies on an annual basis providing insights on the economic and commercial issues affecting a segment often described as the ‘engine’ of the world’s economy.
In Hong Kong, 266 PHBs – ranging from medium to large in size with total employees
of between 100 and 499 – were surveyed between November 2010 and August 2011.
To find out more about IBR and to obtain copies of reports and summaries visit: www.
internationalbusinessreport.com. The site also allows users to complete the survey and
benchmark their results against all other respondents by territory, industry type and size
of business.

Participating economies
Argentina
Armenia
Australia
Belgium
Botswana
Brazil
Canada
Chile
Mainland China
Denmark
Finland
France
Georgia

Germany
Greece
Hong Kong
India
Ireland
Italy
Japan
Malaysia
Mexico
Netherlands
New Zealand
Philippines
Poland

Russia
Singapore
South Africa
Spain
Sweden

for the Regional Cooperation Plan on
Building a Quality Living Area. The overall objective is to transform the Greater
Pearl River Delta (PRD) region into an
exemplar cluster of green cities, which
will promote wider use of research in
clean and renewable energy, improve
energy supply structures and collaboration in this area.
The on-going collaboration of governments between Hong Kong and
neighbouring cities is encouraging reinforcement of their support for green
living and we hope to see strengthening momentum on the corporate level
across Hong Kong.
From the Grant Thornton IBR results, we can see an increased momentum in promoting a change in business practices in Hong Kong. At a time
when the global recovery remains fragile it is encouraging to see that so many
businesses would support extra investment in renewables even if this caused

Switzerland
Taiwan
Thailand
Turkey
United Arab

Emirates
United Kingdom
United States
Vietnam

energy costs to rise in the short-term.
Considering corporate social responsibility, it is important for businesses to
join hands and support a sustainable
future. These results can also serve as a
reminder to governments and international organisations that reliance on oil
needs to be addressed.
Looking ahead
The economy is expected to expand by
5.4 per cent in 2011, before slowing to
grow at 4.3 per cent p.a. in the period
2012-16 as the territory’s capacity to
accommodate Mainland tourists and
demand for its financial and professional service exports to other cities in mainland China become more restricted.
Export growth is expected to match
that of imports over the short to medium term at around 8 per cent p.a.
leaving the current account in surplus.
The inflation rate is expected to average 4.8 per cent in 2011 before falling
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back to 3.3 per cent in 2012 as food
price inflation slows. The upside risk is
that prices continue to rise in mainland
China which supplies the territory with
most of its food. With the US Federal
Reserve indicating that loose monetary
policy will continue into 2013, the value of the Hong Kong dollar, which is
pegged to the US$, is likely to be eroded further.
As Chinese companies continue to
emerge onto the world stage, IPO-related and M&A (mergers and acquisitions)
activities will further boost growth in
the economy’s high-value services sector, especially professional, financial
and insurance services. Hong Kong will
strengthen its status as a regional financial centre as FDI-targeting mainland
Chinese companies generate healthy
income flows from fees and commissions paid in the city.
Grant Thornton Jingdu Tianhua offers a full range of assurance, tax and
advisory services to privately held businesses and listed companies of all sizes.
We are the Hong Kong member firm of
Grant Thornton International Ltd, one
of the world’s leading organisations of
independently owned and managed
accounting and consulting firms. We
are also an integrated part of Grant
Thornton China, benefiting from the
strong support of the national platform
across China, with ten offices and over
1,500 staff. n

InsIde ChIna:

Corporate Governance
Movers and Most Promising
Companies
s peCIal R epoRt 2012

To find out how we can help you deal with
the challenges your business is facing today, contact us at hongkong@cn.gt.com.
www.grantthornton.cn
1 the balance is the proportion of companies
reporting they are optimistic less those reporting
they are pessimistic.

www.corporategovernanceasia.info

2 source: The Census and Statistics Department, The Government of the Hong Kong SAR
3 for the purposes of IBR, the term ‘AsiaPacific’ refers to those Asia-Pacific economies
covered by our survey – Australia, mainland
China, Hong Kong, India, Japan, Malaysia, New
Zealand, Philippines, Singapore, Taiwan, Thailand
and Vietnam.
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ContExt
In the 2005 Asian Forum on Corporate Social Responsibility Survey, 63% said that CSR
goes beyond compliance with rules and
regulations. Despite differences in history
and culture, Asian CSR is linked to underlying value systems, such as placing the good
of the family and larger society over that of
the individual.
Two-thirds of all listed companies, and a
substantial number of private companies, are
family controlled and managed. For example,
the 15 top family groupings in Indonesia,
holding 62% of all listed assets, comprise
21.5% of the country’s GDP (Adams 2003).
In Hong Kong, the top 15 family groupings
hold 34% of all listed assets and comprise
84% of the country’s GDP. Thus, CSR in Asia
is a natural extension of the family corporation. A failure of the corporation is often seen
as a failure of the family.
CSR in Asia is also rooted in specific cultural traditions. For example, in Indonesia,
there is the concept of gotong royong, which
literally means ‘joint bearing of burdens’. This
is a tradition of helping out other people in
the community by providing assistance to
victims of natural disasters, volunteering for
community projects, or even just coming together to help make an occasion such as a
wedding successful.
A similar tradition in the Philippines is
called bayanihan – bayan meaning country
and bayani meaning hero. Bayanihan means
individuals and small groups coming together
in order to help those in need or to accomplish a goal for the larger community.
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In Hong Kong, the practice of CSR is attributed to Confucianism – emphasising the
social roles of individuals towards the collective, with an ethical mandate that the greatest good is for the community. The common
Confucian heritage is often used to explain
the value that many Asians place on relationships among family and friends and is reflected in the respect and courtesy shown for age,
wisdom, leadership, neighbours and customs
(Whelan 2007).
Asian CSR also has a long tradition of
philanthropy, through implicit obligations
thatwere embedded in business practices and
institutional frameworks. Furthermore, these
responsibilities lay with the owner of the corporation, and did not imply the creation of a
distinct and separate organisational mechanism (Debroux 2008).
In Japan, shonindo – the way of the
merchant – means that work needs to be
disciplined, honest and efficient in providing
service to society and leading to a business
culture of benevolent responsibility towards
direct stakeholders.
The core values in Japan, China and, to
some extent, Korea are faith and trust drawn
from Buddhism and Confucianism. In SouthEast Asia, CSR retains a paternalistic overtone,
where CSR emanates from the personal responsibility of organisational leaders (often
also owners) rather than organisational responsibility.
However, there is no single Asian approach to CSR because Asia itself is so diverse.
PRioRity issuEs

In Asia, CSR activities are tied to three factors:
localised issues, cultural traditions at a country
level and historical events. The predominant
social issues in Asia are education, poverty,
environment and human rights.
Poverty
Extreme poverty – especially in the less developed Asian economies – leads to poor nutrition and impacts access to such basic needs
as shelter, education and healthcare, thus creating the potential for extending the poverty
problem across generations of families. Many
of the philanthropy-based CSR programmes
in Asia focus on poverty reduction (e.g. livelihood, free clinics, housing and scholarship).
Education
Education is related to the problem of poverty, as evidenced by low human development
statistics in countries such as Sri Lanka, India, Pakistan and the Philippines. In contrast,
in Singapore and Malaysia, the objective of
education is to maintain economicgrowth in
the context of an ageing population and to
equip graduates to deal with international
competition.
Labour and supply chain
The most prominent workplace issue is labour standards. Others include such matters
as sexual harassment, HIV/AIDS, diversity and
employee privacy.
As suppliers to global manufacturers, for
many South-East Asian countries (Vietnam,
Cambodia and Indonesia), the main focus
is on economic development. According to
Welford and Frost (2006), they face numerous challenges such as Asia.
• Divergence of codes. Numerous different codes of conduct may in certain cases
have contradictory elements depending on
the type of customers and industry;
• Complication of the structure. Many
companies are unable to undertake ‘green
supervision’ beyond one or at two levels in
the supply chain; and
• Cooperation. The main challenge is to
move away from inspection and auditing and
towards capacity building, working with governments and business in developing sound
laws and frameworks, building long-term

trust relationships down the supply chain and
working with NGOs.

are, however, varying perspectives on these
different concerns.

Environment
Environmental degradation in Asia results
in increased health problems and scarcity of
resources. Environmental protection is recognised as a priority issue in countries as diverse
as South Korea, the Philippines, Sri Lanka,
India and Malaysia. Nevertheless, the ecosystem continues to be degraded or used unsustainably. For example, mono-crop plantations (e.g. palm oil in Indonesia) are prevalent
across Asia, but often fail to take into account
the interests of local people (Clay 2004).
The use of chemical fertilisers and insecticides, resulting in an unhealthy concentration
of harmful chemicals, are causing degradation
of the environment, destroying biodiversity
and putting food resources at risk. The loss of
forests is also contributing to global warming,
increasing the risk of flooding and causing the
destruction of many plant species.
There are, however, examples of new
initiatives. In the Philippines, an economic resource model for valuing coastal resources is
in use, and in China and Thailand there are
large-scale projects to address water management concerns.

Governance
Many would argue that at the heart of
Asia’s problems are poor public and corporate governance due to weak institutional
frameworks. Agencies such as Transparency International note the debilitating corruption that impedes social and economic
progress in Asia.

Products
Marketplace issues spring from a company’s
relationship with its customers and other
stakeholders. Marketplace categories (Zhang
2008) include such issues as:
• Integrity of product manufacturing and
quality
• Disclosure, labelling and packaging
• Responsible marketing and advertising
• Responsible selling practices
• Pricing, distribution and access
Community
The relationship with local communities and
indigenous peoples is slowly becoming a priority for industries such as power generation
and mining. Emerging issues include obesity and nutrition, integrity of the food chain,
privacy and technology, drug pricing for
the poor and elderly, marketing to children,
heightened expectations for product safety
and extended product responsibility. There
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tREnds
Due to these pressing social and environmental problems faced by Asian countries,
companies are expected to do more for the
communities they operate in. CSR is practised because internal and external stakeholders place pressure on companies to
address these concerns. CSR is increasingly
being recognised as a kind of ‘social licence
to operate’, since business cannot thrive in a
society where many remain poor (Asia Business Council 2008).
Driving forces
Asian CSR tends to emanate from culture,
values and tradition. Formal and written approaches such as Codes of Conduct are more
Western in origin, but are nevertheless adopted as appropriate.
Tradition
Drivers of CSR range from religious traditions,
notions of trusteeship, family philanthropy
and role models within the country, to company responses to regulation, NGO and civil
society pressure, and requirements of national
and international business partners in a more
global world. The values of employees and
organisations also play an essential role in
motivating CSR practice.
Market forces
Asian practitioners of CSR believe that community trust and reputation are the most important motives for CSR, followed by internal
customer satisfaction, sustainability and customer loyalty (APEC Secretariat 2005). This
finding is similar to the results of the 2005
opinion survey conducted by the Ramon V.
del Rosario Sr. Center for Corporate Social

booK reVieW
Responsibility where 40% of the respondents reported that one objective of CSR programmes is to enhance company reputation.

A study on CSR website reporting – analysing the corporate websites of the top 50
companies in seven Asian countries – noted
that the percentage of companies reporting
extensively, with the exclusion of Japan, is very
low (Chambers et al. 2005). These findings
are similar to the APEC study (2005), which
shows evidence of CSR activity in Asia, yet
low awareness and reporting.
Nevertheless, in recent years there is a
growing trend for Asian companies to publish CSR reports, especially in South Korea
and Japan. According to Japan’s Ministry of
the Environment there has been an increase
in the number of CSR-reporting companies
from 169 (6.5%) in 1997 to 1,049 (37.8%)
in 2006 (Adachi 2008).

Regulation
Laws and regulations, corporate governance
and other compliance programmes are becoming part of corporate policy in Asia. Asian
executives and officers have begun to bring
their management expertise to bear on CSR
plans and programmes in so far as they may
positively influence the regulatory environment (RVR CSR Center 2005).
Forms of CSR
In Asia, responsible corporations are perceived
as those concerned and active in community
welfare and offering top-quality products and
services. External CSR programmes tend to
focus on the environment and social community issues such as education and health,
whereas internal CSR programmes are directed towards employee welfare or workplace
conditions.
CSR is still practised through gift giving,
donations and volunteering throughout the
region. In some cases, even though the CSR
concept is evident at the individual level due
to the Asian ‘charitable’ culture, practices may
not actually translate at the corporate level.
When corporations do give, they tend to give
cash to charities rather than crafting strategic
responses to clearly defined corporate social
issues (APEC Secretariat 2005).
Another approach taken by corporations
is to create their own foundation to implement their CSR programmes. As noted by Dr
Filemon Uriarte of the ASEAN Foundation,
corporate foundations play an important role
in human development. Asian CSR, still in its
early stages, typically takes two approaches:
the philanthropic mode or community relations, as appropriate to their situation. For
example, many companies (e.g. in
India and Indonesia) are still in philanthropic mode and practise CSR through community partnerships, employee codes and
corporate foundations.
Most CSR-practising Indonesian companies are in the compliance stage (according
to Zadek’s corporate citizenship model [APEC
Secretariat 2005]), where they adopt policy-

Wayne Visser: The values of employees
and organisations also play an essential
role in motivating CSR practice.

imPlEmEnting CsR
Partnerships
In most developing Asian countries, the
development of NGOs as grassroots organisations acts as a corporate conscience or
watchdog and offers an alternative response
to the needs of the community. For example,
in Indonesia and the Philippines, NGOs play
an important role in supporting the labour
movement.
Collaboration with government and private corporations also provides a method of
harnessing different complementary resources in order to achieve shared goals more successfully. A study by the Ramon V. del Rosario
Sr. Center for Corporate Social Responsibility
(2005) noted that 74% of the respondents
believed that partnerships with NGOs or
other external organisations make CSR programmes more credible.
One of the growing trends in Asia is the
growth of social enterprise, which merges
business and NGO models (Welford 2009).

Integrating CSR
Businesses are adapting CSR policies not so
much to ‘save the planet’ as to survive andprosper. The Grant Thornton International
Business Report concluded that firms are
adopting CSR as a strategy (Enterprise Innovation 2008). Countries like mainland China
(rank 1, 74%), Thailand (rank 4, 64%), the
Philippines (rank 6, 59%) and Malaysia (rank
8, 58%) are leading in integrating CSR as a
business strategy in Asia.
In an IBM (2008) study involving 1,130
CEOs in 40 countries, it was reported thatbusiness leaders in Asia Pacific are faster in
spending more on CSR efforts than any of
their international peers. This study also noted that Asia Pacific companies are increasing
their CSR investment at an average of 42%,
as compared to a global average of 25%.
CSR was seen as a key and differentiating
component of their business strategy, as evident in the study where 81% of Asia Pacific
CEOs and 84% in Greater China1 confirm
they have high expectations of CSR compared to 69% of CEOs globally. Moreover,
case studies in various conferences acknowledge that there have already been substantial
changes in accountability.

CSR reporting
In Asia, the notion of the extended family results in a strong preference by firms for direct
dialogue with stakeholders, rather than issuing standardised reports to the public.

Emerging business models
There are three emerging business models in
Asia, each described briefly below (Beshouri
2006). They are all examples of serving the
bottom of the pyramid through commu-

based compliance as a cost of doing business.
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FUND RAISING CAMPAIGN
Part of the proceeds of sales of the
exhibited artwork will help to support
A Bag of Hope project.

A BAG OF HOPE

A charity group founded in 2009.
The group pools resources of big or
small amount and gives
‘A Bag of Hope’to poor communities
in South of Manila.
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nity-based strategies reflecting the distinct
characteristics of low income markets, while
creating growth opportunities for companies.
These initiatives bridge cultural gaps between
the company and the community, and benefit
both the community (through promotion of
micro-market activity) and the company (by
creating a positive association with the company’s brand).

chase size and density of consumers. The
Multinational corporations are also
solution is low-cost, community-based distriadopting international standards such as ISO
bution points that employ key workers in low
14001 on environmental management.
income areas. Relevant industries include fastmoving and/or low-value consumer goods,
Labour
and telecoms.
Many countries in Asia are signatories to the
An example is Hindustan Lever (HL) in
various International Labour Organization
India. The company developed Shakti, a
(ILO) conventions, especially the core ILO conprogramme that trained rural women to
ventions against child labour and discriminaoperate as distributors of consumer prodtion in the workplace. The labour laws protect
Collective accountability
ucts in villages of fewer than 1,000 people.
employees by stipulating minimum wage,
The core issue addressed is problems with fee
HL created a four-week training programme
overtime pay, and workplace health and safecollection and pilferage. The solution is that
and employed some of the company’s leadty requirements.
small groups monitor usage, promote coming entrepreneurs as trainers. The Shakti
pliance and provide social insurance. Relevant
programme now covers 80,000 villages
Corporate governance
Malaysia
has made strides in improving
its
industries include utilities and finance.
with 25,000 women entrepreneurs. It
Several countries have implemented codes
standards
of corporate
but
An example is Manila Water (MW)
in
generates
annual sales of governance,
around USD250
of conduct and anti-corruption laws, such as
the Philippines. A large number of housemillion
in
villages
that
would
otherwise
be
Securities Regulation Code in the Philipmore are needed to be done to bring the
them
holds in MW’s target market live in shanuneconomic to serve.
pines, the Code of Corporate Governance in
at par with the international practicesSingapore and anti-corruption legislation in
ties (informal dwellings) that lack proper
sanitation facilities. The cost of installing
lEgislAtion And CodEs
South Korea. These are designed to encourbasic plumbing is substantial, so consumWhile CSR-related laws exist in the areas of
age good governance among companies by
ers felt they had to make illegal connections
environment, workplace and labour, corpopromoting accountability and transparency in
to obtain water. MW allowed community
rate governance, and social development,
their operations.
collective installation, metering and billing.
enforcement of legal responsibilities tends to
Collective metering may refer to either one
be weak. This is mainly due to poorly develSocial development
meter for threeor four households or a bulk
oped legal infrastructure in many developing
In 2007, Indonesia passed Law 40/2007 on
meter for 40–50 households. Everyone who
countries or the government’s lack of necesLimited Liability Companies, which makes
is on a group or bulk meter shares the resary resources and political will to implement
CSR mandatory for almost all companies
sponsibility for the whole bill. This has enbthese laws (Visser 2008).
(excluding the financial and information techsured timely payment of bills for MW (up
nology sectors). Article 74 stipulates that all
from 30% prior to the initiative, to 100%).
Environment
companies engaged in the use of natural
This cheaper, higherquality water service
Most Asian countries have also adopted
resources must conduct environmental and
helps to free up income for other purchases
Agenda 21, along with the Rio Declaration
social responsibility programmes.
and raises the quality of life and health for
on Environment and Development and the
The revised law also mandates disclosure
the households being served.
Statement of Principles for Sustainable Manof activities related to environmental andsoagement of Forests. Countries like the Philipcial responsibility programmes in the comLivelihood partnership
pines and Indonesia have adopted laws on
pany’s annual reports (Darwin and GuntensThe core issue addressed is a lack of brand
marine life protection and coastal conservaperger 2007).
equity and cultural divisions that can sepation, such as the UN Convention on the Law
In the Philippines, mining companies are
rate the interests of consumers and proof the Sea.
required under the Philippine Mining Act to
ducers. The solution is that business offers
Other national laws include forest
allocate at least 1% of milling and mining
additional services around core products
conservation Acts in China, India and
costs to social development projects to afor services that promote primary demand,
Bangladesh, and clean air and clean water
fected communities. Companies or individuwhile providing training or cooperative busiActs in the Philippines and Japan.
als giving donations to registered nonprofit
ness programmes to the community. RelAn increasing number of Asian countries
organisations are also given tax deductions. n
evant industries include telephone services,
are also enacting laws that require environNote:
utilities and agriculture.
mental impact assessment (EIA) for largeIf you wish to buy the book, the link to the order
scale projects, especially for the extractive
page is:
Scalable, embedded distribution
industry. In the Philippines, mining companies
http://www.greenleaf-publishing.com/productdeThe core issue addressed is that traditional
are required to submit an EIA as early as the
tail.kmod?productid=3098
service delivery is too costly relative to purexploration stage.

Metro Pacific Investments Corporation is raising the groundwork of
basic services into a whole new level of systems and organizational
initiatives to pave the way for a strategic response to the changing
times. We are moving up on our commitment to meet the growing
demand for vital services, while providing continuous supply of
clean and potable water, efficient distribution of electrical power,
state-of-the-art tollways system and world-class medical care.

Metro Pacific Investments Corporation

We invest.
We manage.
We transform.

Let’s Move Forward

• Maynilad Water Services, Inc. • Manila Electric Company • Metro Pacific Tollways Corp. • Manila North Tollways Corp.
• Tollways Management Corp. • Makati Medical Center • Davao Doctors Hospital • Cardinal Santos Medical Center
• Riverside Medical Center • Our Lady of Lourdes Hospital • Asian Hospital
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Philippines Monetary Board:

Strengthens governance
standards for
financial institutions
Non-executive members, as
defined in the guidelines, refer
to those who are not part of
the executive committee or
involved in the day to day
management of operations

T

he Monetary Board (MB), in its
meeting held on 20 January 2012,
approved the revised guidelines
strengthening BSP’s governance standards for supervised financial institutions as part of its continuing efforts
to implement corporate governance
reforms in the financial industry. The

Bangko Sentral
ng Pilipinas:
Under the
approved governance guidelines
of the BSP, the
foregoing rules
shall apply to all
types of banks.
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guidelines are largely patterned after
the Basel Committee on Banking Supervision paper “Principles for Enhancing Corporate Governance”, which was
issued in light of the lessons learned in
the 2007 financial crisis.
The guidelines emphasize the need
for the board of directors (BOD) of BSP

supervised financial institutions to enhance its ability to exercise objective
judgments and to ensure that there is a
strong system for checks and balances
in the entity. Measures toward this end
were introduced covering specific areas
such as, board composition, independent director requirements, membership in board committees and specific
duties and responsibilities of the BOD.
First, supervised entities are advised
to select members of the BOD from a
broad pool of candidates and to have
sufficient number of non-executive
members in the board. Non-executive
members, as defined in the guidelines,
refer to those who are not part of the
executive committee or involved in the
day to day management of operations.
Moreover, supervised financial institutions are encouraged to appoint a
chairperson who is a non-executive,
whenever possible.
Second, the guidelines increased
the requirement on the minimum number of independent directors from two
(2) to having at least 20% but not less
than 2. It also adopted the term limits
for independent directors prescribed
by the Securities and Exchange Commission for public and listed companies. The SEC, in particular, prescribed
that an independent director can only
be elected as such in only five (5) companies of the conglomerate. Moreover,
the SEC is also prescribing a 5-2-5 rule,
wherein an independent director can
only serve as such in the same company
for five (5) consecutive years. The term
may be extended for another five (5)
consecutive years only after a two-year
(2) “cooling off” period. After serving
for ten years, the independent director
shall be perpetually barred from being elected as such in the same company. Under the approved governance
guidelines of the BSP, the foregoing
rules shall apply to all types of banks.
Third, the guidelines explicitly prohibit the Chief Executive Officer, Chief
Financial Officer and/or Treasurer from
being part of the audit committee so as

The guidelines further
provide that the chairperson
of the corporate governance
committee be an
independent director
to prevent personnel holding said positions from exercising undue influence
on the decision of the said committee. Moreover, the guidelines require
at least one (1) independent director
to be a member of the risk oversight
committee (formerly risk management
committee) and that the chairperson
of said committee be a non-executive
member. The guidelines further provide
that the chairperson of the corporate
governance committee be an independent director.
In applying the principle of proportionality, on the other hand, the
MB relaxed existing regulations for
non-complex banks by requiring them
to constitute at a minimum, only the
audit committee from the existing requirement of constituting at least three
(3) committees (i.e., audit, corporate
governance and risk oversight). In this
regard, all universal and commercial
banks shall be considered as complex
while thrift, rural and cooperative
banks shall be considered as non-complex, unless the BSP declares otherwise.
Finally, to ensure that the systems
for checks and balances remain effective, the guidelines require non-executive board members to conduct regular
meetings with the external auditor and
heads of the internal audit, compliance
and risk management functions.
BSP’s expectations relative to noted
common governance issues and concerns in its supervised entities were also
set-out in the governance guidelines.
For instance, BSP expectations and requirements concerning supervised entities belonging in conglomerate structures either as parent company or a
subsidiary/affiliate of a non-regulated
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parent company were provided. In particular, in the case of a parent company
bank, the basic principle that applies
is that its board of directors shall have
the overall responsibility for ensuring
consistent adoption of corporate governance policies and systems across the
entire group.
In cases where the bank is a subsidiary/affiliate of a non-BSP regulated
parent company, on the other hand, its
board of directors should ensure that
it complies with the governance policies, practices and systems of the parent company as well as meets the standards and requirements set forth under
existing laws, rules and regulations.
Under both cases, supervised entities
are required to disclose to the BSP all
entities in the group as well as all significant transactions between entities in
the group involving any BSP-regulated
institution.
These requirements are intended to
provide the BSP a better appreciation
of the interaction and dependencies of
entities, including a supervised financial
institution, belonging to the same conglomerate.
Also, the guidelines required universal/commercial banks to appoint a
Chief Risk Officer (CRO) and clarified
the reporting line for said position.
Specifically, CROs may report to the
President or Senior Management but
shall have direct access to the board
and the risk oversight committee without any impediment. In order to ensure
the independence of said position, the
guidelines provide that the performance ratings of the CRO should be
confirmed by the BOD and that the replacement of the person holding this
position should be reported to the BSP.
The approved guidelines are the
first of a three-part issuance on corporate governance, which will be followed by issuances governing internal
controls and risk management, respectively. The three-part governance package is expected to be completed this
year. n

i n s i G h t s • by norman t.L. chan, chief executive, hong Kong monetary Authority

Excessive Leverage:

Root cause of financial crisis
“The situation remains highly
unstable and the market is
showing little confidence in
the European leaders’ resolve
and ability to bring an end
to the debt crisis”

F

ollowing the outbreak of the
Global Financial Crisis in 2008, it is
now generally recognised that serious imbalances in the global economy
have been built up over the past 10 – 20
years. There are many different theories
on how these imbalances came about
and on their contributions to the Global
Financial Crisis. A commonly held theory in western countries attributes the
global imbalances and the financial crisis in the US and Europe to the so-called
“savings glut” in the Emerging Market
Economies (EMEs), especially China. In
other words, the problems and miseries
being experienced in the US and Europe
arose because the EMEs not only overexported, over-saved and under-spent,
but also have been lending moneys at
very low rates to the industrial economies and have financed the consumer
booms and fuelled the credit and asset
bubbles there. I do not subscribe to this
view. However, given the complexity
of the global financial system, it is very
hard to try to come up with a grand
theory that can fully explain what has
gone so badly wrong that it has resulted
in the worst Global Financial Crisis since
the World War II. Having said that, I
would still venture to identify the root

Norman T.L. Chan: “The only way out is
to reduce debt and endure the excruciating
pain of de-leveraging”

cause of the Global Financial Crisis. In
so doing, it is inevitable that one has to
simplify and generalise matters considerably so as to draw some conclusions.
In my view, regardless of the causes
of the global imbalances, both the
Global Financial Crisis in 2008 and the
current European sovereign debt crisis
have been driven by excessive leverage in private and public sectors alike in
the major industrial economies, resulting in dangerously high levels of debts.
In 1980, the average debt level of the
18 major industrial economies was at
165% of GDP. In 2010, the ratio rose
drastically to 320% of GDP. In the US,
the debt-to-GDP ratio remained stable at 150% from mid-1950s to early
1980s, but the ratio rose sharply and
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steadily to slightly under 300% in 2010.
Why did households, companies
and governments borrow so much
more than before in the past decade
or two? Some put the blame on financial innovation, such as securitisation,
which made it much easier to obtain
finance or gearing. Some suggest that
declining real interest rates in the US
and other major economies since the
1990s have increased the ease and affordability of debts and leverage. Some
others believed that the Great Moderation beginning in the mid-1980s has
nurtured a euphoric view that economic
prosperity, job security, income growth
and continued rise in asset prices could
be taken for granted. This has encouraged both individuals and companies
to take greater risks to enhance financial returns. Besides, companies have
an incentive to rely more on debt than
equity because many countries permit
the deduction of interest expenses from
tax liabilities. These are all causes of the
problem of over-leveraging.
But there is another cause of this
over-leveraging problem that I would
like to draw to your attention – it is
market failure. By this I mean the market had been sending out wrong signals
to the borrowers, be they households,
companies or governments, that increased indebtedness was nothing to
worry about. A prime example is the
experience of Greece. In the 1990s, the
Greek Government had to pay on average 1,550 basis points above German
bunds for 10-year funding from the
capital market. However, after Greece
joined the Eurozone, the market supplied funds to Greece at interest rates
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very close to the triple-A rated Germany. In 2005, 10-year Greek sovereign bonds were traded at only about
20 basis points above German bunds.
Because of this extended period of serious market failure, Greek nationals
and their government were under the
wrong impression that they would be
able to roll over their debts perpetually.
Of course, we now know that such an
illusion could lead to catastrophic consequences.
The ever increasing leverage in
the US and Europe eventually came to
an end following the burst of the US
housing and credit bubbles in 2007,
triggering the Global Financial Crisis.
In response, the US and other major
industrial countries introduced a series of extraordinary measures from
late 2008, which successfully stabilised and prevented the collapse of
the global financial system. However,
these extraordinary measures, including quantitative easing policies, do not
seem to be very effective in stimulating economic growth and creating
jobs. In the US, for example, the sharp
fall in housing prices has significantly
damaged household balance sheets.
Such kind of balance-sheet driven recession has substantially impaired the
responsiveness of the economy to
monetary stimulus, as consumption
and credit growth will remain sluggish
until household balance sheets are repaired. I believe that US households
still have some way to go in repairing
their balance sheets through de-leveraging, before they regain confidence
in consumption and investment. At
the same time, the US fiscal conditions have deteriorated since 2008 and
this has restricted the headroom for
the government to launch further fiscal packages to stimulate growth and
create jobs. The situation in Europe is
no better than the US. The sovereign
debt problems of the Eurozone have
already spread to Spain and Italy, and
have even threatened the stability of
the debt markets in the core countries

“Many policy measures
introduced in the US recently
aim to reduce the pain of
households in a falling property
market and slow down the
process of foreclosures”
of the Eurozone. It now appears that
the rescue package announced by the
European Union in late October is no
longer sufficient, and hence the market is expecting the European Union
Summit tonight to introduce stronger
and more effective solutions to resolve
the European debt problems. The situation remains highly unstable and the
market is showing little confidence in
the European leaders’ resolve and ability to bring an end to the debt crisis.
The situation is very worrying.
Once a country gets into the habit of
spending beyond its means, relying on
debts to finance its expenses and rolling over old debts with new ones, it is
a matter of time that the country would
run into trouble. The only way out is to
reduce debt and endure the excruciating pain of de-leveraging. While leveraging or borrowing normally produces
intoxicating feel-good effects, such as
job and income growth, buoyant consumption and investment, strong credit
demand, asset value appreciation and
business boom, de-leveraging has exactly the opposite effect, creating very
unpleasant and painful consequences.
The injection of ample liquidity into the
banking system by central banks to suppress interest rates is certainly helpful
in alleviating the pain of those debtors who can refinance their loans with
lower interest rates and thus reduce
their interest and repayment burden.
However, many households in the US
are denied access to cheaper and falling mortgage rates because they are in
negative equity and cannot afford to refinance. Lower interest rates are thus of
little help to them. Moreover, pushing
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interest rates to close to zero also deprives prudent savers of the interest income that they can earn from their savings. Many savers, including pensioners,
have to cut back spending because of
the sharp fall in their recurrent interest
income. This will offset the impetus to
consumption and investment provided
by the near-zero interest rates.
Some academics believe that the
effectiveness of the quantitative easing
policy in the US is also undermined by
the fact that the US property market has
not yet bottomed out and US households need to continue to de-leverage.
Many policy measures introduced in the
US recently aim to reduce the pain of
households in a falling property market
and slow down the process of foreclosures. Even though property prices
have already fallen significantly, more
than 50% in some places according to
anecdotal reports, potential buyers still
prefer to wait as they fear that prices
may fall further once the huge stock of
foreclosed properties are put back to
the market or when interest rates return
to more normal levels. In other words,
while measures to slow the downward
adjustment of the property market are
well-intentioned and have their political merits, they could prolong the time
needed for the market to reach a new
equilibrium or find the so-called clearing
price. In my view, this may delay a true
recovery of the property market and
create a negative drag on the repair of
US households’ balance sheets, making
the recovery of consumer confidence
farther and farther away.
Finally I would like to share with you
a few policy lessons learnt from the latest crisis:
(a) Households, companies and
governments alike must avoid excessive leverage or borrowing. This may be
easier said than done as leveraging can
bring transient prosperity and euphoria
to everyone. To avoid committing such
mistakes and the pains of de-leveraging
in the future, we must stay alert and discipline ourselves not to over-spend;
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(b) Beware of wrong signals resulting from market failures, which may
induce borrowers to wrongly believe
that access to low-cost funds will never
be cut off and prosperity and affluence
funded by borrowing is legitimate and
sustainable;
(c) Strengthen market regulation to
reduce the risk of market failures. Major reforms to be introduced include
enhancing the policy functions for
maintaining financial stability; implementing appropriate counter-cyclical
regulatory measures when necessary;
strengthening bank capital and liquidity
requirements (Basel III); and increasing

“Most of these reforms are
still at various stages of
implementation and may
not be ready remedies for
the current debt crisis in the
US and Europe”
the regulation of credit rating agencies.
Most of these reforms are still at various
stages of implementation and may not
be ready remedies for the current debt
crisis in the US and Europe;
(d) Understand and accept that

there is no clever or easy way out of the
trap of excessive leverage. While innovative financial derivatives may facilitate
borrowing and leverage, or even conceal them, no financial engineering can
reduce debt and achieve de-leveraging
without the required reduction in public
spending and the economic and social
pains that the de-leveraging process
generates.
(e) While the government should
step in to help if the financial system or
the whole economy gets into trouble,
this is feasible only if the government
has the fiscal headroom to foot the
bill. If the government itself is already
heavily indebted or has incurred a huge
amount of debts after bailing out the
private sector or introducing measures
to stimulate the economy, the market
may start to doubt the sustainability of
its fiscal position. A case in point is Ireland, where the government incurred
a huge amount of liabilities by bailing
out the banking system, calling into
question the government’s fiscal sustainability and triggering the sovereign
debt crisis.
(f) The crises unfolding in the US
and Europe are not new to Asia. This
region had its share of suffering during
the Asian Financial Crisis of 1997/1998.
In Hong Kong we went through almost
seven years of painful economic adjustment after the burst of the property bubble in late 1997. Our economy
shrank by 8.7% in five quarters. Unemployment increased fourfold from
2.1% to 8.5%. Property prices dropped
by 70% in six years while the general
price level fell by 15% in five years. The
hard lesson we learned from our experience is to face the reality, take the
pain in stride and do whatever it takes
to restructure the economy, to increase
productivity and improve competitiveness. If this can be done, it should be
possible to return to the track of sustainable economic growth. n
(Speech at The Economic Summit 2012:
Roadmap to Hong Kong Success 9 December)
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c o r p o r A t e b o A r D • by Will Dawkins

Chairman
succession
planning

C

hairman succession planning is not
widely discussed in most boardrooms because there are few formal mechanisms for addressing the issue
beyond the chairman’s annual review with
the senior independent director (SID). Good
practice has never been codified, though it
is touched on in the UK Corporate Governance Code and was discussed in the Higgs
Review of 2003. There is, as always, a constructive gap between the code and the
way boards handle chairman appointments
in practice.
Chairman succession planning rarely
appears at the nominations committee as
long as the chairman is presiding over it. The
subject is correctly reserved for the SID at annual board evaluation time or in a crisis. So it
is unsurprising that there is no rule book of
best practice for chairman succession planning. This may be just as well because it is
as ambiguous as any art: good practice depends very much on companies’ individual
situations.
This most critical of appointments
comes up surprisingly often. At the time of
writing, some 42 FTSE150 companies had
appointed a new chairman over the previous two years, an historically high rate of
change. Their average tenure is barely four
and a half years – shorter by over six months
than a decade ago. Chairmen change at
about the same rate as chief executive officers (CEOs).
For many years we have we been advising boards on chairman succession. For
such a critical appointment it is surprising
how little has been written and how seldom
the chairman succession planning process is

Will Dawkins: “We have a long and
challenging journey ahead of us”

openly discussed. A summary of best practice, based on our experience and that of
a number of practising chairmen and SIDs,
follows.
Planning
Needs more thought today because
of a dearth of the highest quality candidates: role has changed; fewer complex multinational UK companies from
which to draw future chairmen
The role has become more demanding
of time and commitment than used to be
the case. The chairman’s influence over the
board and the whole organisation continues
to grow, yet there is a dearth of truly firstclass candidates.
The style of leadership has also changed.
It used to be that chairmen either provided
robust leadership from the front or existed
merely as ceremonial figures. Now, chairmen are required to co-ordinate a board of
strong non-executive directors and, when
things go wrong, be ready to slip into directive mode. Greater versatility is required.
So there are fewer people with the
time, business experience, personality and
maturity to be exceptional chairmen. It is no
longer easy for a retiring CEO immediately
to become an effective chairman. To qualify
for the role, it helps if a retiring executive already has some non-executive experience or
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has presided over a complex multi-divisional
structure, preferably both. Unfortunately,
there are fewer UK-quoted companies of
that complexity today.
Only a minority of FTSE 150 CEOs have
nonexecutive roles with other listed companies. For the rest, the day job is too demanding to allow them to spend time outside the
company. Over the long term, there is certainly a need for aspiring chairmen among
the executive community to develop their
skills as non-executives and spend time observing other chairmen than their own.
Because the choice of candidates is
limited, it is sensible to allow plenty of time
to plan for the next chairman succession, a
task that should fall to the current chairman
working closely with the SID. This needs to
include an early definition of the profile and
criteria for selection, which may well have to
be developed and revised as the company’s
outlook changes.
Helps to have a common understanding
of likely term, short of setting a date
To make planning easier, it is important
for an incoming chairman to give the board
a general sense of the parameters by which
by which his or her term should be set. It
is clearly not helpful to set a firm date for
tenure because that is destabilising, but it is
worth setting expectations. For example, it is
useful to be clear whether or not a chairman
expects to remain for two or three threeyear terms, at least in principle, or whether
he or she would expect to wait for the appointment of the next CEO before retiring.
Recruiting candidates in advance
It is sensible to recruit at least one nonexecutive, well ahead of time, who has the
capacity to become the chairman in the future. However, no commitment about the
chairmanship should be made to incoming
non-executives, since the company’s circumstances and therefore the role specification
of the next chairman are bound to change.
Recruiting a non-executive on the basis
that he or she will become the next chairman usually leads to disappointment. At

the same time, it is good practice to have at
least one non-executive with chairman qualities in the ranks – even if only as a backup in
case of emergency.

The code states that an explanation
should be given if neither a search firm nor
– curiously – advertising was used in the appointment of a chairman.

Timetable defined by timing of CEO
succession
The timing of the chairman’s succession should ideally be determined in the first
instance by CEO succession. The aim is for
the moves to be a year or two apart, for an
orderly handover. Whether the chairman’s
or the CEO’s departure comes first is entirely
dependent on the company’s circumstances, business needs and the plans of the two
individuals.

The CEO should be kept closely enough
involved for the nominations committee to know if the relationship with the
new chairman is going to work.
The handling of the appointment process will set the tone for the relationship
between the CEO and the new chairman.
Getting the chemistry right is more art than
science, which means that the headhunter
must have a close understanding of the personal characteristics of the chairman candidates and the CEO.
Naturally, the CEO is central to the process, but conventionally should not control
it. In very rare cases, the CEO takes the lead.
If the CEO is seen as too dominant for the
company’s business needs or for the board,
the chairman succession process provides an
opportunity to reset the balance. Effectively,
the CEO wields a veto, but ideally should
not be put into a position where he has to
apply it.
Institutions to be informed but not consulted: test early if it looks like a controversial
decision. Use the corporate broker.
It is obviously unwise to run an appointment process that disregards the view of the
investors who own the company. However,
this is the board’s decision and investors will
expect to be informed just before an appointment is made, rather than consulted
at length.
Investors will expect to see evidence
that a systematic succession process is under way, but clearly not the details. It is obvious that the premature release of names will
drive away potential candidates. If the nominations committee senses that the appointment might be controversial, it will then be
useful to get the corporate broker to take
confidential informal soundings about an
individual from major investors, without
necessarily revealing the company name or
that an appointment is on the cards. It can
of course sometimes be hard for a nominations committee to know whether a chairman candidate might be controversial. The

Appointment process
Likely to be initiated by the chairman,
usually after his or her annual review
with the SID. The chairman is the only
person who should start the process
and should not wait to be asked. The
SID executes and only initiates if the
chairman has already stayed too long
or has lost the confidence of the board.
Ideally, the timing should be quietly
understood well in advance. An effective
board will discuss succession planning every
year. Yet, several of the chairmen we spoke
to admitted that many people stay too long
in the role. As the person ultimately responsible for board composition, the chairman
preferably should be seen to be initiating
the succession process, although it should
be executed by the SID, acting on behalf on
the board. If the chairman does seem to be
overdue for a move, it is up to the SID to
make the point discreetly in a private conversation – and then deal with the appointment process.
One chairman stressed that it is most
important that before handing over the
succession process to the SID, the chairman should privately sound out each nonexecutive director, including the SID, to see
if anybody wishes to be a candidate. If a
board member has little chance of being appointed, now is the time for the outgoing
chairman tactfully to set their expectations,
thus avoiding potential embarrassment and
hurt feelings.
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search firm also has a role to play in taking
soundings.
taking office
Handover should be short and very
clear about who is doing what
Power transfers surprisingly fast from
the outgoing to the incoming chairman. It
helps for there to be complete clarity about
which of them is responsible for what –
and when responsibility changes hands.
One chairman likened the transition to the
handover of control between two pilots of
a plane. There is no room for ambiguity at
this moment.
Start planning the next cycle: outline
agreement on tenure is best done at
the start
The best time to set expectations about
tenure is at the moment of taking office.
Leaving it later can lead to misunderstandings; it is up to the new chairman to initiate
that discussion.
Conclusion
The chairmen to whom we spoke take
a sensibly pragmatic view of succession
planning, loosely based on the code. Each
board, rightly, has its own approach.
However, a number of common points
emerge. Chairman succession planning
should be:
• considered by the nominations committee well in advance on a continuous and
confidential basis;
• synchronised with CEO succession;
• initiated by the chairman and then executed by the SID;
• undertaken with a clear and rigorous
process that paves the way for clean handover and an appropriate working relationship between the new chairman and the
existing CEO.
Based on our experience, we would recommend that boards give a greater priority
to advance planning, which is more of an
advantage than it used to be due to the limited choice of exceptional candidates for this
increasingly critical role and the importance
of setting the right tone for the future working of an effective board. n

V i e W s • b y ta d a s h i K a g e y a m a a n d c h a rl i e V i l l a s e n o r

Procurement and supply
chain fraud in Asia
“Corrupt practices are often
revealed through whistleblowing by an honest supplier,
but managers can also look
out for some tell-tale warning
signs”

V

endor, supplier and procurement fraud is an increasing
problem in Asia. In Kroll’s
2011/2012 Global Fraud Survey,
a third of the respondents in both
China and Southeast Asia said that
they had suffered from this type of
fraud in the past year. This is roughly
a 50 percent increase over last year’s
survey results.
This increase is partly due to
greater awareness of existing fraud,
as well as to changes in the global
environment which have led to
higher domestic consumption in
Asia. In the past, goods were often
made in China and quickly shipped
out to places like Japan or the United States. The supply chain is now
much more sophisticated. A good
example is one Kroll client, a materials company which used to manufacture low-end chemical solutions
in China and export them to other
countries. It is now making more
complex items in China for local
consumption and hence procuring
more high-end items.
The Procurement and Sourcing
Institute of Asia (PASIA) believes that
this shift in strategy is also focusing

Kickbacks
Supply chain fraud can take many
forms, but in Kroll’s experience, the
most common manifestation in Asia
involves kickbacks and bribery, with
conflicts of interest and collusion coming second, and tender rigging being
the least common. It is perhaps surprising, given the growing awareness
of the far-reaching and hard-hitting
United States Foreign Corrupt Practices Act, that Asian operations of
well-known multinational corporations are by no means immune
to this kind of fraud.
Kroll has investigated a large
number of cases where the local
senior manager has taken bribes
from suppliers. These individuals
are aware that it is against the
rules – they have read the compliance manuals and signed the
various documents – but they say,
“Hey this goes on in the world, so
why can’t I do it?” In one case, an
American company brought in a
new general manager for its China
operation. Telling the head office
that it was necessary in order to
obtain the best prices, the new
manager called in the company’s
suppliers one by one and threatened to change vendors if they did
not meet his requirements. In fact,
he was really keeping on board
those vendors who were willing to
give him a kickback and firing the
ones that refused to do so.
Corrupt practices are often revealed through whistle-blowing by
Tadashi Kageyama: “the need for effective, efficient,
and ethical procurement and supply management will be an honest supplier, but managers
can also look out for some tell-tale
of greater importance”
more attention on ethical supply management. As Asian economies grow,
traditional tactical procurement and
supply management processes will be
challenged to drive efficiencies and
eliminate gaps in compliance. Increased
spending can potentially lead to a higher risk of bribery and fraud. As a result,
the need for effective, efficient, and
ethical procurement and supply management will be of greater importance.
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warning signs. One sign is a lack of
thorough vendor background checks
as part of the due diligence process.
Some companies fall into the trap of
only conducting a quick internet search
on their vendors, without ever visiting
their factories; often when investigators show up the vendor is not even
there. Another red flag is to see one or
two vendors getting all the contracts,
or if the same purchaser is managing a
vendor for one or two years.
Conflicts of interest
The second most common type of supply chain fraud in Asia involves conflicts
of interest and collusion. In one Kroll
case, a Japanese machinery company
had a large operation in northern China overseen by a trusted Chinese general manager. It was only when a newly
appointed CFO carried out a management review that problems were revealed, including a significant payment
to one supplier which was owned by
the general manager’s wife. When
confronted, the manager saw nothing wrong with his actions: in his view,
he had been making money for the
company and there was no real financial damage done. All the items had
been delivered at fair market prices.
The manager was, however, receiving
a salary and dividends from his wife’s
company, and was clearly in breach of
his employment agreement and code
of conduct. In such cases, the damage
is to reputation and morale. If left untended, the problem can lead to a lot
more costly problems down the line.
In the procurement and supply
management sector, fraud typically
involves high-value items and is often
committed by senior-level executives
who are authorized to sign off on
high-value invoices. In one case which
PASIA studied, involving a foreign multinational company, a problem was
only uncovered when a third-party
procurement consultant was brought
in to find opportunities for savings and
efficiencies. He found not only oppor-

Charlie Villasenor: “Ethical procurement
and supply management is good
for business”

tunities but also anomalous transactions, notably a contract which had
been in place for several years under
terms where, although real market
prices were expected to go down, the
contract prices were pegged at an old,
high rate without any clause to allow
price redetermination.
The good news is that, due to its nature, many employees are aware of supply chain fraud. Problems can be picked
up through careful vendor screening
which should consist of more than a
standard web search: Kroll recommends
the cross-referencing of vendor information with the phone numbers and
addresses of employees and their families. As well as screening, companies
need to conduct regular fraud checks at
various points in the procurement cycle.
This should include looking at financial
data to see if there are any anomalies,
such as contracts with specifications
which highly favor one particular supplier. A third party procurement and
supply management specialist can help
identify and correct weaknesses in four
areas: people, process, procurement,
and governance. Such a project and its
outcome must be publicly endorsed by
the board and the audit committee in
order to prove successful.
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What the future holds
PASIA expects that, as business competition accelerates, supply chains are
going to be under tremendous pressure to perform. This will also hold true
for sales and business development
professionals who are charged with
delivering top line revenues. For both
to keep themselves sustainable in the
global marketplace, adherence to the
highest ethical standards when buying
and selling is critical.
An obvious challenge facing all
countries is the absence of a global
standard on ethics in procurement.
This is why PASIA is offering the Global Procurement and Supply Management Ethics Certification program,
which will be rolled out in 2012. It
will focus on identifying gaps in how
organizations carry out their business,
providing enterprise-wide education,
and certifying individuals and companies in relation to sustainable ethical
practices.
In PASIA’s view, when you have two
professionals from different countries
doing business, they should establish
baselines of what is ethical, and they
should use global standards. Ethical
practices make an organization sustainable. Ethical business is competitive. Ethical procurement and supply
management is good for business. n
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10 Lessons in improving
the Tao of your board
For great Chairmen…past, present, and those to be

“Every board is unique
because it is comprised of
unique individuals working
collectively to resolve
strategic and long-term issues
under a certain competitive
environment that has defined
the functions of their board”

An earlier article, “the Tao of
Corporate Governance”, published
in March 2011 of this Journal,
appeared to have struck a chord
with a number of readers. At a
subsequent request of this Journal’s
editor, Aldrin Monsod, I began to
put a few disparate thoughts on
paper, building on the philosophy
of the Great Tao.
That first article intended to
help a few readers and practitioners
cut through the fog on three
burning issues at that time. The
first was a wayward quest to find
the Holy Grail between corporate
governance and higher revenue
or share value. The second was a
growing trend and discussion to
harmonize the governance practices
across the world, and the third,
on having the board to focus on
reaching a balance between risk
taking and value creation as an
end state. All three initiatives were
grand initiatives and all started with
the best of intention.

Gregg Li: “Few are less concerned with
the genuine long-term health of a
company, as board directors should be”

Introduction
My aim of that article, and these 10
lessons, are to help the readers understand a new and useful perspective on
true corporate governance, and help
the reader distinguish art from propagandas and fads. The basis of my art
is simplicity: using the Chinese philosophy of Tao on how to survive and prosper in times of crisis. Here and there I
will take away a few lines and head towards the realm of a Zen painting that
combined both Buddhism and Taoism,
but adding nothing superfluous.
For me, these following artistic
words, drawn from the great Tao, describe the true power of CG much better than others:
• Simplicity
• Balance
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• Contrast
• Immediacy
• Spontaneity and Control
• Creation
• Self Awareness
Governance indeed is an art.
Hence, this series of lessons are
based on my own understanding of
philosophy and appreciation of the
fine art in corporate governance.
Art is unique from the perspective
of the beholder. The way morning
light shines on a Qi Bai-shi masterpiece, hung in a Mumbai home, as
compared with how the afternoon
light basked the art piece in a home
in Strafford-upon-Avon is quite discernible. To get the most from these
lessons, I would encourage you the
reader to take how I have described
the Taoist art of corporate governance from my perspective, massage
it, and use it to see and form your
own perspective.
In my attempt to find common
solutions, I have generalized a few
ideas. I do offer my apologies if some
of those ideas may not be applicable
to the unique situation faced by the
reader. Every board is unique because
it is comprised of unique individuals
working collectively to resolve strategic and long-term issues under a
certain competitive environment that
has defined the functions of their
board. Unfortunately, few boards
and few businesses these days think
sufficiently long term. Few are less
concerned with the genuine longterm health of a company, as board
directors should be. Management

by definition and scope are natural
short-term thinkers.
If you have found some parts persuasive, I would encourage you take
what is relevant and adjust those
parts to fit your own situation.
In translating these concepts and
essence of Tao in CG, I shall be using
10 lessons, and they are:
1. Favoring Simplicity
2. Seeking Balance
3. Being Different
4. Reducing Control
5. Identifying Critical Controls
6. Setting in Your Controls
7. Managing Key Enterprise Risk
8. Putting CG Practices to Work
9. Cultivating Innovation and
Creation
10. Igniting ERM Practices through
Immediacy and Spontaneity
Background to the Lessons
Because corporate governance is really an art; artists learn by trial and
error, by self-reflection, and by collaboration. The art lies in knowing
and finding the right balance between control and performance. Too
much control and the firm will die as
it fails to respond rapidly to changes
in the market. Too little and the firm
will be out of control, falling into the
myriad traps and risks along a path
it has set for itself. Making governance work indeed requires a balance. The greater the artists (members on the board) and the more
sophistication of the viewers (other
shareholders) to appreciate this, the
more intricate the balanced art form
of governance. Architecture so designed can only be recognized if one
knows where to look for it.
In the real world, the process
of reaching that balance is also an
‘art’. And in the world of the board
of directors the master artist is the
chairperson who acts as the conductor in a grand painting with many
directors acting as artisans and
helpers to paint this painting. We

“Only when governance
and management are
working in sync will you
have the structure to
facilitate a viable business”
all know that it is literally impossible for all artists without a master
plan to draw something collectively. Each person painting a different part and having all these parts
come together looking like a single
masterpiece is an exception, not
the rule. Picture a giant puzzle, so
large that each person moving the
pieces of puzzle only sees his part.
As each tries to put the puzzle together with his pieces, the context
or positions of the other pieces are
in flux. The puzzle here cannot be
completed without a master convener and without a master plan. And
the process and the plan are indeed
the tools of the master artist. Grace
and power comes from his pen. And
the process and the plan are indeed
the visible beauty and the power behind governance.
True art in governance belongs
to the Chairperson. These lessons
will be presented to the Chairperson
in mind.
And because it is an art, it is difficult for many to understand what it
really is about. Without that knowledge, it is nearly impossible for those
new to the subject to recognize or,
for that matter, attempt to formulate a healing process to fix governance when something is astray.
When the overall balance is
missing, a number of things may
happen. Take for example, when a
board gets too involved in day-today matters, some financial analysts
describe this as sound management.
On the contrary, I call this micromanagement, especially in a context
where there is already a full board
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of directors and a team of managers
in place. On the other hand, some
directors would delegate everything, from their authority to their
responsibilities. I call this absenteemanagement. Their belief is that it is
their right to delegate as ‘managers
are supposed to be paid based on
what we tell them to do’. Both extremes strain governance practices
and neither is desirable from the
perspective of balancing control and
performance.
Sometimes the power of the
directors can be extended to management and a smart manager may
create an illusion that he is just as
powerful as a director because the
manager controls just as much as
any director. This space, appropriately called the ‘edge of chaos’ where
two powerful parties – directors and
managers – would share and negotiate, is often nebulous and by being so, would allow many boards to
balance and effect authority. It is the
existence of this space that allows
the player to contribute in creating a
tapestry where the art of corporate
governance is played out! And this
is why corporate governance sometimes is so difficult to fathom.
Corporate governance has also
been defined as the process of seeking a balance between risk taking
and the creation of value. In this
process one can appreciate the
shifts in roles between governance
and management; hence, to really understand governance we also
need to understand management
and this is the second obstacle in
teaching and advising governance.
One of the difficulties in understanding the differences between
the board and management is this
tendency for most boards to take on
the role of management also. Only
when governance and management
are working in sync will you have
the structure to facilitate a viable
business.

eDitoriAL
Your learning objectives
The learning objectives of these lessons have been designed to enable
you to: Identify your training needs
in corporate governance; Find ways
to balance conformance with performance; and set in a style of learning
that you can use to communicate to
other leaders in your own company;
to help develop you into a better
mentor and coach to
your leaders.
Most importantly, by
actively working the
exercises contained in
each of the lessons, you
should begin to raise
your awareness of the
costs and benefits of
corporate governance to
your firm’s viability, identify the gaps between
where you are now and
where you want to go
to some degree, and be
able to structure an initial process with which
to close those gaps.
How to make the best use of
these lessons
My suggestion is to read a lesson
each quarter. Spend no more than
an hour on each lesson. The best
guide is to start from the beginning
and work your way from one lesson
to the next. Each lesson can be read
separately.
Because these lessons was born
out of the need to help chairpersons
and directors understand how to
navigate through the complexity we
face today in corporate governance,
we should expect guided exercises.
From the many coaching sessions
with chairmen and older directors,
I have come to piece together a series of concepts that new and young
chairpersons should understand and
have converted them into exercises
and self-exploratory questions.
Having read the lessons and done

eDitoriAL
“By doing this exercise
and earnestly trying your
best to answer all the
questions, you will begin to
build a mind-map of what
CG has meant to you”

these exercises, the reader will come
to learn how to refine and apply the
concept in reality. Sometimes a series of questions are used to bring
out new thinking and awareness and
I have tried to keep any such questions to within a half dozen each
time. I have made every effort to add
questions that may help clarify the
reader’s understanding. It is important the reader try these exercises,
questions and practices, as new behaviors are often too alien for new
chairs to accept.
Like learning to sit in a Zazen position (cross-legged) in Zen for mediation, learning new habits for the
new chair is not easy. Asking good
questions is a fundamental skill that
many directors will come to learn.
It is also a necessary and useful skill
of a good chair and one that he has
to learn to master. A good question
posed at the right time is like a bea-
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con shinning through the fog. After
all, directors must learn to ask insightful questions at the right time.
In each lesson the reader will
be presented with a few challenging questions to ponder. These are
called Chairman’s Questions. There
are few obviously right or wrong
answers. And the main aim of the
learning is for the reader to attempt
to answer them. Subsequent sections shall shed
more light on how some
of these questions can
best be answered. In either case, the important
thing is to reflect and
jot down your answers
to those questions. It is
the thinking process and
reflection that will help
you become more competent in your craft.
Setting the stage: Chairman’s exercise: What
is unique about my
interpretation of CG?
Please read the following questions and without spending too
much time on any one, try to answer
them as best as you can. By doing
this exercise and earnestly trying
your best to answer all the questions,
you will begin to build a mind-map
of what CG has meant to you. You
may need 15 to 30 minutes on this
exercise. A small chairperson may
want to present these questions to
the board members in the annual review session, and facilitate a consensus on the board’s preferred answer.
1. Enterprise Risk Management (ERM): If something that can
fatally wound the company’s operation had occurred last night, how
would the board be informed this
morning? And are you comfortable
with the contingency plans and crisis
management that would come?
2. Customers: What is the single
most important action the company

can take to bring the customer closer
to your company? Conversely, what
are the three major areas of customer displeasure from your top 10
clients? How does the board track
progress of these?
3. Accountability: The Board
must be able to deal with conflicting objectives, and this is extremely
difficult. Sometimes things don’t always go as planned and someone or
a group of people must be held accountable. How comfortable are you
with the current arrangement and
would you describe this as fair? As
the best possible given the circumstances? Or as evolving? Is there a
job description for, or a general understanding of, the roles of the CEO,
Chairperson, and other directors?
4. Competition: How certain are
you that the mistakes made by the
Board of Directors at Enron, Lehman
Brothers, your competitor, and other
boards would not happen in your
company? What is it that your closest competitors are doing to raise
their corporate governance and linking that to higher share value?
5. Succession: If one of your
key leaders is gone accidentally,
how quickly can you replace that
person? Does your succession
plan extend to two generations
of leaders? Would your next leader more likely be home-grown or
to be recruited from outside?
6. Strategy and Execution:
How comfortable are you with
the current ways and effectiveness in which strategies are being formed, monitored, and then
evaluated? How well is the Board
tied in with operational reality?
7. Policies: When was the last
time the Board’s complete set of
policies was written up or reviewed;
and how extensive would you say
management has abided by such
policies? Policy of risk management
is probably new and if this is true,
how does that link into the culture

“It is a combination of all
those elements, mixed and
blended beautifully in the
right amount to create a
masterpiece”

10 questions contained the essence of
governance. Do you see them?

Conclusion for this Introduction
CG is indeed an art. And because it
is an art, it is difficult for many to understand what it really is about; and
without that knowledge, it is nearly
impossible for those new to the subject to recognize or, for that matter,
that you have endorsed? When was
attempt to formulate a healing prothe last time anyone has done a comcess to fix governance when someplete review of your policies?
thing has gone astray.
8. Board Structure: Are you getThe best way to describe CG
ting the impact you want from board
through Art is to use Taoist and Zen
meetings and the committee strucArt to bring about this perspective.
tures that are in place? Can time be
The Art is simple, sometimes direct,
better spent talking about industry
rarely amusing. Like the philosophy
leadership? Value creation? Staff?
where they arise from, these paintInnovation?
ings embrace paradox on many lev9. Command: Given where the
els. Using Tao, and sometimes Zen,
company is going, are you comfortto bring about an understanding of
able with the current level of comcorporate governance is my attempt
mand and control, and how would
to bring out the paradox that must
these be changed in the next few
exist for the system of governance to
years as the market becomes even
function properly.
more competitive?
The basis of Taoist art is simplici10. Feedback: How different are
ty…a few lines to a painting, adding
the expectations from your investors
nothing superfluous I hope. In the
and customers, with those of yournext chapter we should explore
how to recognize and favor
An old Zen story
simplicity in governance. n
The story goes that two monks were crossing a
Professor Gregg Li has written exstream. They came upon a beautiful young lady
tensively
on board governance issues.
who needed help. The older monk offered to carHe
has
been
advising boards since 1997
ry her on his back to cross. Off they went.
on effective ways to improve both perAn hour later the young monk couldn’t keep quiformance and conformance when he
et anymore and blurted, “You carried that lady
was running the management think
on your back, Master. Doesn’t that bother you?”
tank at the University of Hong Kong.
The old monk retorted, “I put that baggage down
His work in the last decade has been
several miles back, but it looked like you are still
used from South Africa to Canada to
carrying it.”
the Philippines. Now retired from head-

self and your senior management
team with regards to quality, form
and substances, and corporate governance?
Having spent another 30 minutes
on this section, you should begin to
realize that your perspective of effective governance has shifted. The above
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ing a regional practice for aglobal consulting firm, Gregg teaches and guides
young directors on how best to work with
their family boards in Asia. Gregg received his
Engineering Doctorate from Warwick, MBA
from UCLA, MA in Asian Economics from Hawaii; and Liberal Arts from Washington University in St. Louis, where he is currently an
advisor to their Asian Board. Gregg is one
of our consulting editors and practices Tai Chi
and Zen.

SPONSORED SECTION

Moving forward to
nation-building
MPIC stakes its faith in the Filipino
ONE OF THE LEADING
CONGLOMERATES in the Philippines,
Metro Pacific Investments Corporation
(MPIC) has focused its strategies on investing in infrastructure that have a direct
impact on supporting economic development and on improving the quality of life
of Filipinos.
It recognizes the urgent need for infrastructure to grow in keeping with the
government’s vision of even higher growth,
more jobs and better living conditions for
the people, and to
support the growth of
MPIC’s healthcare
business and industry,
sector, the hospital
to help the country’s
group, is the only
economy realize its full
network of hospitals
potential.
present nationwide,
With this view,
with plans to acquire
MPIC has acquired
more tertiary hospitals
either controlling or
to serve more people
majority interests in
companies that are
leading players in their respective fields:
physical infrastructure covering power
distribution and transportation to facilitate
growth, and social infrastructure including
w wand health—primary
w . m pservices
i c
water supply

that have a direct impact on the quality of
life and that support social objectives.
One of its subsidiaries, Maynilad Water
Services, Inc. has the largest concession for
clean water distribution and sewerage in
terms of population served. Meralco distributes over 50 percent of the electricity
consumed in the country and has lined up
innovations that will make electricity more
accessible and affordable to more people.
Metro Pacific Tollways Corporation operates
and maintains more than 60 percent of the
toll roads in the Philippines and is geared to
connect the country’s Northern and Southern toll road systems in Luzon through the
heart of Metro Manila – reducing travel
time between the two toll road networks
from an hour and a half to approximately 20
minutes, and allowing vehicles access to the
port of Manila 24/7. MPIC’s healthcare sector, the hospital group, is the only network
of hospitals present nationwide, with plans
to acquire more tertiary hospitals to serve
more people.
MPIC’s investment in healthcare, in
addition to efficient water and sanitation
services help lay the groundwork for a more
.productive,
c o healthy
m population
. p h capable of

CorporateGovernanCeasia 40 January-MarCh 2012

SPONSORED SECTION

contributing to sustained economic growth.
On the other hand, transport infrastructure
improves access to markets and services,
while creating reliable energy services
fuel economic growth and improve life
conditions.
MPIC’s participation in public-private
partnerships has enabled the company to
help the government in facing infrastructure
challenges that require private sector support and cooperation in terms of making
available funding and other resources to
meet the increasing needs of investments in
infrastructure services, increased efficiency in
project delivery and operations, access to advanced technology, and sustainable development in infrastructure facilities and services.
Filling the investment gap in infrastructure sectors, MPIC has helped bring
to world-class levels the quality of innovation and customer service. Invariably, it has
turned around the financial performance of
its partner entities. In its partnership with
government, it has offered a viable formula
of providing relief from having to bear the
costs of design and construction, taking
on certain risks, and giving the promise of
better project design, construction, management and operation for the benefit of all
stakeholders ; government, investors, and
most of all, the consuming public.

Reports show that in the Asia-Pacific
region, poor infrastructure is one of the constraints to growth. Rapid population growth
and urbanization lead to infrastructure inefficiencies and bottlenecks. MPIC believes
that developing and maintaining essential
public infrastructure
is an important inMPIC’s commitment
gredient for vibrant
to the Philippines will
economic growth and
surpass and overcome
poverty reduction.
whatever movements
The company’s
transpire in the global
adherence to Corpoeconomy because it
rate Governance has
believes in the country
resulted in excellent
levels of results for the
benefit of its investors, the government and
the public. It has consistently upheld core
values central to its corporate governance
policies, financial discipline and accountability, integrity, transparency and the highest
ethical work standards expected from its
suppliers and business partners.
MPIC’s commitment to the Philippines
will surpass and overcome whatever movements transpire in the global economy
because it believes in the country: the
resiliency of its people, its rich resources,
and its promising long-term prospects that
will contribute in making the country one of
the economies to watch in Asia. n
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Building efficient equilibrium
towards sustainable growth
“Bank Indonesia is also
currently reviewing
regulations to enrich
instruments on the foreign
exchange market in order to
encourage hedging”

T

he general public not only demand
a sound and solid banking industry but one that also plays and effective and efficient role in financing the
economy. The creation of a sound and
solid banking industry is inseparable from
a banking sector that can effectively and
efficiently perform its intermediation function. Additionally, the banking industry
must continuously strive to enhance its
competitiveness, especially in the face of
very real future challenges like the inauguration of the ASEAN Economic Community in 2015.
With a view that future macroeconomic management will continue to confront global risks and increasingly complex
domestic issues, the orientation of Bank
Indonesia policy in 2012 will be directed
towards the following:
a. Optimising the role monetary policy plays in boosting economic capacity
while mitigating the risk of an economic
slowdown.
b. Enhancing banking efficiency in order to optimise its economic contribution,
while simultaneously underpinning bank
resilience.
c. Improving the efficiency, reliability and security of the payment system,
in terms of the national payment system as well as linkages with payment

systems overseas.
d. Strengthening macro resilience by
improving coordination for crisis prevention and resolution (PMK).
e. Bolstering the real sector, including
financial inclusion.
In 2012, monetary policy will be directed towards financial sector stabilisation as well as anchoring a consistent BI
rate to efforts of optimising economic
stimuli, while paying due consideration to
the inflation target.
The interest rate response will be oriented towards achieving the headline inflation target of 4.5% ±1% in 2012 and
2013, while maintaining economic momentum and mitigating the risk of a global economic slowdown. This interest rate
policy will be complemented by macroprudential policy to mitigate vulnerability
in consumptive sectors, for which growth

Bank Indonesia: Enhancing banking
efficiency in order to optimise its economic
contribution.
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is unsustainable or that contain potential
asset bubbles.
The monetary policy operation strategy will continue to preserve interest rate
stability on the rupiah money market,
support exchange rate stability and foster
financial market stability. In my opinion,
this form of stability needs to provide
greater opportunity for national financial
market deepening.
Consequently, monetary operations
will manifest in instruments that can directly catalyse transactional activity on
the money markets, among others, the
interbank money market, repurchase
agreements (Repo) and swap. As a result,
this will drive healthier and more efficient
bank liquidity management. Bank Indonesia is also aware of the need for measures
to continue the re-alignment process of
the interest rate structure on the financial
markets through a number of refinements
to open market operations.
The exchange rate policy instituted
by Bank Indonesia will continue to be oriented towards maintaining exchange rate
stability while concomitantly paying due
regard to internal and external economic
balance, as well as providing assurance
to economic players. From January 2012,
exchange rate stabilisation policy will be
supported by the implementation of policy concerning the receipt of export proceeds (DHE) and foreign exchange from
external debt (DULN) at domestic banks.
Bank Indonesia is also currently reviewing
regulations to enrich instruments on the
foreign exchange market in order to encourage hedging.
To control regional inflation, Bank Indonesia will optimise the function of Bank
Indonesia Offices (KBI) as facilitators and

catalysts of regional development, especially in eastern Indonesia where growth
disparity remains widespread. KBI will be
encouraged to effectively pursue their
function by strengthening relationships
with local government. Looking ahead,
the task implementation of TPID (Regional
Inflation Control Teams) will be buttressed
by an information system for strategic
goods’ prices, in particular covering information concerning national production
and inventory. To this end, strong commitment and support is required from a
number of sides, including the Ministry of
Agriculture and Ministry of Trade, as well
as from local government
Banking policy will be directed towards maintaining an optimal balance
between boosting competitiveness and
strengthening bank resilience, while continuing to encourage bank intermediation
and broadening public access to low-cost
banking services.
In order to ameliorate banking competitiveness, the prime lending rate policy
will be continued to ensure market mechanisms operate smoothly and, hence, policy targets are accomplished. As a followup measure within the sphere of banking
supervision, mandating the inclusion of
efficiency and lending rate targets in the
bank business plan will improve the enforcement of regulations. Bank Indonesia
is also reviewing the practice of offering
higher deposit rates than those set by the
Deposit Insurance Corporation (DIC), as
well as reviewing restrictions on rewarding
customers.
Policy to strengthen banking resilience is achieved by raising capital in order to buoy future economic growth and
anticipate changes in the business cycle.
Through this policy, banks in Indonesia will
be better prepared to anticipate the array
of risks faced, which can be covered by
adequate capital.
Aspects of customer protection and
banking governance require greater attention. Several prominent cases of fraud
in the banking sector during 2011 highlight the need to review customer protection and banking governance policy.

“Bank Indonesia is
determined to take a leading
position in setting future
policy direction for the
development of payment
services”
Consequently, in 2012 Bank Indonesia will
continue measures to enhance aspects of
customer protection and the protection of
potential customers.
In order to augment the quality of
banking governance, Bank Indonesia will
amend regulations relating to financial
statement transparency, particularly the
publication of financial statements, as well
as the requirements for public accountants used by banks. Bank Indonesia is
also reviewing bank ownership policy and
multi-licensing in line with the increasing
complexity of bank business activities.
In addition to aspects of banking competitiveness and resilience, Bank Indonesia
will also encourage the bank intermediation function through a number of measures as follows:
a. Continue efforts to broaden public
access to low-cost banking services (financial inclusion) in rural areas, including
improving the TabunganKu (MySavings)
program, developing financial education
as well as implementing Financial Identity
Numbers and conducting financial literacy
surveys.
b. Facilitate bank intermediation to
support financing in several sectors with
the potential for government agency cooperation. In addition, the most binding
constraints to financing in sectors with relatively low credit growth will be reviewed.
In relation to the financial needs of sectors
that are not commercially attractive to the
banking industry but play a strategic role
in the economy, Bank Indonesia in conjunction with the government will develop
several financing schemes.
Efforts to enhance competitiveness
and governance will also constitute the
orientation of Islamic banking policy. In
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addition, Islamic banking products and
activities will be further developed. Looking ahead, the development strategy for
Islamic rural banks (BPRS) will be directed
in congruence with the characteristics of
such banks as community banks that are
sound, solid, productive and focused on
providing financial services to MSME and
the public in rural areas.
As with the banking industry, which is
expected to lower economic costs, financial services are also presumed to strive
towards a similar goal. Financial services
comprise of the payment system we already know, cash and non-cash, as well as
settlement (transaction settlement).
Bank Indonesia is determined to take
a leading position in setting future policy
direction for the development of payment
services. Policy coordination between
agencies and authorities will continue to
be needed, especially due to the involvement of many parties external to the central bank in developing payment services.
Future development of the national payment services industry will be achieved
through several efforts as follows:
a. First, enhancing the security and
reliability of payment services through the
application of risk mitigation, including the
utilisation of technological advancements,
strengthening the legal framework, reinforcing supervision and expanding the role
of the national payment services industry;
b. Second, boosting the efficacy of
national payment services, including the
creation of interoperability and interconnectedness among the operators of payment services.
c. Third, improving consumer protection through greater transparency by
payment services providers, as well as
strengthening regulations concerned with
consumer protection.
A variety of national payment services
development programs are detailed in the
blueprint, which is integrated in the guidelines to create and maintain a payment
system that is efficient, secure and reliable.
Speech by Dr. Darmin Nasution, Governor of Bank
Indonesia (Bankers’ Dinner - 9 December 2011)

frAuD

• by richard plansky

When fraud is an inside job:

Five steps to consider
“In a case involving kickbacks
or conflict of interest, a
review of records showing
purchases from vendors
may reveal patterns and
recent changes indicative of
corruption”

F

raud remains a large and growing
concern for virtually every type of
company in every part of the world.
This is one of the conclusions of Kroll’s
2011/2012 Global Fraud Survey. Another is that a large majority of frauds
are committed by insiders. To be precise, 60% of frauds, in which the perpetrator is known, are committed by
senior managers, junior employees,
or third party agents or intermediaries – up from 55% in the 2010/2011
survey. The phenomenon of fraud as
an inside job is not only prevalent but
on the rise. The question is, “why?”
While there is no simple answer, it
appears that the increasing fraud risk
posed by insiders is, at least partially,
a reflection of our information-based
economy. More and more, the value
of a company is not measured in tangible property – rather, it is measured
in ideas. Those ideas – a company’s
intellectual property – tend to reside
on computers and servers in the form
of digital data. As a result, insiders
have access to a far greater range
of valuable assets – and can acquire
them with far greater ease – than ever
before.
In light of these trends, it is increasingly likely that companies will at
some point encounter the need to in-

vestigate a fraud allegation against an
insider. When that day comes, critical
choices must be made that can have
significant impact on the company’s
reputation, business continuity, and
even employee morale. To that end,
there are five basic steps that should
be considered:

1.

Lock down evidence. When
an investigation involves insiders, the
need to preserve potentially relevant
evidence is particularly acute. Inside
fraudsters will likely have unfettered
access to the materials that prove
their fraud. At the earliest opportunity, steps should be taken to lock
down electronic evidence that is easily destroyed. The company should be
prepared to discreetly acquire forensic
images of computers, taking “snapshots” of relevant accounts from email servers and shared drives, preserving logs that show access to the
Internet and internal IT systems, and
removing relevant back-up tapes from
rotation. In some cases, it may also be
necessary to secure company landline
and cell phone records, access card
logs, and surveillance videos.

2.

Get smart discreetly. Investigative steps can be taken at the outset to shed light on insider allegations
without alerting the perpetrator. In
virtually any case, a review of company e-mails and Internet browsing
history will shed significant light on
an insider’s activities and associations,
both in and outside of the office. In a
case involving kickbacks or conflict of
interest, a review of records showing
purchases from vendors may reveal
patterns and recent changes indicative
of corruption. A review of corporate

CorporateGovernanCeasia 45 January-MarCh 2012
CorporateGovernanCeasia 45 January-MarCh 2012

filings might show an ownership interest in one or more vendors, whose
share of business has been increased
by the insider.

3.

Look for personal events that
may trigger the ‘need’ to commit
fraud. Fraud is often sparked and/or
evidenced by specific events. When an
insider is suspected, it is always advisable to mine publicly-available sources for signs of financial distress like
bankruptcies, recently filed litigation,
divorces, judgments, liens, and large
purchases that are inconsistent with
the insider’s known income.

4.

Monitor key activities. Consistent with corporate policy and applicable law, an insider suspected of
wrongdoing should be monitored in
order to develop evidence of wrongdoing and mitigate ongoing harm. Examples of potentially fruitful activities
to monitor include e-mail communication on the company domain, hiring
decisions, and payment authorizations
made by the insider, as well as postings on social networking sites.

5.

Have a succession plan. As
an investigation progresses and it appears that insider allegations are substantiated, it is important to plan for
what will happen “the day after.” Failure to have a succession plan can lead
to delay in terminating a corrupt employee and possibly create significant
business disruptions.
While every case is different, thinking through the basic steps outlined
above can help companies respond
ethically and effectively to the rising
threat of insider fraud. n
Richard Plansky is a senior managing director
and head of Kroll’s New York office. With 19
years of investigative and law enforcement
experience, Richard manages a wide variety of
complex assignments with a special emphasis
on corporate investigations.
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World Economic Forum 2012:

“Green shift” in industries
could save US$ 2 trillion for
major world economies
““There is real economic
value at stake. Companies
that effectively weave
resource efficiency into their
core strategy and operations
can drive revenue growth,
reduce cost and improve
brand reputation”

A

new World Economic Forum Report says up to US$ 2 trillion
could be saved through resource-efficient measures across just
three sectors – carbon, steel and iron – in the major economies alone. The report, More with Less: Scaling Sustainable Consumption and Resource Efficiency, outlines the opportunity and imperative
for industry-led action for smarter resource efficiency through which
economic value can be created without environmental depletion and
degradation.
The report, produced with the support of Accenture, reveals sustainability efforts stuck in “pilot paralysis”, with slow intergovernmental
progress and increasing citizen-consumer impatience as we look onto
a decade of economic and societal turbulence. It suggests that industry
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can lead the way as efficiently, and perhaps with more immediate benefit to
the consumer and the global economy,
than traditional models for global action that exist today.
“The sustainability agenda is not
an abstract development concept,”
said Sarita Nayyar, Managing Director,
Head of Consumer Industries, World
Economic Forum. “There is real economic value at stake. Companies that
effectively weave resource efficiency
into their core strategy and operations
can drive revenue growth, reduce cost
and improve brand reputation.”
It is increasingly evident that the
exhaustion of natural resources is a
structural risk to long-term economic
stability. A combination of a changing climate and increased demand in
emerging economies has been pushing
up costs of agricultural commodities.
The price of cocoa rose by 246% and
palm oil by 230% in just over the past
decade. By 2030, freshwater demand
will have exceeded the current capacity to supply by over 40% globally with
close to 4 billion people will be living in
areas of high water stress.
The business case for the “green
shift” is strong. If consumer goods industries increase their energy efficiency,
they could save US$ 37 billion in 2030.
Given the current geopolitical stresses
and rising demand, which could potentially result in a 50% increase in energy
costs, the 2030 figure could be as high
as US$ 55.5 billion.
A country’s sustainability also increases its competitive advantage. India, the US and China fell more than
10 places last year, while Brazil, Kenya
and the Philippines rose over 10 places
on the Forum’s Sustainable Competitiveness Index, which ranks the impact
of natural and social wealth on a country’s competitiveness.
“Scaling resource efficiency is not
just ‘nice’ to have. It is a business imperative, a new model for sustainable
growth in a world where we need to
do more with less,” said Peter Lacy,

“It means rethinking business
models and supply chains. It
requires fundamental shifts,
both in the way we deliver
the products and services
people want and need, and
in the relationship between
consumers and consumption”

managing director, Sustainability Services EALA for Accenture and Project
Advisor. “It means rethinking business
models and supply chains. It requires
fundamental shifts, both in the way
we deliver the products and services
people want and need, and in the relationship between consumers and consumption.”
The report‘s findings conclude that
business can pave the way to securing
competitive advantage in a resourceconstrained world by empowering
consumers and governments through
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the following actions:
Transform demand: The consumer
is at the heart of sustainable consumption. However, consumers care more
about price, performance and convenience than sustainability. About
50% of consumers surveyed in over
40 countries stated that they do everything they can to protect the environment, but only a small proportion
buys ethical brands and pays more
for organic food. Consumers need to
be more consistent with their actions,
and businesses need to engage with
consumers to ensure they are able to
match their actions with their desires.
Transform value chains: Many companies have specific initiatives that aim
to make their business more sustainable, but these often exist in one department or in a silo. Companies need
to embed sustainability across the entire organization to be more efficient,
innovate to tap into new markets and
collaborate within and across industries
to drive scale around sustainability. This
needs to happen in every company for
sustainability to ever get to scale.
Transform the rules of the game: Intergovernmental processes are not delivering fast enough. Business can help
shape the policy landscape to drive
speed and scale. Key areas for publicprivate interaction will be the greening of public procurement, reform of
harmful subsidies, improving regional
trade agreements and enabling longterm investments.
Although none of these dimensions are new in their own right, a
holistic approach is currently missing.
To bring solutions to scale, there is a
need for a critical mass of stakeholders
to work together across sectors. At the
World Economic Forum Annual Meeting 2012 in Davos-Klosters this month,
the Forum will drive a business-led dialogue to help achieve step changes in
sustainability. Along with key partners,
the Forum will develop a programme
of practical action in time for Rio+20
to ensure delivery on promises made. n
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Corporate governance
in Indonesia
“The most fundamental
aspect of GCG compliance
under the Company Law is
the principle of equitable
and equal treatment of
shareholders”

Introduction
Historically, the structure of Indonesian
companies has been characterized by
family-owned enterprises, concentrated ownership and a small number of
controlling shareholders. As a result,
the business culture in Indonesia has
been more relationship-based than
rule-based and the intrinsic problems
associated with family conglomerates,
complex cross-shareholdings and intercompany borrowings contributed significantly to the severity in Indonesia of
the Asian economic crisis of 1997.
It was only after the onset of the
Asian economic crisis that the concept
of corporate governance took on real
importance and urgency. Although Indonesia’s ground-breaking 1995 Company Law had already been in effect
for a short while, the role of the World
Bank and the IMF was also instrumental in the introduction of a more
expansive corporate governance regulatory framework. The nature of the
framework is regulation as opposed
to ethics-driven, compliance motivated
rather than voluntary-based.
Whilst Indonesia’s corporate governance legal and regulatory framework
has expanded greatly in recent years it

is widely acknowledged that there are
continuing problems in the widespread
acceptance, monitoring and implementation of corporate governance
principles.
Regulatory Framework and
General Principles
The regulatory framework for companies (including State-Owned Enterprises) consists of:
• Statute, mainly the 2007 Company
Law, its implementing regulations
and other laws and regulations relating to corporate registration and
other filings.
• Other decrees, regulations, policies
and procedures of sector-specific
ministries which can affect companies in specific industries.
• Regulations of the Capital Market
and Financial Institutions Supervisory
Board (Badan Pengawas Pasar Modal
& Lembaga Keuangan (BAPEPAMLK)) and BAPEPAM-LK policies and
practices.
• Regulations of the Indonesian Stock
Exchange (IDX) and IDX policies and
practices.
• Regulations of the Ministry of StateOwned Enterprises, which apply to
State-Owned Enterprises.
• Indonesia’s central bank (Bank Indonesia) regulations on good corporate
governance.
• The articles of association of a company (articles).
• The Code of Good Corporate Governance (Code), issued by the National
Committee on Governance which,
although not binding, is intended to
become a reference point for good
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corporate governance for the business community.
The basic principles of corporate
governance are fairness (equal treatment of shareholders and stakeholders), transparency (disclosure of information regarding the company to
its shareholders and stakeholders),
accountability (checks and balances
among the companies’ organs), and
responsibility (the corporate liability of
the company as a member of the community).
Indonesia’s current Company Law
(Law No. 40 of 2007) continues to apply the basic principles of Good Corporate Governance (“GCG”). The most
fundamental aspect of GCG compliance under the Company Law is the
principle of equitable and equal treatment of shareholders. This principle is
closely related to the protection of minority shareholders, also a prominent
feature of the Company Law. Minority shareholders who disagree with a
certain decision of the company may
exercise their right to ask the company to buy their shares at a reasonable
price. Minority shareholders (who own
at least 10% of the company’s issued
shares) also have a derivative right
entitling them to take legal action on
behalf of the company, such as bringing a suit against a director before the
courts, requesting a court order for the
company’s examination, or asking for
the dissolution of a company.
The Company Law also applies disclosure and transparancy principles.
The law requires directors to open
the company’s books to shareholders
under certain circumstances. Besides
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that, the law enables stakeholders to
acquire corporate information by proposing a court ruling to order an examination of the company.
The general principles of corporate
governance referred to above often
appear reasonable and prudent when
read on paper but sometimes fall short
in actual implementation. For example,
the Board of Commissioners in many
private companies rarely take an active
supervisory role and are often regarded
as ineffective. In many companies the
commissioners are senior family members and, directly or indirectly, majority
shareholders. Meetings of commissioners are rarely held.
It is also noteworthy that private
companies are not required to have a
corporate secretary and the concept of
making regular and efficient corporate
filings is hardly prevalent. The difficulty
of obtaining accurate corporate information on private companies is made
worse by, first, the fact that (to the best
of our knowledge) no private company
or company officer has ever been fined
or imprisoned for failure to comply
with the relevant filing requirements
and, secondly, the actual electronic
files at the Company Registry are effectively inaccessible. It is obvious that
good corporate governance cannot
be implemented without a good and
transparent information system.
As Indonesia does not have a system of binding precedent like the ones
recognized in common law countries
such as the USA and England, court
cases are rarely reported, and provisions of the Company Law can be
vague, it is also difficult to determine
clearly such matters as the exact duties and liabilities of directors and how
minority shareholder protection has
worked in practice. Although policies
have been issued by the government
and its ministries to promote capital
investment and strengthen legal certainty, the proposals to both reform
the company registry system and also
perfect the process for obtaining busi-

“Roles of independent
appraisers are now becoming
more vital in order to
determine fairness of value
of certain transactions
involving public companies”
ness licenses is still effectively a ‘work
in progress’.
It is hoped that these proposed
changes to ‘governmental governance’
will be reflected in improved corporate
governance, although so far as private
companies are concerned, the practical
reality is that most such companies are
still family-owned and managed and
will likely continue to conduct business
using different ground rules which do
not fit easily with principles of transparency, disclosure and responsibility.
The Indonesian Government also
established in 2004 the National Committee on Governance (NCG) to revitalize and replace the former National
Committee on Corporate Governance
(NCCG) which was established in 1999.
The Committee has issued the Code of
Good Corporate Governance (latest
version, 2010) which, although not
binding, is intended to be a reference
for good corporate governance for the
business community. The Code contains guidelines for conducting GCG
which, among others, covers shareholders’ rights and responsibilities, the
General Meeting of Shareholders, the
Boards of Commissioners and Directors, committees, audit systems, the
corporate secretary and stakeholder
protections. Education and training
of corporate governance is also being undertaken by various NGOs. The
Committee has also issued the Code
of Whistle Blowing System (WBS) in
2008. The WBS Code constitutes the
enforcement of the implementation of
GCG which covers, among others, the
establishment of executive officers of
WBS, the mechanism for reporting vio-
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lations, an investigation mechanism, as
well as protection and rewards for informers/ reporting parties, etc.
It is not within the ambit of this
article to detail the specific GCG principles and procedures applicable to the
capital markets or banking industries.
However, it is worth noting that Indonesia has adopted many international
capital market principles, among others, rights issues for existing shareholders, conflict of interest and affiliated
transactions and material transactions
as well as tender offers. The capital
markets regulatory framework also
deals with such issues as insider trading, market manipulation and fraud;
there are specific requirements for directors and commissioners of public
companies; non-affiliated director, independent commissioner, audit committees are mandatory and every public
company must have a corporate secretary registered with Bapepam-LK. The
capital market regulations also require
disclosure to the public, Bapepam-LK
and the IDX and an appraisal by an independent appraiser for certain transactions which are considered material
or which may trigger a conflict of interest or an affiliated transaction. Roles
of independent appraisers are now
becoming more vital in order to determine fairness of value of certain transactions involving public companies.
Even for a conflict of interest transaction (i.e. a transaction between a public company and its affiliated parties
which is expected to cause loss for the
company), an approval from a majority
of independent (public) shareholders
of the public company is required. The
capital market regulations also apply a
“whistle blowing” requirement for a
public auditor to report to BapepamLK if the auditor finds any suspected
violation of capital market regulations
during their audit of public companies.
With regard to the banking industry, Bank Indonesia has issued a
number of regulations which directly
attempt to implement GCG in com-
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mercial banks. These cover, among
others, matters such as the duties,
responsibilities and qualifications (and
conflicts of interest) of directors and
commissioners; the establishment of
committees (audit, risk monitoring
and remuneration and nomination)
and compliance task forces; strict audit
controls; risk management; the preparation of provisions relating to credit
limits and the preparation of an annual
business plan.
In order to ensure that principles of
good governance are applied in stateowned companies, the State Minister
of State-Owned Companies has issued
Regulation No. PER-01/MBU/2011 on
Good Corporate Governance Implementation within State-Owned Companies. The new regulation replaces
State Minister of State-Owned Companies Regulation No. KEP-117/MMBU/2002 and State Minister of StateOwned Companies Circular Letter No.
SE-14/MBU/2010 which are no longer
in line with current competitive business practices. This regulation requires
state-owned companies to implement
consistent and sustainable good corporate governance and for this purpose,
the Board of Directors of state-owned
companies must draw up a GCG manual which includes board manual, risk
management manual, internal control system, internal supervision system, procedure for reporting alleged
deviations, information technology
governance and a code of conduct.
Anti-Corruption issues have also been
reflected in the regulation. The Board
of Commissioners, Board of Directors
and employees of the state-owned
companies are prohibited from providing, offering, or receiving, directly
or indirectly, gratification to/from customers and government officials. The
regulation also requires a state-owned
company to measure its GCG implementation in a periodical assessment
once every two years and to evaluate
the assessment and to implement improvements.

“The continued growth
of Indonesian nongovernmental bodies to
assist in establishing and
promoting compliance with
GCG rules and principles”
Conclusions
Some of the areas where GCG principles in Indonesia (or their enforcement)
may still seem to be lacking include:
• the transparency and reliability of financial information
• the continuing ability of certain (often, family) shareholders to retain
disproportionate control over companies
• the relatively undeveloped concept
of ‘corporate benefit’
• the absence of strict merger and
takeover controls
• the failure to fully enforce the antimonopoly legislation
• the continuing absence of broad
enforcement of insider trading offences
• the general difficulties and even inability to enforce contractual rights
or obtain redress or even express
grievances.
The above problems have also not
been assisted by both the rarity of professionals with wide experience of corporate governance knowledge and the
perception that many businesses in Indonesia are still not yet fully aware of the
benefits of implementing GCG, notwithstanding attempts from various parties
to encourage private initiatives and selfregulation, develop public awareness
and encourage shareholder activism.
Notwithstanding all of the foregoing, and whilst corporate governance
has not perhaps been a major priority of the government and problems
with the judicial system (other than the
Anti-Corruption Court) have delayed
enforcement, there are signs of further
corporate governance developments.
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These may include:
• an improved corporate registration
system
• further development and extension
of the concepts of independent
commissioners, non-affiliated directors and “fit and proper tests”
• the development of benchmarks and
measurements for good corporate
governance
• the strengthening of the role of regulators and monitors
• the further adoption and acceptance
of the Code as morally, if not legally,
binding
• the improvement of corporate governance awareness, training and
education
• the implementation of regulations for the statutory protection of
“whistleblowers”
• the continued growth of Indonesian
non-governmental bodies to assist in
establishing and promoting compliance with GCG rules and principles.
• the growing number of corruption
cases which have reached and are being litigated or decided in Indonesian
courts and being investigated by the
Indonesian Corruption Eradication
Commission (KPK) is expected to reduce corrupt practices, and in turn to
improve the GCG implementation.
There is, however, concern that,
whilst various aid agencies encourage
corporate governance, the dominance
of family-owned companies, weak
monitoring by regulators, a lack of
proper funding for initiatives and an
inability to radically reform the judicial system may mean that full implementation of these further corporate
governance initiatives will not be as
successful in the short term as the
monitors and regulators might wish. n
Richard Cornwallis (richard.cornwallis@
makarim.com) is a Foreign Legal Consultant
and Rudy Kusmanto (rudy.kusmanto@makarim.com) is a Partner at the Indonesian law
firm of Makarim & Taira S. (www.makarim.
com).

• by michel Doucin

Corporate Social Responsibility:

Many visions, common
expectations
“How can we figure out
what CSR actually is? What
drives emerging countries to
support a concept that they
previously feared would pose a
protectionist threat to them?”

C

orporate social responsibility (CSR) has met widespread
enthusiasm for some years.
Groups of companies throughout the
world abide by the United Nations
Global Compact launched by the United Nations Secretary-General, Kofi Annan in 1999 and today nearly 6,000
groups are engaged in CSR. In September 2010, the ISO 26000 standard
on social responsibility was adopted
with 93 percent of the participating
standardization organizations, from 90
States, voting in favor. The United Nations Human Rights Council adopted
unanimously Guidelines for human
rights and companies, which received;
last June a unanimous vote.
Such enthusiasm for social, environmental and human rights (which
emerging countries have shared) is
reassuring in a world that generally
seems to be concerned mainly with
profits.
But are we misinterpreting this
apparent unanimous adherence to
the concept? Is the definition generally used in Europe truly universal? The
European Commission released it in a
new communication on CSR on 25 Oc-

tober 2011: CSR is “the responsibility
of enterprises for their impacts on society [including] respect for applicable
legislation, and for collective agreements between social partners” […].
To fully meet their corporate social responsibility, enterprises should have in
place a process to integrate social, environmental, ethical, human rights and
consumer concerns into their business
operations and core strategy in close
collaboration with their stakeholders,
with the aim of maximising the creation of shared value for their owners/
shareholders and for their other stakeholders and society at large and identifying, preventing and mitigating their
possible adverse impacts. ”
A number of indications lead us to
doubt that there is a simple and universal conception of CSR.
In China, governmental directives
for state-owned companies and export
companies encourage CSR as a way
to create a “harmonious society” and
improve the international image of the
country. The Danish Government website states that CSR is a way of defining
a collective quality label for national
industry with the aim of conquering
new foreign markets. In India, authorities encourage the use of CSR as an instrument for curbing threats of public
unrest spurred by globalization, which
widens social inequalities. Anglo-Saxon
management schools see CSR as a new
way to address consumers, shareholders ,nongovernmental organizations
and others, which can help anticipate
changes in their expectations, reduce
risks of being the victim of smear cam-
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paigns and maximize long-term profits.
We don’t seem to be talking about the
same thing !
How can we figure out what CSR
actually is? What drives emerging
countries to support a concept that
they previously feared would pose a
protectionist threat to them?
All of the above interpretations
actually have a common core, and
each branch reflects the differences
expressed by countries based on their
social, economic and political backgrounds. It would be a good idea to
explain the history behind the core so
that it can be defined before identifying the different parties responsible,
particularly in emerging countries,
which all have slightly different interpretations of CSR.
Intellectual beginnings
Early writings on the CSR concept
mention a few industrialists who, in
the 1930s, then in the 1950s, supposedly suddenly decided to include the
societal well-being, equity, and happiness of their employees in their objectives relating to profits and satisfaction
of their shareholders, for ethical reasons rooted in their Christian faith. An
economist named Howard R. Bowen is
said to have come up with this theory
in a very popular book entitled Social
Responsibilities of the Businessman
published in 1953. According to Bowen, the fact that large businesses “are
vital centers of power and decision
making and that the actions of these
firms touched the lives of citizens” is
a source of tension in society. He goes
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on to say, “It [social responsibility]
refers to the obligations of businessmen to pursue those policies, to make
those decisions, or to follow those
lines of action which are desirable in
terms of the objectives and values of
our society.”
Given that Social Responsibilities of the Businessman was written
at the request of the Federal Council
of the Churches of Christ in America,
we might assume that the founders
of CSR were motivated by their religious beliefs to ease the suffering in
their soul. They were a wealthy minority living off the work of poor people.
Therefore, any social work would e be
for the purpose of easing their conscience.
However, this idea should be
viewed in less limited historical and
geographical contexts.
First, we can see a certain relationship between CSR and the utopian
movement that developed at the beginnings of capitalism (in Europe and
North America), inspired by Enlightenment thinkers. Claude Nicolas Ledoux’s
experience with the Royal Saltworks at
Arc-et-Senans,: Each worker’s family
had a house with some sanitation facilities and a private garden for growing vegetables. Charles Fourier created
the Familistère, a kind of cooperative
where worker’s family shared many
health and education facilities.
His ideas, widely promoted in the
United States by Albert Bisbane (author of the Social Destiny of Man published in 1840), inspired several dozen
experiments. . A portion that would
later be called CSR, namely the social
redistribution dimension, was thus already established.
Paternalism Roots
CSR originates also partly from a paternalistic tradition. It is rooted in social
Catholicism, marked by the encyclical,
Rerum Novarum, of 1891. This movement was very popular and can still be
seen in Northern Europe (particularly

Michel Doucin: “Corporate social
responsibility has met with widespread
enthusiasm for some years”

in mining and metal industries) and
in Latin America. Protestant religions
would encourage a number of similar initiatives. In France, we can easily
find this tradition in companies such as
Michelin, Auchan, Leclerc and OuestFrance, whose leaders are concerned
with dialogue with their employees
and eliminating the boundary between capital and labour with profitsharing policy, at times bypassing the
trade-union intermediary.
This tradition can be seen in other
cultures. In India, Jamsetji Tata explained his vision in 1895 (17 years
after the conglomerate that bears his
name was founded) as follows: “We
do not claim to more unselfish, more
generous or more philanthropic than
other people. But we think we started
on sound and straightforward business principles, considering the interests of the shareholders our own,
abd the health and welfare of the
employees, the sure foundation of our
success”. He introduced occupational
health care and maternity leave for
his employees and their families. He
also built and funded schools, universities, museums and hospitals. These
infrastructures were also accessible to
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populations located near his factories,
because, in the words of the descendants, J. R. D. Tat, “Every company
has a special continuing responsibility towards the people of the area in
which it is located and in which its employees and their families live”.
A practicing Zoroastrian, Tata believed that charity was degrading for
those who receive it and that it would
therefore be better to create cooperatives fostering individual initiatives. He
was educated in Great Britain where
he was struck by the devastating social
consequences of the Industrial Revolution and attracted to utopian ideas of
the intellectual circles he frequented.
This new industrial culture, begun and
cultivated by the Tata family and still in
evidence today, has significantly influenced all the industrial sectors in India.
Paternalism is today a near-universal practice. Corporate foundations
can be found on every continent. They
offer their employees social services
and fund social actions benefiting
communities with which their companies work. For example in Brazil,
programs were assessed at 174 million
in 2009, with priorities focusing on
education, the development of local
communities, health, sports, continuing education and illiteracy. In India,
an Ernst & Young study published in
June 2010 indicates that 55 percent
of 40 large companies established
foundations working on education
(85 percent), health (67 percent), rural
development and social support (57
percent).
This model is the most developed
in countries that have opted for a
market economy. Faced with a growing class struggle at the end of the
19th century, these countries found
it important to show that capitalism
could be humane and provide social
responses to address the consequences of poverty. The 1929 crisis spurred
the first government interventions
in the economy in the United States,
and with them a reaction of employers

eager to prevent the New Deal from
going too far in the socialization of
the economy (we can see this ongoing
issue in the accusations made by today’s Tea Party participants against the
Obama administration). Then when
the Soviet economic boom of 19451950 generated a wave of nationalizations throughout the world, paternalistic companies sought to stress that
their solutions had at least the same
quality socially as state-owned companies. Tata was proud to have avoided
nationalization in the 1950s, because
his workers, afraid of losing the social
benefits they had gained, went on
strike. Bowen’s thinking was successful
in this context. The history of CSR has
progressed along with the world’s major political and economic crises since
the 19th century.
The Impact of Powerful
Transnational Companies
However, it was only in the 1970s and
1980s that the concept of CSR was
truly developed and gained importance relative to the paternalistic management vision. During this period we
began to see private economic actors
move beyond government control because of their economic weight and
transnational nature. Foreign companies’ conspiring with perpetrators of
coups d’etat in several countries at
that time was brutal proof of this. An
other example was the reticence of the
Union Carbide Corporation to recognize its responsibility in the 1984 Bhopal disaster in India that killed at least
20,000 people and left millions with
chronic diseases.
The Organisation for Economic
Co-operation and Development took
over a project for a Code of Good
Conduct that had failed at the United
Nations and adopted the Guidelines
for Multinational Enterprises in 1976.
The OECD states that the activities of
multinational enterprises can “bring
substantial benefits to home and host
countries” and “ can help enhance

the economic and social progress in
their host countries” and “resolve
difficulties which may arise from their
operations [related to their economic
power]”. An inter-governmental organization therefore established a
dual responsibility: not to take advantage of power to act immorally, and
contribute to economic and social
progress.
A Nonowner Management Style
Seeking Legitimacy
An other occurrence is the financialization of the economy, which has
translated into growing importance
of shareholders and a separation between ownership and management.
We now have to come up with new
governance rules to organize the relationship between salaried management and the new owners, whose idea
of partnership revolves around generating big profits.
The idea of societal expectations
(beyond the shareholders) lead to the
stakeholder theory. The economist Edward Freeman defined stakeholders in
1984 as any group whose collective
behavior can directly affect the future
of the organization, but is not under
direct control. Managers - who are different from owners, have to manage
the complex relations of the company
with a set of groups that sometimes
have conflicting expectations. Under
pressure from traditional economists,
for whom “the business of business is
business” (Milton Friedman), in other
words for whom the company has no
other purpose than to make profits - a
CSR managerial vision is slowly being
established on the basis of two notions: minimizing risks that are associated with an inaccurate assessment
of stakeholders’ expectations and optimizing overall performance, thanks
to the intelligent integration of these
expectations. Salaried managers are
gaining new legitimacy, working as
mediators between the various interests of stakeholders.
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The CSR Utilitarian Approach
CSR has now emerged as a strategic
way of managing a company anticipating the changes in consumer tastes
and future social and environmental
regulations, building workers’ creative
motivation and preventing the company’s reputation (and by extension,
shareholder value) from being damaged. It gives responsible companies
a comparative advantage. In this utilitarian approach to CSR, ethics hardly
have any importance.
This idea has been popular, including in certain emerging countries.
In China, “Guidelines to the StateOwned Enterprises Directly under
the Central Government on Fulfilling Corporate Social Responsibilities”
(promulgated in 2010 by the State)
have eight methodological principles
including constantly improving ability of making sustainable profits by
advocating scientific and democratic
decision-making, improving product
quality and service to protect consumer interests - only in this way can companies establish a good image - and
promoting independent innovation
and technological advancement by
increasing investment in research and
development. In 2007, the Chinese
Social Compliance 9000 T for Textile
and Apparel Industry was designed
to prepare for the industry’s necessary
shift towards production sectors that
generate the highest added value.
It explains to manufacturers how to
stop using their archaic management
methods and develop employees’ initiative in the areas of responsibility and
training, which are sources of productivity gains. In Brazil, 300 sugarcane
manufacturers pursued an objective
to double their planted areas by 2020
with a CSR program by introducing automation which would result in firing
two-thirds of the sugarcane cutters.
They offered cutters productivity bonuses, better housing, safety training,
rehydration drinks, gym classes and retraining courses for those who made
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redundant. The companies have likewise engaged in a program to eliminate slash-and-burn agriculture and to
protect forests.
With this utilitarian vision, there
was a first move away from the paternalistic CSR core of the past: ethics and philanthropy slowly began to
fade out.
The CSR Social Risk
Management Method
One of the CSR mentors in India, Arun
Maira, member of the Planning Commission and a number of boards of
directors, rounds out the utilitarian
reasoning by adding a political dimension: “In India, industry is being given
freedoms from governments regulations [...] but elected governments can
continue to give industry more freedoms only if … people see the process
of capitalist, market-based, economic
development as a fair process.” He established a relationship between the
difficulties that companies like Tata
have come up against (to purchase today the land needed to develop their
industrial plants) and the persistence
of widespread poverty. Farmers would
rather live off their small agricultural
plots than join the idle and miserable
growing masses of megacities. Maira
advocates commitment from companies, alongside public authorities,
in the provision of essential services
to communities around them. To be
granted a social license to operate,
some theorists say, companies should
consider that the entire social environment counts among their stakeholders. This social environment faces the
fatal threat of total rejection if the immediately accessible power, namely
private entrepreneurs, does not provide social actions.
The same approach can be observed in the main other emerging
countries, those where double-digit
growth produces a staggering growth
of inequalities,. In China, the “Guidelines for State-Owned Enterprises”
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thus states that “fulfilling CSR is not
only their mission and responsibility,
but also an ardent expectation and
requirement of the public”. China’s
development model used since Deng
Xiaoping, based on very low salaries
that could not offset the disappearing social protection systems, caused
strikes and social movements of tens
of thousands of people every year.
Feeling threatened and not wanting to
suffer any setbacks in its rapid move
towards capitalism, the Chinese Government sees CSR as a way out of its
political dilemma: companies should
take part in building safety nets to
avoid the explosion that is feared. The
Chinese Red Cross Foundation, associated with seven ministries, has organized a yearly CSR Forum since 2007
that presents an award (broadcast on
television) to companies whose generosity toward humanitarian causes is
considered exemplary.
Aware of the difference between
philanthropy and utilitarianism, authors of the ISO 26000 standard adopted in September 2010 opted for a
convoluted wording: “Philanthropy (in
this context understood as giving to
charitable causes) can have a positive
impact on society. However, it should
not be used by an organization as a
substitute for integrating social responsibility into the organization” and
“social investments do not exclude
philanthropy (for example, grants, volunteering and donations)”.
Stakeholder Power
In addition to the conflicting philanthropic and utilitarian visions, another
division has emerged in the interpretation of CSR managerial doctrine on the
involvement of stakeholders. As noted
earlier, Edward Freeman proposed to
overhaul corporate strategy, basing it
on stakeholders. They can be numerous: there are internal stakeholders
(shareholders, employees) and external stakeholders, which can be institutional (public authorities, professional
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organizations), economic (suppliers,
clients, bankers), and ethical (nongovernmental organizations). Now, we
must decide on the form and arrangements for working with the various
stakeholders.
The ISO 26000 standard established a compromise based on the ambiguous word engagement. “Stakeholder engagement can take many
forms . It can take place in either informal or formal meetings and can
follow a wide variety of formats such
as individual meetings, conferences,
workshops, public hearings, round-table discussions, advisory committees,
regular and structured information
and consultation procedures, collective bargaining and web-based forums. Stakeholder engagement should
be interactive”. There is a wide range
of choices.
Although this document was adopted by a broad consensus, several
delegations voiced their reservations
about the expressions interactive engagement and collective bargaining.
The problem is that employers’ authority is being challenged by a participative consensus-seeking management.
The disagreement over this issue is
exacerbated when the stakeholder in
question is a union. European management has gradually accepted to
hear social dialogue on various CSR
issues as can be seen in 86 international framework agreements, most of
which are European. However we have
noted a massive rejection of union involvement outside Europe.
Sustainable Development and the
Role of Governments
The Earth Summit in Rio de Janeiro
which will celebrate its 20th anniversary next June, affirmed in its final
resolution that all categories of actors making up the human community
also have a role to play to ensure the
sustainability of our planet. This unanimous engagement recently showed its
limitations, first at Copenhagen, then

in Cancun. At the end of ISO 26000
negotiations, with the threat of certain
emerging countries voting against it, a
sentence was accepted that noted the
existence of “societal, environmental,
legal, cultural, political and organizational diversity, as well as differences
in economic conditions” between
countries in the struggle to save our
biosphere.
This question about the role of different countries is related to the question of whether CSR needs to be monitored by public authorities. There was
strong opposition to such monitoring
in the last decades of the 20th century
resulting from the famous “Washington Consensus”, which attributed absolute regulatory capabilities to market forces. This dogma wrote off most
of the duties performed by States in
the European model. But a number
of major crises at the beginning of
the third millennium, several of them
due to overheating markets, led to the
idea that governments may not have
been totally illegitimate as regulators,
including the area of CSR.
Monitoring the veracity of information provided by companies concerning their social and environmental behavior that contributes to their
financial value, for instance, could
be of interest for the protection of
shareholders. Setting up an oversight
system for their potential negative
impacts in countries with lax legislation could protect consumers. And, although companies invite stakeholders
to participate in dialogue, it will never
be more than just their contemporaries, future generations will always
be missing. Governments are the ones
that can best express the interests of
future generations. The question of
the regulating role of governments in
CSR has basically caused a rift between
welfare states or countries with staterun economies and liberal countries or
countries with very little governance.
In the first category, we find a
large number of European countries

“The government sets
frameworks and stimulates
developments and
investments that contribute
to sustainability, participation
and social cohesion”
and countries like China and India.
Governments of these last two countries have drafted governance standards for their public and private companies. The stock markets of Shanghai
and Shenzhen, but also those of Kuala
Lumpur, Singapore, Johannesburg and
Sao Paolo, which are state-controlled
institutions, require listed companies
to publish extra-financial information.
Judicial authorities in these countries
also play their part. It is interesting to
note a decision the High Court of Kerala handed down in 2005 that states:
“Thus the State has got a duty to protect ground water against excessive
exploitation, and the inaction of the
State in this regard will tantamount to
infringement of the right to life of the
people of India, guaranteed under Article 21 of the Constitution of India.”
The Dutch Government has stated on
its CSR Netherlands website: “In the
first instance, corporate social responsibility appears to be the responsibility
of the business community. But the
government also has an important role
to play. The government sets frameworks and stimulates developments
and investments that contribute to
sustainability, participation and social
cohesion.”
In the second category of less interventionist countries, it is interesting
to note the prudence of the National
CSR Strategy adopted by the German
Government on 6 October 2010. The
aim of the strategy is “developing a
framework that focuses on allowing
market forces to develop and, at the
same time, seeks to square freedom of
action with the active assumption of
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responsibility.” It focuses on the purely
incentive nature of its guidance.
In search of a compromise, the European Commission proposed, in its
already quoted last CSR communication:” The development of CSR should
be led by enterprises themselves. Public authorities should play a supporting
role through a smart mix of voluntary
policy measures and, where necessary,
complementary regulation, for example to promote transparency, create
market incentives for responsible business conduct, and ensure corporate accountability.”
In reality, the boundary between
voluntary action and constraint that
has structured CSR discourse since its
inception is being erased. Many governments are already practicing a combination of styles.
Disillusions of the End of an Era
If at first glance socially corporate responsibility seems to be a simple concept, a more in-depth analysis reveals a
number of ambiguities, not to mention
contradictions. Utilitarianism focused
on the short and medium term does
not readily lend to sustainable development and philanthropy. Why has
this concept been successful virtually
all over the world? And why is it particularly popular in the major emerging
countries that are usually wary about
everything that comes from the North?
The answer is, without doubt,
closely linked with the current moment
in the history of humanity, which some
call the “crisis of capitalism”. Corporate social responsibility has been successful in a period marked by three
events:
– The first of these events was the
disappearance of most regimes with
state-controlled economies (with the
fall of the Berlin Wall and Deng Xiaoping’s reforms in China), which has led
us to believe in the universal development of the market economy (even, as
some have wanted to think, an end of
an era);

o p i n i o n • b y D r. Ja ck L o a n d D r. A r t i e n g

priVAte sector opinion
– The second was the explosion
of organized civil societies all over
the world, which demanded (and
achieved) recognition of their role,
including in the definition of macrosocial guidelines (for example, conclusions of the final declaration of the
Earth Summit held in Rio de Janeiro
in 1992 which was largely based on
proposals made by nongovernmental
organizations);
– The third event occurred at the
end of the 2000s, when, for example,
the Breton Woods institutions gave up
the Washington Consensus and engaged in poverty eradication programs
in which responsibility was given to
governments, which revamped their
economic role and were encouraged
to collaborate with their civil societies.
These three events have shaped a
new political framework that sends a
strong message to companies. They
are encouraged to fully take advantage of the new opportunities generated by the globalization of markets
- while being asked not to abuse of
their power, because new social forces
are emerging that exercise vigilance in
the area. In addition, governments are
seeking new governance (nationally
and globally) that can offset any potentially perverse effects of a market
to which they see no alternative. They
consider the effective use of CSR that
implements the stakeholder theory to
be conducive to finding acceptable
compromises.
The Bottom-Up Approach
From there, a new and last branch
of CSR has emerged: the bottom up
approach giving companies a responsibility alongside public authorities in
poverty alleviation. One of the most
well-known examples is the partnership between Danone and the Grameen Bank, in Bangladesh, to produce
nutritional yogurt by small artisanal
units and distribute it via a network
of women taking on social duties at
the same time for extremely poor

“Management and the
board always have the last
word and are required to
produce the financial results
expected from shareholders”
people. The business-case deficit, due
to the very low sale price, should be
compensated over the long term by
income from Danone Communities,
a SICAV (investment company with
variable capital). Another interesting
example is significant shift towards
the partnership with public authorities: in India, Edenred ( formerly Accor
Group) is working free of charge with
the Government of Maharastra to create a forgery-proof biometric card that
can ensure better distribution of food
aid to poor people and end fraud (assessed at 40 percent of the total budget for this purpose). Comparable
partnerships also exist in Brazil and
other Latin American countries.
Public trust in private companies
was considerably weakened by high
unemployment, harsh evictions from
housing bought on credit, the drop
in the value of savings, etc. Widening inequalities in developing countries are explosive (as recent events
in the Middle East have shown) and
riots and Marxist uprisings in dozens
of countries including India, where
the Naxalite insurgency spans an
important slice of the territory, continue. With the exception of socialeconomy enterprises, dialogue with
stakeholders has rarely changed the
direction of governance. Management and the board always have the
last word and are required to produce the financial results expected
from shareholders.
CSR with its diverse and diverging
interpretations seems to be too uncertain to genuinely serve as an accurate
and secure guide in the shift of capitalism that we are experiencing and
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whose final direction is unknown. It
is quite amazing to see that a growing number of countries are establishing mandatory rules to govern private
economic activity in the field of CSR.
Bowen predicted this disappointment over social responsibility being
conducted mainly by companies. He
came up with the idea that economic problems of our society (problems
such as instability, insecurity, injustice
and the lack of satisfaction) cannot be
resolved by simply making companies
responsible. He argued that therefore
there is a need to develop a set of
generally accepted standards or rules
that business people should follow.
The need for genuine international
rules to shape a universal framework
emerged in the 1970s, then received
fresh support with the creation of
the Global Compact proposed by the
United Nations Secretary-General,
Kofi Anan, at the World Economic
Forum in Davos in 1999. It is gaining
very substantial ground today with the
National Contact Points for the OECD
Guidelines for Multinational Enterprises. Two international negotiations on
this issue were achieved at the end of
2011 in the wake of the ISO 26000
standard: at the United Nations Human Rights Council and the OECD.
The challenge lies now in the need
for all international standards (including those elaborated by ILO, Global
Compact, ISO, International Finance
Corporation and GRI) to converge and
to build a balance between collective
private self-regulation and government regulations. n
Michel Doucin is the French ambassador
for bioethics and corporate social responsibility since 2008. In parallel, he is associated
professor at University Paris-Sud-Jean Monnet. Over the years, he has taken on a large
number of functions dealing with cultural diplomacy, development policy, economy and
relations with civil society. He is a former student of Ecole Nationale d’Administration, he
earned a master in economy and a doctorate
in political sciences.

Embracing sustainability in corporate governance:

Carrots or Sticks?

“Social Sustainability is about
providing well-functioning
societies that protect as well
as enhancing the quality of
life among the communities
and stakeholders, including
customers and employees.”
From CSR to sustainability,
from global to Asia concerns
Corporate Social Responsibility (CSR)
has become a salient issue for corporate
governance in both public and private
sectors. There is a growing consensus
about the adoption of Sustainability as
the overarching theme to embrace interrelated issues over the environment,
social harmony and overall economic going concerns among organizations. Traditionally, CSR has focused on a range of
self-regulatory activities led by a firm to
demonstrate its social responsibilities. Although the CSR scope does
embrace the responsibilities of the
corporate world to take good care
of its communities, the emerging
issues from the greater environment across the borders suggest
there is a need to extend the scope
beyond the local communities.
Such an extended scope is to
be broadened in line with common concerns among international
stakeholders over climate change,
greenhouse gas emissions and the
deteriorating environment.
As these externalities go beyond national borders, they could
be correlated with concerns of local stakeholders about the health

and well-being of the employees, existing and potential customers as well as
the communities. In response, international institutions have in recent years
stepped up their efforts to release guidelines and standards to promote sustainability among organizations. These initiatives include Global Reporting Initiative
(GRI), International Integrated Reporting
Committee and United Nations Principles
for Responsible Investment. Moreover,
International Federation of Accountants
(IFAC) has issued Sustainability Framework 2.0 to provide a comprehensive
guide about the criticalness of sustainability to corporate governance through
integration with strategy formulation
and day-to-day operations.
Back in Asia, the regulators in key
economies, such as China and Japan,
have increasingly strengthened the measures on environmental protection with
tightening regulations and codes. The two
key international financial centers in Asia,

Fig.1 The Spheres of Sustainability
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namely Singapore and Hong Kong, have
similarly pursued development of standards to report sustainability by the listed
companies. In particular, Singapore Stock
Exchange has released Guide to Sustainability Reporting whereas Hong Kong
Stock Exchange has pursued the development of Environmental, Social and Governance Reporting Guide. These initiatives
aim to encourage disclosures on sustainability performance on a voluntary basis.
Recognizing the principles
As explained by the late Professor Anthony Hopwood of Oxford University
in his co-edited book “Accounting for
Sustainability”, sustainability can be
analyzed into three main levels: Environmental Sustainability, Social Sustainability and Economic Sustainability as
demonstrated in Fig.1. First of all, Environmental Sustainability is about providing a secure ecosphere that supports
and protects life. Such an environment
is upheld with clean air and water.
Social Sustainability is about providing well-functioning societies
that protect as well as enhancing
the quality of life among the communities and stakeholders, including customers and employees. This
sphere is bounded by Environmental Sustainability as the environment
would have a direct impact on the
Social Sustainability. For instance,
air and water pollution adversely
affects the health of the stakeholders in the communities. Economic
Sustainability is associated with the
ability of an economic entity to continue its operations, development
and growth with future income and
resources. This is bounded by the

opinion

opinion

actually provide an opportunity
sphere of Social Sustainability –
for corporate governance to
unhappy customers or employees
look into new possibilities to inwould adversely affect the normal
novate beyond solely taking care
operations and going concern of
of internal control, risk managean economic entity.
ment and administratively driven
As explained further by IFAC
activities. As a matter of fact,
in its Sustainability Framework
programs for environmental
2.0, “This definition (about sussustainability not only can help
tainability) requires organizations
reduce the chance of adverse
to take into account the wider
impacts caused by pollution but
and longer-term consequences
also provide initiatives to reduce
of decisions. This is the route to
wastes and unnecessary costs
achieving long-term sustainable
in operations. There are more
value for investors and stakeopportunities for sustainability
holders, and involves considering Dr. Jack M. K. Lo: These
Dr. Artie W. Ng: There are more
performance to be implemented
the impact of economic activi- initiatives aim to encourage
opportunities for sustainability
than just pre-determined stanties—things bought, investments disclosures on sustainability
performance to be implemented
dards to be conformed with.
made, waste and pollution gener- performance on a
than just pre-determined
ated—on the natural and human voluntary basis.
standards to be conformed with.
Kay implications to policy
resources on which they depend,
making and corporate governance
just focusing on the compliance requireto avoid irreparable damage to the proAlthough sustainability provides an opments, the board of directors can set
ductive capacity of these resources”.
portunity for corporate governance to
the tone from the top. They should enaugment its leadership role, its success
courage senior management to embed
Drivers for improving
would depend greatly on the ability of
elements of sustainability into strategy
sustainability
the company directors to initiate the
formulation, critical decision making as
In fact, managers from the corporate
necessary cultural change together with
well as day-to-day operations. The board
world have become aware of the need
senior management. Sustainability percould ingrain a culture within an orgato improve sustainability. According to a
formance should be considered beyond
nization for environmental, social and
joint study by AICPA, CICA and CIMA in
corporate reputation and public relaeconomic sustainability, which is aligned
2010, the top three drivers for sustaintions. It is really an opportunity for good
with shareholders seeking sustainable
ability are: (i) Compliance with legal and
governance to stand out as it enhances
performance and long-term investment
regulatory requirements; (ii) Managing
overall economic sustainability of an enreturns. Clear objectives for sustainabilrisk to the reputation; and (iii) Achieving
tity. In order to ensure that sustainability
ity can be developed and communicated
competitive advantage and long-term
becomes a positive force to the market,
throughout an organization. Steering
profitability. While there are “carrots and
policy makers and the company directors
committees can be formed to monisticks” for pursuing sustainability, most
are encouraged to embrace sustainability
tor progress of programs that enhance
management nowadays tend to be drivwith the following initiatives:
sustainability, such as recycle, reduce,
en by any deemed necessary responses
I. The principles and conceptual
reuse and procurement activities. For into regulatory concerns and requirements.
framework for sustainability need to be
stance, Apple Computer has disclosed its
They seem more motivated to enhance
clarified upfront as there are still misperparticipation in a “Green Choice” elecreputation and to deal with compliance
ceptions about sustainability with limited
tric power program to create a market
risks than the potential long-term values
focus on CSR issues. The interrelationdemand for renewable power sources,
pertinent to improved sustainability.
ship among environmental, social and
such as wind and biogas, with an aim to
economic sustainability should be well
reduce greenhouse gas emissions. Hang
Corporate governance for
recognized.
Lung Group, a Hong Kong-based propinnovation in sustainability
II. Benefits and values to be genererty developer, has disclosed its initiatives
Nevertheless, corporate governance
ated through sustainability performance
to achieve environmental performance
providing oversight of a publicly listed
need to be highlighted in order to gain
through implementing energy savings
should take advantage of this exceptionfull support of stakeholders:
measures and environmentally friendly
al opportunity to institute long-term per• Global and local citizens as condesign among its properties.
formance focus through innovation in
sumers are increasingly conscious
The movement of sustainability can
sustainability management. Rather than

about and even appreciative of the
overall environment and social sustainability of a company.
• Through responsible procurements,
a greener supply chain that pushes
and pulls more environmentally
friendly products and logistic processes can be developed.
• Sustainability performance and
related disclosures would reduce
information asymmetry to existing
and potential investors. Credit ratings and investment analyst have
now looked into sustainability performance as signals for long-term
and near-term survivability.
III. Corporate governance partnership with management needs to be enhanced:
• Sustainability should be well recognized as a clear objective at a strategic level and supported with a right
tone from the senior management
• Management should be motivated
to come up with innovative ideas
for implementation of sustainability
programs. Employees can be made
proud of the company’s sustainability advantage and its contributions
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“Such policies combined with
leadership through corporate
governance that embraces
sustainability would enable
further development of
corporations and their
long-term performance”

to social sustainability.
IV. One-size does not fit all: one
should not over-report based on materiality and relevance. Performance Indicators (PIs) on sustainability could vary from
one company to another. Sustainability
programs and events however can be
implemented by phases.
A sustainability performance scorecard that incorporates the above structure is provided in Table 1.
Summing up, Asian economies
have gone through a period of steady
growth and development in the past
decade. Improved sustainability would
safeguard their further growth and development through focusing on long-

Environmental

term performance and protecting the
environment for the next generation. In
addition to providing guidelines and reporting standards, policy makers should
consider factors that would support and
motivate sustainability performance and
related disclosures. Such policies combined with leadership through corporate
governance that embraces sustainability
would enable further development of
corporations and their long-term performance. n
Dr. Jack M. K. Lo is the Director of the School
of Professional Education and Executive Development of the Hong Kong Polytechnic University.
He is a holder of a PhD from the School of Public
Policy of the University of Birmingham. His areas
of academic expertise are in the realms of public
sector management, public sector reforms, local
governance and public policy analysis.
Dr. Artie W. Ng is Head of Cluster (Business)
with College of Professional and Continuing Education as well as Senior Lecturer with School of
Professional Education & Executive Development
at The Hong Kong Polytechnic University. He
holds a PhD from the School of Business of the
University of Glasgow. He is a Fellow with both
HKICPA and CIMA.

Social

Economic

Tone from the
top and overall
strategy

- Sustainability performance as an initiative should be endorsed as a key aspect of corporate governance
practice. This commitment should be demonstrated at the Board level with the chairman, directors and
senior management actively involved in the development and implementation of sustainability policies and
practices.

Programs and
events

- Forming a cross-organizational
environmental protection team to
facilitate related activities
- Adopting and implementing
requirements in environmental
performance set by industry standards, such as Leadership in Energy
and Environment Design (LEED)

Performance
measures

- Comparing revenue growth against increase in GHG emission
- Adopting relevant GRI indicators as sustainability programs develop
- Using non-financial performance indicators, such as wastes reduced
- Making use of a “product life cycle” analysis of carbon footprint: e.g. from manufacturing to recycling

- Participating in voluntary services for local communities
- Making donations to charitable organizations and supporting education programs
- Integrating sustainability into
daily operations that interacts
with secondary stakeholders

Table 1 A Sustainability Performance Scorecard
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- Embedding sustainability
issues in decision making for
procurement and capital projects
- Identifying economic benefits
resulting from sustainability
programs, such as cost savings
- Enhancing risk management
relating to health and safety.

csr phiLippines

csr phiLippines

The state of CSR practices
in the Philippines
LCF-commissioned Newsbreak survey
report
Property of the League of Corporate
Foundations

A

country. They engage in varied business
activities ranging from manufacturing to
BPO, financial services, extractive industries, retail, and real estate. Corporate
foundations were among the respondents as well.
Almost three-fourths generate over
P60 million in revenues every year, and
employ an average of over 6,400 personnel.
Education, environment and health
are the main focus of the CSR activities
of the respondents with 79% engaged
in education-related activities. Favorites
are scholarships, donations of books and
classrooms and teacher training.
74% of respondents are engaged
in environment-related projects such as

t its 10th hosting of the Corporate Social Responsibility (CSR)
Expo, the League of Corporate
Foundations (LCF) shared the highlights
of a survey it commissioned to Newsbreak on the state of CSR practices in the
Philippines.
Survey participants included 81 companies from the LCF, Management
Association of the Philippines, Philippine Business for Social Progress, and
the Makati Business Club. The survey
aimed to capture how CSR is being
practiced this year against a similar
Newsbreak survey done four years
ago, in 2007.
While the companies ’good intentions are commendable, LCF wanted
to see how their CSR efforts are integrated into the entire organization,
especially its profit-making aspects.
To get a glimpse of how potentially
sustainable their CSR efforts are, LCF
also asked whether the companies exercise the same discipline in their CSR
activities as they do with their main
businesses. Thus, the survey focused
on three major areas: leadership and
structure, planning and funding, and
reporting and assessment.
Cecile Alcantara: The survey focused on three major
The 81 survey respondents in- areas: leadership and structure, planning and funding,
clude the largest companies in the and reporting and assessment.

60 JJanuary
orporateGGovernanCe
overnanCeaasia
sia 60
anuary-M
-MarCh
arCh2012
2012
CCorporate

clean up drives, solid waste management
and programs related to climate change.
Almost all engage in tree planting.
Almost half of the respondents are
engaged in health-related projects, including medical-dental missions, donation of medicines, and public health-related advocacies.
A fraction of the respondents address
families left behind by Overseas Filipino
Workers while about one-fourth of them
support activities that promote livelihood
in their host communities or the development of the arts and sports.
Among the respondents that are focused on their host communities, capacity building and microfinance are the
top activities.
Now for the survey results.
First, there is a continuing favorable environment for CSR to thrive in
Philippine companies because people at the top support and push it
within the organization. However, it
appears that many of the CSR activities are still mainly philanthropic and
event-driven.
A second interesting result in this
year’s survey is the rise of employee
involvement in designing the companies ’CSR activities. This is considered
a significant transition from being
an activity outside the main business
functions into one that engages the
people that make the business run.
Third, goodwill remains the main
motivation for companies to engage
in and report about their CSR practices. However, practical issues, such
as previous year’s profits or the current year’s prospects influence the
decision on whether CSR activities

will continue to receive financial support.
Fourth, the survey noted that assessment of the impact and process remains
weak.
A fifth finding in the survey is that
only a quarter of the respondents have
tapped online and other alternative communication tools, including social media,
which is growing exponentially in the
Philippines.
The 2007 survey noted that the chief
executive officer introduced and led the
CSR activities in the entire organization,
73% of the time.
This year, the survey captured that
the CSR push is not only coming from
the top management executive but from
way up. Collectively, the board directors
and management executives initiated or
introduced CSR to the entire organization 83% of the time. For the multinational companies, it was their head office
abroad that required their local counterparts to engage in CSR 13% of the time.
The survey also studied how the different functional groups or business units
participate in the CSR process.
In 2007, the public affairs group was
the most involved unit in planning and
implementing CSR in the company. This
is the group that pushed it to the CEO,
who then gave his or her blessing.
This year, public affairs remain a key
group in setting CSR policy all the way

to execution of the CSR plan. After all,
“reputation and social investment” have
been rated by the respondents as the top
motivation for the company to fund CSR.
A good image benefits the company
in myriad of ways, including the crucial
ability to attract the best talent, sometimes to enjoy premium pricing, among
others. Not surprisingly, 30% of the respondents said publicity is a measure of
success for CSR.
We also noted that Marketing, Operations and Finance are three of the other
functional groups that are involved in the
CSR process.
More than a fourth of the respondents said that the CSR activities ’contribution to its “brand equity” is a measure
of success. However, only 14%of the
respondents said the Marketing group
receives an annual budget allocation to
support CSR activities.
Achieving the companies ’“revenue
goals” is one of the key motivations for
funding CSR. “Unhampered operations”
is considered a measure of success by
22% of the respondents and almost onefifth of the respondents said their Operations groups are given an annual budget
allocation to include CSR.
However, the respondents rated
“support for operational targets” low
when asked if it is a key reason for funding CSR. This could probably be because
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corporate foundations were among the
survey respondents, thus the role of the
foundation or charity arm appeared
prominently in the results.
Just like in the 2007 survey, the foundation’s role in the CSR process is highlighted. The foundation is seen as instrumental to bringing the companies ’CSR
activities into fruition. However, the corporate foundation’s ability to implement
its programs is dependent on business
economics and practical realities.
“Profits from last year” was rated as
the top basis for funding by 27% of the
respondents. In the 2007 survey, “profits from last year” was only rated second
from the top.
The growing participation of employees in CSR activities is one of the key findings of the survey this year.
Sixty percent (60%) of the respondents said their employees are their top
reason for engaging in CSR, their goals
being employee satisfaction, retention,
productivity and work-life balance.
Volunteering seems to be innate in
Filipinos. According to a multinational
respondent, it is only in the Philippines
where employees prefer to include outreach programs as part of their anniversary celebrations or other special company
events. Their Western counterparts have
little or none of those.
Engaged employees are also a free

source of publicity. Employees tend to
take pictures of themselves teaching
kids, planting trees, or doing community
work, then post these on their Facebook
walls or Tweet to their friends.
The survey this year added social
media in the choices of communication
strategy of the respondents. This choice
was absent in the 2007 survey when
Facebook was known mostly to college
students.
This year’s survey showed that only
27%of the respondents are tapping
Facebook,Twitter, and YouTube, as part
of their communication strategy for their
CSR activities.
The company newsletter is used by
74% of the respondents and traditional
media coverage, 58%. Over half depend
on word of mouth to get their activities
known by others.
Forty-two percent (42%) said they
report about their CSR activities in their
annual reports, usually as additional information to their financial report to
stockholders. Only a handful prepare a
separate report that abide by the international guidelines for reporting and assessing business factors, including labor
conditions, social and environmental impact of their operations.
Eighty-two percent (82%) said CSR is
part of their corporate vision and mission.
The survey noted that, while CSR has the

support of and push from the top, and
its functional business groups engaged in
policy making, planning and implementation, the feedback mechanism is weak.
46% of the respondents depend on
anecdotes to determine if their CSR program has been effective. Only 6% conduct focus group discussions and 10%
have formal assessments. A hefty 75 %of
the respondents said that “goodwill” is a
key metric of success. However, measurement of goodwill and the other success
indicators needs further development.
CSR is commonly associated with
large corporations, such as the 81 respondents in this survey. However,
while large companies dominate the
business scene and are considered to
have a major impact on the Philippine
economy as a whole, the small and
medium enterprises or SMEs outnumber the large corporations and provide
the bulk of employment in the country.
The League of Corporate Foundations
believes that companies within the
growing sector of SMEs, can be effective CSR practitioners as well, by doing
good beyond compliance.
A number of business models can attest to this, that despite facing more resource constraints than their big brothers,
they do practice CSR and are even able to
grow the business as a result. According
to a study on SMEs, “CSR can represent
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an evolution within the company rather
than as an externally imposed measure of
growth and success.”
Since the first LCF CSR Expo, ten years
ago, CSR discussions have advanced considerably in the business community, the
political fora, among practitioners in the
field, and in the public sector as well. And
while this is so, there is still much to be
done as the League’s survey shows.
It is very encouraging that CSR in the
Philippines is on the right track. While it
is a fact that specialists in the CSR field
are still outnumbered by those who are
just testing their own approaches, this
should mean that there is greater room
for growth and collaboration among
all stakeholders in the boardroom, the
workplace and the community.
The League also hopes that this
year’s CSR Expo on July 5 and 6, with
the theme “Transforming the Business of
Giving Back,” will give practitioners the
opportunity to learn about more sustainability models such as the quintuple bottom line. This model calls for companies
to operate within an ethical or moral
framework, which could indeed inspire
companies and business to higher levels
of thinking about CSR. n
The State of CSR Practices in the Philippines”
reprinted with permission from the League of
Corporate Foundations (Philippines).
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Board performance evaluation
at Hong Kong Exchange
A leading global exchange, committed to strong corporate governance

The 2010 Board Performance
Evaluation
In 2010 the HKEx Board, under Chairman Ronald Arculli, decided to carry out
its first Board Performance Evaluation.
After a competitive selection process,
Egon Zehnder International was appointed to conduct the Board Performance Evaluation.
The remit of the evaluation
was to focus on the adequacy
ong Kong Exchanges
and efficiency of the practices
and Clearing Limited
and procedures of the HKEx
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“The question of Board
effectiveness has risen on the
agenda in recent years, both
in developed and emerging
markets”

standards of corporate governance, both
for itself and for other companies in Hong
Kong. HKEx believes that good governance is pivotal in helping the business
deliver its strategies whilst generating sustainable shareholder value and meeting
its obligations towards shareholders and
other stakeholders. HKEx operates within
a well-defined corporate governance
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A repeat Board Performance Evaluation in 2011
Having carried out a Board Performance
Evaluation in 2010, the HKEx Board decided the following year to conduct a repeat evaluation, to determine the followup with the recommendations made with
the 2010 evaluation and to continue the
process of structured evaluation of the
Board’s performance. Egon Zehnder was
appointed to conduct the 2011 Board
Performance Evaluation.
The process for the 2011 evaluation
was similar to the previous year. The Report was submitted to HKEx in January
2012 and was discussed with the Board
at one of its regular meetings.
The 2011 Evaluation concluded
that the Board continued to operate
efficiently and was well aligned on
HKEx’s overall objectives and towards
the organisation’s public purpose. The
evaluation had shown improvements on
oversight of strategy and performance,
oversight of people and people processes, and relationships with external
stakeholders. As with the 2010 review,
the Board considered Egon Zehnder’s
recommendations on areas where further improvements were possible, such
as succession planning.

cepted and valued, namely their objectivity, benchmarking, insights and provision
of candid feedback.
Different regions and markets will
take different approaches to this issue. In
Europe and North America, regulators are
increasingly moving towards a compliance based approach on Board effectiveness, with regular external reviews now
part of formal best practice in the UK and
other markets. But in these markets the
perception has moved beyond compliance. The positive benefits of Board evaluations are by now accepted, and Board
evaluations are seen as playing an important role in ensuring that the Board gets
the best performance from the group as
a whole and from each Board Director –
and through this, is able to make better
decisions on behalf of the company.
Asia will take its own route, in accordance with its own needs and priorities.
The picture in Asia is changing rapidly. In
Singapore, many major corporate and

Egon Zehnder International is the largest
privately held executive search firm in the world
with 410 consultants located in 64 wholly owned
offices in 38 countries. The firm specialises in senior-level executive search, board consulting and
director search, management appraisals and talent management.

the HKEx Board
The HKEx Board consists of the following members:
Independent Non-Executive Chairman
Ronald Arculli JP, Convenor of the
Non-Official Member of the Executive
Council of the HK Special Administrative
Region, Chairman of the World Federation of
Exchanges and Senior Partner of King & Wood
Mallesons
Executive Director and Chief Executive

Strengthening Board
performance in Asia
HKEx’s Board Performance Evaluations
have taken place against a background
of rapidly changing attitudes on corporate governance globally. The question
of Board effectiveness has risen on the
agenda in recent years, both in developed
and emerging markets. Chairmen are devoting much more time to their critical
role in reviewing the Board and seeking
ways to enhance its effectiveness. There is
also a growing interest in benchmarking
and tracking performance in a measurable way. The benefits of using external
facilitators are becoming more widely ac-

government linked entities have already
undertaken Board evaluations. In India,
a number of Boards of listed and familyrun enterprises have taken a similar step.
In Greater China, both in the mainland
and in Hong Kong there is a greater interest in Board effectiveness than at any
time before.
In carrying out the Board Performance Evaluations, HKEx was demonstrating not only that it believes in
improving corporate governance in
Hong Kong, but that it was prepared
to show the way for other organisations. Where HKEx goes, other companies in Hong Kong and across Asia are
likely to follow. n

Charles Li Xiaojia, former Chairman of JP
Morgan China
Independent Non-Executive Directors
Laura Cha May-Lung, Non-Official Member
of the Executive Council of the HK Special
Administrative Region, Vice Chairman of the
International Advisory Council of the China
Securities Regulatory Commission and former
Deputy Chairman of Securities and Futures
Commission
Ignatius Chan Tze Ching, Senior Adviser to
CVC Capital Partners Ltd and The Bank of East
Asia Ltd
Moses Cheng Mo Chi, Senior Partner of P C
Woo & Co
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John Harrison, former Deputy Chairman of
KPMG International and Chairman of KPMG
Asia Pacific
Stephen Hui Chiu Chung, Chairman and Chief
Executive Officer of Luk Fook Financial Services Ltd
Bill Kwok Chi Piu, Managing Director of
Wocom Holdings Ltd and Executive Director of
Wing On International Holdings Ltd
Vincent Lee Kwan Ho, Chairman of Tung Tai
Group of Companies
Michael Lee Tze Hau, Managing Director of
MAP Capital Ltd
John Strickland, Chairman of Octopus Holdings
Ltd and former Chairman of The Hongkong and
Shanghai Banking Corporation Ltd
John Williamson, Managing Director and Chief
Financial Officer of Search Investment Group
Ltd and chief executive officer of SAIL Advisors
Limited
Oscar Wong Sai Hung, Business Adviser to
ICBC (Asia) Investment Management Company
Ltd and former Chief Executive Officer of BOCIPrudential Asset Management Ltd

