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Energy as a strategic commodity
nergy and energy-related assets have become such strategic commodities
that buying and selling is no longer the domain of a willing buyer and a willing
seller – you also need a stamp of approval from the governments where
the assets are located. there had been cases when acquisitions had to be
overturned in the name of national security, for instance.
this comes as energy is such an integral part in any country’s development
especially here in asia where several economies are among the fastestgrowing in the world. china is the world’s largest energy market and, together
with the rest of the region, are the biggest buyers of the Middle east oil.
asia itself has vast energy resources, such as coal, but with such huge
consumption requirements to fuel its growth, several energy producers in the
region are seeking to acquire assets overseas, even as far as africa. cnooc,
petronas and ptt are among the major companies seeking and competing for
large acquisitions and paying top dollars to lay their hands on those precious
assets.
indeed, given that many asian countries are in this intense phase of
energy consumption growth, asia’s share of primary energy demand globally
is growing rapidly and meeting this demand will be a key and persistent
challenge in the years to come.
so it is imperative for asia to pay a close attention to enhance energy
efficiency and sustainability as well as institutionalize energy governance,
which should pay big dividend going forward. as Dr. noeleen Heyzer, under
secretary general of the united nations and executive secretary of the
economic and social commission for asia and the pacific, points out, asia
could uplift the vast majority of its population to middle income status by
2050 at significantly lower energy cost if the region could double its rate of
energy efficiency improvements.
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Energy governance and
sustainability in Asia

s the engine of the global
economic growth, Asia is consuming
a big chunk of the world’s natural
resources, particularly in the energy
front. The region is home to majority of the world’s population and a
number of the world’s most rapidlygrowing economies. It is also home
to the world’s largest energy market
– China.
According to the latest IMF
report released in October, Asia’s
economic growth is expected to be
at 5-1/2% in 2012 and nearly 6% in
2013. While this overall performance is modest by recent
Asian standards, the IMF notes that this is still enviable by
world standards.
On the other hand, energy demand in developing
Asia is expected to grow by 2.9% annually to 2035 –
faster than the world average of 1.6%, according to the
International Energy Outlook 2011. Improving efficiency
can help the region meet the rising energy demand in a
cost-effective and sustainable way.
Another study by the Asia Energy and Sustainability
Initiative says Asia as a region now dominates the global
energy landscape, consuming over one-third of the world’s
primary energy, three-quarters of the Middle East oil
exports and well over 90% of the global coal consumption
growth during the past decade.
Asia’s growth engine has led to a big scramble to
acquire oil and oil-related assets across the globe with the
likes of CNOOC of China, Petronas of Malaysia and PTT of
Thailand on the prowl to make big acquisitions. And there
is no stopping them even with the moderating economic
expansion as the IMF points out.
In July this year, China’s largest producer of offshore
crude oil and natural gas CNOOC entered into definite
agreement to acquire Nexen, an independent Canadianbased global energy company, for about US$15.1 billion.
Nexen is focused on three growth strategies: oil sands and
shale gas in Western Canada and conventional exploration
and development primarily in the North Sea, offshore West

Africa and deepwater Gulf of Mexico.
This acquisition will expand
CNOOC’s overseas businesses and
resource base that will deliver longterm, sustainable growth. Nexen will
complement CNOOC’s large offshore
production footprint in China and extends CNOOC’s global presence with
a high quality asset base in many of
the world’s most significant producing regions focused on conventional
oil and gas, oil sands and shale gas.
Malaysia’s state-owned oil and
gas company Petronas has also set
its acquisition sights in Canada and is currently negotiating to win the approval of the Canadian government to
buy Progress Energy Resources Corporation for about C$6
billion. This comes as the Canadian Industry Minister ruled
in October that the deal did not pass the key net benefit
test imposed on big takeovers of Canadian companies,
although it gave Petronas an extension to submit a revised
deal.
The proposed acquisition comes in the wake of a
previous arrangement between the two companies to
develop a portion of Progress’ shale assets as well as on
the intention to pursue the development of an integrated
liquefied natural gas (LNG) export facility in Western
Canada. Petronas says the acquisition will provide the
company with significant long-term strategic gas resources
in a geopolitically stable region as well as strengthen its
unconventional strategy while cementing Petronas’ position as a major global LNG player.
Similar to CNOOC and Petronas, PTT of Thailand has
big ambitions itself to expand overseas. The company has
been active in overseas upstream asset acquisitions since
2010 to enhance the country’s long-term energy security
and to replace depleting reserves. A report by Fitch Ratings
notes that PTT has spent in 2012 around 85 billion baht to
acquire Cove Energy of the UK and increase its ownership
in mining company Sakari Resources.
Cove is an oil and gas exploration company and its
main asset is an 8.5% interest in Mozambique Rovuma
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Offshore Area 1 with an estimated 24
Already, Petronas points out, half
trillion cubic feet to 50 trillion cubic
of the new hydrocarbon discoveries
The Asian economies will
feet of recoverable gas resources. It
are being made in more complex,
have to aim for a considerably
has also a 10% stake in the Rovuma
technically-challenging physiographical
higher share of renewable
Onshore Area in Mozambique, and
settings – in deep and ultra-deepwater
energy
than
the
current
2%
between 10% and 25% stakes across
– where extraction risks are substansupply mix, to be consistent
seven offshore blocks in Kenya deeptially higher and the consequences
water.
of sustainability breaches, altogether
with the expected rapid rise in
The planned acquisition will supmore severe. In the future, it says this
their energy demand
port PTT’s plan to boost its oil and gas
proportion is set to rise even further.
production to 900,000 barrels of oil
Similarly, while unconventional
equivalent per day by 2020 from 301,367 barrels in 2011.
hydrocarbons have held out the promise of opening up a
These acquisition trails come as the oil prices remain
whole new supply frontier in meeting the world’s growvolatile, and so there is an urgent need to tap indigenous
ing energy needs, the challenges posed by its sustainable
sources of energy to satisfy the region’s demand. Fossil fuel
extraction must be more resolutely addressed before it
is still the most popular source of energy consumption,
is readily accepted as a safe, reliable and clean source of
accounting for 87% of market share in 2011, while coal
energy by all parties concerned.
continues to dominate the power generation mix.
PTT acknowledges that while natural resources are
But the central challenge of energy governance and
limited, the demand for them and their prices are on the
meeting growing global energy needs to address across
rise. So in addition to engaging in acquisition of assets, it
Asia while we are moving to a low carbon economy —
has invested in the renewable energy business, including
must be engaged. According to the International Energy
solar energy, environmentally friendly ventures such as the
Agency, what is needed is ‘radical and coordinated policy
development of bioplastics using agricultural raw materials
action across all regions’.
and the development of greenhouse gas emission reduction
This is not lost among the Asian companies. For
plants.
instance, CNOOC has boosted its research and developDr Noeleen Heyzer, under secretary-general of the
ment efforts in developing the underground resources
United Nations and executive secretary of the Economic
economically and effectively as well as to provide steady
and Social Commission for Asia and the Pacific, says three
energy supply. These efforts are made in the areas including
strategies have been identified to provide sustainable
exploration in new regions with new technology, effective
energy for all by the 2030. These are ensuring universal
development and improvement of recovery rate in offshore
access, doubling the rate of energy efficiency and doubling
oilfield, comprehensive adjustments and regional developthe share of renewable energy in the global energy mix.
ment, deepwater development projects, offshore marginal
Addressing the Energy Market Authority’s 2012 Distinoilfield development and heavy oil development.
guished Speaker Programme in Singapore in April, she says
As an energy producer and supplier, CNOOC has
providing universal access to energy is estimated to require
established a long-term conservation mechanism and has
an annual investment of US$48 billion, which is about 3%
formulated and implemented a series of energy conservaof the total energy investment worldwide. Directing this
tion rules and regulations. The company is also committed
investment to renewable energy technologies and energy
to reducing the greenhouse gas emission in response to the
efficiency improvements will not only ensure energy to all,
climate change and since 2006, it has started to participate
but will do so in a sustainable, environmentally-harmonious
in the online questionnaire of Carbon Disclosure Project.
manner. Asia’s share will come to about US$12.3 billion a
On the part of Petronas, the company believes that
year – a sum which Dr. Heyzer felt was not insurmountable
robust sustainability will increasingly evolve into a source
given the region’s rapidly-growing economies.
of competitive advantage in the oil and gas industry, rather
In the area of renewable energy, Dr. Heyzer notes that
than being merely a novelty that enhances a company’s
the Asian economies will have to aim for a considerably
reputation as a socially responsible entity. It notes that
higher share of renewable energy than the current 2%
the recent trends and developments worldwide serve to
supply mix, to be consistent with the expected rapid rise in
vigorously reinforce the growing sense that a review of
their energy demand. This would reduce the dependence
the oil and gas industry’s sustainability practices is urgently
on fossil fuels, which are subject to supply uncertainties and
needed.
price volatility. n
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The risk and rewards
of expansion for emerging
market companies
“Compliance risks vary
widely depending on
the company’s internal
business culture, business
norms within the sector it
operates, and the culture of
its home country”
.

A

s economic globalization has increased in depth and breadth,
it is not only major multinationals who are making investments
in overseas markets but also smaller,
international corporations from what,
in some people’s eyes, could be considered emerging markets, such as India,
Indonesia, Malaysia and Thailand.
As any company which has made
investments overseas knows, operating in different geographies brings
not only opportunities but challenges
arising from a lack of local knowledge
and a pressing need to build business
relationships from scratch. This lack of
sound relationships and local knowledge can substantially increases the
risk of fraud, theft and corruption, and
have long-term impact on a company’s
overall corporate governance. Often
the risk lies within the very company
itself - in this year’s Kroll Advisory Solutions’ Global Fraud Report, which
looks at fraud and its effect on business
around the world in 2012, the results
tell us that 15% of companies surveyed worldwide suffered an incident

Richard Dailly: often the risk lies within
the very company itself.

of management conflict in the last year.
This conflict between management is
all the more heightened when considering the sometimes troubled relationship between local management and
overseas headquarters.
Compliance risks vary widely depending on the company’s internal
business culture, business norms within
the sector it operates, and the culture of
its home country. This is often at odds
with the culture of the country in which
they are setting up operations. Two of
Asia’s major emerging markets, India
and Indonesia, serve as good examples
of where companies need to address
challenges both within their own country and when eyeing overseas markets.
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India – generations of experience
India, despite some improvements, remains a challenging environment with
respect to fraud and corruption. Outside
of Africa, it possesses the highest number of companies affected by fraud, at
68%, and its average loss to fraud of
1.2% of revenues is higher than the
global average of 0.9%
These figures seem to be at odds
with the high level of professionalism
in many of India’s multinationals. A
large number of India’s major family-led
corporations date back over decades
and are now into their second or third
generation of leadership. Each new
generation of leadership has brought
enhanced professionalism of management. The country has turned out an
international class of trained managers,
frequently educated in US or European
tertiary establishments.
There is sound evidence that this
fine-tuned managerial capacity, combined with a lengthy presence in Western markets, has made Indian firms
adept at working within the stringent
compliance regimes of the US and Europe, despite their own issues back
home. They take their regulatory responsibilities seriously, including assiduous compliance with the likes of the Foreign Corrupt Practices Act (FCPA) and
the UK Bribery Act, which can impose
penalties on both individuals and companies for non compliance.
Corporate management in India
may thus feel that their operations
throughout the world are more than

emerging mArkets

emerging mArkets
ready to meet their compliance requirements. However, Indian companies with
a global presence now need to also pay
particular attention to their compliance
obligations in Africa, Southeast Asia and
South America, which have become
more stringent. This means not only
considering US and European standards,
but the local regulations which are, often, thrown together quickly or follow
Western standards.
The Global Fraud Report says that at
least 25% of Indian companies, although
subject to at least one of these laws, have
not conducted an assessment, trained
the right people, nor amended their due
diligence processes accordingly. Despite a
broad recognition by Indian respondents
of fraud risk – both within India and in
emerging markets - Indian companies
are less likely than average to invest in
anti-fraud strategies, most notably in the
area of information theft where
only 40% of companies plan to
invest in IT security. Moreover,
22% of Indian firms weakened
internal controls frequently as
a result of budget constraints,
one of the highest figures of any
country or region in the survey.
In our view, there is an urgent need for management of
Indian companies to be fully
aware of the risk in less controlled markets and to ensure
that proper controls and accountability are in place.

“There is an urgent need
for management of Indian
companies to be fully
aware of the risk in less
controlled markets”
Regulatory and compliance breaches
stand at 23% compared to the global
average of 11%, and internal financial
fraud is 19%, compared to the global
average of 12%.
A new phase in economic globalization is directly contributing to fraud risks
for many Indonesian companies. Like
their Indian counterparts, the appetite
for expansion abroad is growing. These
activities bring great opportunities but
also dangers. So far, Indonesian firms
have been relatively conservative, with

35% of firms putting off investment in
at least one foreign market in 2012 because of perceived fraud issues. Those
firms who have taken the leap can understand why. Just over a quarter (26%)
of Indonesian respondents to the survey
reported that entry into new, riskier markets was the leading cause of increased
fraud exposure in the last year.
Of the firms who taken the plunge
into other markets, they are mainly focusing on Africa and other areas in Asia. And
one of the largest growth industries for
Indonesia overseas is the extractive sector, which includes some of the world’s
largest mining companies. As in their
own country, they need to pay attention
to the heightened focus worldwide over
environmental issues, land rights and the
movement of indigenous people. For instance, d If proper due process has not
been followed, an innocent partner or

investor may find that it does
not have the rights to operate
on land it is mining.
Similarly, in less developed markets, there are examples of indigenous people
being paid money to leave
their homes; and, if they refuse, being forcibly removed.
Local officials directing gangs
are frequently involved in
unethical enforcement. If Indonesian investors find themselves linked to such activity,
the cost can be significant,
not only in terms of fines and
fees but also in terms of reputational damage, which can
have a longer-lasting impact
on the bottom line.
Perhaps the best way of
understanding the major issues affecting emerging market companies on the path to
overseas expansion is to look
at some of the specific challenges facing a market which
is being eyed up by many
companies – Myanmar.
Myanmar – a long-term opportunity
Despite its troubled recent past and ongoing economic sanctions, Myanmar is
now firmly on the radar for many expansionary companies in Asia. With its
rich natural resources, it is being viewed
as part of many long-term expansion
strategies. The 2010 elections and subsequent establishment of a nominal civilian government are seen as small, but
significant steps towards making it a viable market for expansion. This is why,
in the past few years, foreign investment
from China, Singapore, Philippines,
Thailand and others has increased.
Although the long term prospects for
Myanmar are, hopefully, positive, emerging market companies recognize that
there are likely to be a number of significant challenges to face when moving
into this geography, which has been internationally isolated for so long. The key

Indonesia – an appetite
for growth
Within Indonesia itself, the potential for fraud and corruption
within corporations remains
high. According to the Global
Fraud Report, 65% of Indonesian companies were affected
at least once in the last year
by fraud. This compares to the
global average of 61%. Information theft is the highest in
the world, at 35%, even higher
than that of Africa (34%) and
the global average of 21%.
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Overview of Fraud in Indonesia

and businesses. With that in
mind, Kroll also recommends
due diligence is undertaken
on advisers – lawyers and individuals who position themselves as liaison consultants.
All can present high risks.
Encouraged by progress
We are encouraged that
emerging market organizations are paying more attention and taking action in
response to the external and
internal threats they face
when entering new markets. We firmly believe that
companies who are least vulnerable to fraud and governance issues are those who
have good protocols in place
back home, which they can
transfer to their overseas operations. n

issues are a lack of functioning legal and
banking systems (particularly relating to
foreign investment); corruption; partner
due diligence, and political and security
risk. Because of its international isolation,
there has never been any international
pressure for Myanmar to improve its
reputation on corporate governance, in
relation to corruption and fraud.
Investors into Myanmar need to exercise extreme caution regarding with
whom they enter into business. Many
businessmen with close links to the military are now keen to reposition themselves as business friendly and compliant. As very few records are available
in Myanmar; thus undertaking proper
sophisticated due diligence is difficult,
but absolutely essential in order to avoid
compliance and reputational problems
in the future.
On the ground market intelligence,
as provided by Kroll Advisory Solutions,
is critical in order get any kind of readout on potential partners, individuals
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richard Dailly is a Managing Director of Kroll advisory solutions
based in singapore. He is responsible for high-level case management and business development in south and southeast asia.
He has over 20 years’ experience in global risk.
richard also has deep understanding of investigative and intelligence gathering techniques,
and assessment and analysis, in support of corporate investigations, political risk, litigation support and multi-jurisdiction cases.

Kroll Advisory Solutions’
Global Fraud Report
2012/13
The 6th Annual Kroll Global
Fraud Report is the result
of a Kroll-commissioned
worldwide survey by The
Economist Intelligence Unit
on fraud and its effect on business during 2012.
A total of 839 senior executives took part in this
survey. Over one quarter of the respondents were
based in North America (26%) and Europe (28%),
24% from the Asia-Pacific region, 13% from Latin
America, and 10% from the Middle East & Africa.
Ten industries were covered, with no fewer than 50
respondents drawn from each industry. The highest number of respondents came from the financial
services industry (17%). One half of the companies polled had global annual revenues in excess of
$500 million.
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he first gathering of the Global
Green Growth Forum (3GF) announced the launch on Wednesday
12 October of a number of public-private
collaborative initiatives, including the pursuit of an international agreement aimed
at ensuring policy frameworks that enable
trade in sustainable energy goods and
services.
Initiated and hosted by the Danish
government, the gathering brought together government representatives, over
50 global corporate leaders, and leading
civil society organisations.
The event was opened by the Prime
Minister of Denmark and attended by the
Prime Ministers of Ethiopia and Kenya,
the Environment Ministers of Korea and
Mexico, the Minister of Finance of Turkey, the UN Secretary General and heads
of the Organisation for Economic Cooperation and Development (OECD), the
United Nations Industrial Development
Organization (UNIDO), the UN Environment Programme (UNEP), the United Nations Framework Convention on Climate
Change (UNFCCC), as well as ministers
for trade, development co-operation, cli-

mate, and business from the host country,
among other personalities.
A Sustainable Energy Trade Agreement (SETA) aimed at enabling the rapid
scale up in innovation, diffusion, and
use of goods, services, and technologies
in the non-fossil fuel energy sector, was
proposed by three leading think tanks:
the Global Green Growth Institute (3GI),
the International Centre for Trade and
Sustainable Development (ICTSD - the
publisher of Bridges Weekly) and the
Washington-based Peterson Institute for
International Economics.
The initiative was launched as part
of a package of other proposals on sustainable biofuels and civil aviation, global
green public procurement, and energy
efficiency, which are to be “progressed
in international policy processes going
forward, including those leading to the
next Clean Energy Ministerial (CEM) in
April 2012.”
“Denmark, Mexico and Korea will
feed these initiatives into high-level intergovernmental processes, negotiations
and forums. As upcoming EU president,
Denmark will take recommendations
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from 3GF to Rio+20 and the EU’s green
growth agenda. Korea and Mexico will
help link outcomes to the G20. The Forum will present and promote key recommendations at the Climate Summit in
Durban in late 2011,” a 3GF press release
announced after the event.
Initiative draws support
At a panel chaired by Ricardo MeléndezOrtiz, Chief Executive of ICTSD, support
for the initiative was announced by Pia
Olsen-Dyhr, Danish Minister of Trade and
Investment. The initiative was also explicitly endorsed by South Africa’s Deputy Minister for Trade and Industry, Ms. Thandi
Tobias-Pokolo, as a way forward “out of
the mud” and “in response to
the need to act on the imperatives of
climate change and in face of stalemate in
other processes.”
Ditlev Engel, President and CEO of
Danish wind turbine producer Vestas,
“fully endorsed” the undertaking. Meanwhile, Gary Hufbauer of the Peterson
Institute made the case for a plurilateral
approach “that may be started by a few
and follow the path of WTO’s successful

r e n e w A b L e e n e r g Y • b y s t e p h e n g ro f f, A s i a n D e v e l o p m e n t b a n k

e n e r g Y s u s tA i n A b i L i t Y
Information Technologies Agreement (ITA)
or stand alone.” Several event participants
also highlighted the pressing need to ensure that policy frameworks on trade support the enormous scale up in renewable
energies.
SETA evolved out of an initiative led
by Michael Liebreich, Chief Executive of
Bloomberg New Energy Finance, and the
Renewable Energy Global Agenda Council of the World Economic Forum’s (WEF)
Global Redesign Initiative in October
2009. It was then taken as a recommendation by the Forum to the Korea G-20
Summit in 2010.
Since then, ICTSD - in co-operation
with several partners - has developed the
analytical case for it, with consultations
being held with governments and other
stakeholders in settings including the
WTO, UNFCCC, and WEF.
Greenhouse gas emissions context
Globally, as the Intergovernmental Panel
on Climate Change (IPCC) has noted, energy supply is the largest single source of
greenhouse gas emissions. The challenge
to de-carbonise production and economic
activity comes at a time of rapid expansion in energy demand, and in a context
in which half of the world’s population
currently has no access to modern forms
of energy.
Energy supply and use is responsible
for 75 percent of global greenhouse gas
emissions (GHG); estimates from the International Energy Agency (IEA) placed
such emissions at a record high of 30.6
Gigatonnes (Gt.) in 2010 alone, making
the targets set by the international community to limit climate temperature rise to
a maximum of 2 percent extremely difficult to meet.
Indeed, for the “pathway to be
achieved, global energy-related emissions in 2020 must not be greater than
32 Gt. This means that over the next ten
years, emissions must rise less in total
than they did between 2009 and 2010,”
the IEA notes.
Non-clean energy sources - i.e. fossil fuels - currently account for about 80

percent of emissions worldwide, and existing infrastructure and projects in construction are estimated to already lock-in
to 2020 approximately 20 percent of
those emissions.
The geographical distribution of GHG
emissions is highly heterogeneous, as
is energy consumption. While they only
host a fifth of the world’s population, 40
percent of emissions continue to be generated in OECD countries, and 40 percent
of energy demand is located there.
Meanwhile, 75 percent of the growth
in emissions in 2010 came from an energy-deficient developing world that is
experiencing long-term economic growth
trends. In this context, as stated by UN
Secretary General Ban Ki-moon at the
World Energy Summit in January 2011,
“Our challenge is transformation. We
need a global clean energy revolution a revolution that makes energy available
and affordable for all.”
UN push for energy efficiency,
sustainable energy access
The UN has declared 2012 as the International Year of Sustainable Energy for
All, and its Advisory Group on Energy and
Climate Change - composed of major
energy companies and UN agencies - has
recommended universal access and a 40
percent increase in energy efficiency in
the next 20 years. If these recommendations are implemented, this could reduce
global energy intensity by 2.5 per cent
per year, approximately double the historical rate.
Cutting energy-related emissions
in half by 2050 would require deep decarbonisation of the power sector. This
reduction in fossil fuel use would need
to be offset by sustainable energy; the
largest increase, according to the World
Bank’s 2010 World Development Report,
would have to come from renewables.
To increase the share of low-carbon
energy from 13 percent as of present
to 30-40 percent by 2050 would imply an effort of enormous magnitude,
the World Bank report shows. Over the
next 40 years, it would imply deploying
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annually an additional 17,000 windturbines (producing 4 megawatts [MW]
each), 215 million square meters of solar
photovoltaic panels, 80 concentrated
solar power plants (producing 250 MW
each), and 32 nuclear plants (producing
1000 MW each).
ICTSD studies estimate that even
though most countries in the world, developed and developing, are significantly
engaged one way or another in innovation
and the manufacturing and/or assembly of
components needed for renewable energy, these markets are heavily distorted by
tariff and non-tariff trade barriers.
A number of other trade-related policies, including subsidies, can be supportive or perverse in constructing the robust
and efficient markets needed for such
a rapid scale up in renewable energies.
Green technologies generate significant
local jobs both in the installation phase
and during the long-term lifetime (20
years for some technologies such as wind
power) service and maintenance phase.
Local manufacturing also benefits, as the
backward linkages in these production
chains use components from local sources, including the services and transportation sectors.
Experts see investments in renewables as a primary way for non-fossil fuel
producing countries to increase foreign
direct investment and savings in foreign
exchange. Renewable technologies by
definition make use of free sources such
as solar, wind or geothermal.
A determined effort, specific to the
clean energy sector, is necessary to address
barriers to scale, and to equip the world
with the governance and policy mechanisms it urgently requires in the transition
to a low-carbon economy, proponents of
the initiative argue.
the international centre for trade and sustainable
Development (ictsD) is a nonpartisan think
tank, based in geneva, which – by empowering
stakeholders in trade policy through information,
networking, dialogue, well targeted research,
and capacity building – seeks to influence the
international trade system such that it advances
the goal of sustainable development. http://www.
ictsd.org/. n

Attaining sustainable energy
access for all
“Asia and the Pacific needs
energy to fuel economic
development and to
ensure all people have
secure access to affordable
energy to promote
sustainable livelihoods”

2

012 is the International Year of Sustainable Energy Access for All. ADB
is a regional partner in the UN’s
Global Campaign on Sustainable Energy
for All – a campaign which includes the
idea of establishing a goal for energy access in the post-MDG Sustainable Development Goals, and presenting this at the
upcoming Rio +20 Conference.
Hence, this year the Dialogue is being hosted together with ADB’s Energy
for All Program to consider the policy,
law and regulation necessary to achieve
Sustainable Energy Access for All. This is
the first event to consider these issues in
the Asia and Pacific context and – based
on the support and participation here today – it clearly features prominently on
the agenda of many policy-makers, regulators, private sector players, and civil society in the region.
This topic is important for ADB, because it focuses on the nexus of the three
pillars of ADB’s Energy Policy, which are:
• maximizing energy access,
• promoting energy efficiency and
renewable energy, and
• promoting sector governance and
capacity.
My remarks this morning address
these three energy challenges for Asia

as well as ADB’s role in contributing to
solutions.
Asia and the Pacific’s Energy
Challenges
Asia and the Pacific needs energy to fuel
economic development and to ensure all
people have secure access to affordable
energy to promote sustainable livelihoods.
In doing so, we face fundamental challenges in the energy system. We need to
provide energy access to those who have
none. For those who have energy access,
we need to ensure it is sustainable. We
also need to establish the enabling policy
and regulatory frameworks to promote
public and private sector investments in
expanding access and clean energy. With
this in mind, I have three basic messages.
First, Asia still needs to attain energy
access for the energy poor. Second, the region needs to transform its energy systems
to clean energy. And lastly, Asian countries
need the right governance, policy and regulatory frameworks to provide sustainable
energy access
On attaining energy access for the energy poor: the Asia-Pacific region has had
some incredible success stories in terms of
achieving universal or near universal energy access for vast populations: China,
Thailand, Viet Nam, Malaysia, and Bhutan
are a few examples. But, about 700 million
people in the region still have no access to
electricity and about 85% of those live in
rural areas.
1.9 billion people in the region, nearly
half of Asia’s population (of 4.1 billion),
have no access to modern cooking fuels and facilities, instead they must burn
wood, coal, charcoal, or kerosene, which
can lead to health and respiratory prob-
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lems, as well as premature deaths from
inhaling smoke; and accidental fires and
injuries from burning kerosene. It also generates unnecessary carbon dioxide.
Current trends show that without
policy, regulatory and financing changes,
even in 2030, about 350 million people
will have no access, and 1.6 billion people
will have no clean cooking facilities.
My second message is that Asia needs
to transform its energy systems to clean
energy.
Asia’s energy demand is projected
to almost double by 2030. However, under current trends, fossil fuels will be the
source that meets this increasing demand
making Asia responsible for nearly half of
the world’s carbon emissions by 2030.
This trend will lead the world toward
continued emissions increases and climate change, resulting in disastrous consequences for many Asian countries, including mass migration, increased floods,
typhoons, and other extreme weather
events.
Moreover, while providing energy
access for all from fossil fuels is not itself
expected to immediately contribute much
to global carbon emissions, once people
obtain access to energy and incomes improve, their energy consumption is likely to
increase, with a consequent magnification
of the demand for fossil fuel-based energy.
Asia needs energy, but there is an urgent need for innovative ways to provide
it while at the same time reducing greenhouse gas emissions.
Renewable energy and energy efficiency can make key contributions to maximizing energy access and transforming
energy systems to clean energy, because
many of the contributions to providing

renewAbLe energY
rural access lie in increasing efficiency, and
providing off-grid distributed renewable
energy solutions.
My third and final message is that
Asian countries need the right governance, policy and regulatory frameworks
to provide sustainable energy access.
To provide universal energy access,
Asia needs vast amounts of finance and investment: the International Energy Agency
estimates that 12 billion dollars a year are
needed in the region until 2030. And Asia
needs a combination of public sector financing and the right incentives to drive a
major scale-up in private sector investment
in energy access.
Similarly, on an even larger scale, incredible amounts of finance for clean
energy investments are also needed over
the next 20-40 years – between 7 and 9
trillion dollars to 2030. Again, while public
sector resources will provide some of this
financing, innovative new business models that incentivize the private sector to
invest are critical.
While the scale of finance needed for
maximizing access for all and providing
clean energy investment is vast, finance
alone – without the right governance
structures and enabling legal and regulatory frameworks – will likely not deliver the
actual investments and infrastructure to
satisfy demand.
Additionally, there are policy and regulatory barriers to providing sustainable access, such as limitations on investments
by small private sector power providers.
Policy and regulatory frameworks need to
establish clear national access targets, appropriate tax incentives, standardized policy frameworks for small-scale producers,
and incentives for off-grid and renewable
provision.
The public sector and the private sector need the right policy and regulatory
frameworks to secure public funding and
to incentivize private sector investment for
sustainable access. Strong public sector institutions are also required to manage the
vast financial resources necessary while
ensuring that those finances are spent for
intended purposes.

SUS TA INA BILI T Y
“Policy-makers and
regulators, supported by
development partners need
to do more for sustainable
access to achieve the
international goal of
universal access by 2030”
ADB’s Role in Confronting Asia’s
Energy Challenges
ADB launched its Energy for All Initiative
in 2008 to increase access to modern energy for the region’s poor through gamechanging pilot-projects. Since the start of
Energy for All, ADB has spent 2.8 billion
dollars on energy access projects, with a
focus on clean and renewable energy resources. In 2011 alone, ADB spent 1 billion dollars on projects designed to provide
access to 10 million more people. ADB is
now working with a number of partners
through its Energy for All Partnership to
provide access to modern forms of energy
to 100 million people by 2015.
For example, we are working with the
Greater Mekong Sub-region on the efficient utilization of biomass for bioenergy,
including the installation of biogas systems
in rural households. This was developed
with an investment of 4.6 million dollars,
allowing the supply of 500 bio-digesters,
75,000 improved cookstoves, as well as
training for farmers, service providers and
government officials on the assistance
scheme.
In the Philippines, ADB is working with
a micro-finance institution to deploy solar
lanterns and enable local entrepreneurship. Small entrepreneurs can sign up as
micro-retailers to rent out solar lanterns
to local households at minimal cost, instead of needing capital to purchase solar
lanterns on a wholesale basis. These fees
finance a common fund for the operation
and maintenance of the solar lanterns.
ADB has positioned itself as a key regional partner by actively supporting the
UN’s Global Campaign of “universal access
to clean affordable energy by 2030” and
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is also supporting partnerships such as the
Global Alliance for Clean Cookstoves. On
the policy and regulatory reform side, ADB
has commissioned work on power sector
reform in the Philippines, Samoa, Tonga,
Pakistan and Sri Lanka to name a few. ADB
has also supported studies on enhancing
effective energy regulation in Southeast
Asia and the Pacific, which includes components on the effectiveness of policy and
regulations for the poor.
ADB has also produced many knowledge products on energy access, policy,
and regulation, including the publication
that is the subject of today’s meeting: Attaining Access for All: Pro-Poor Policy and
Regulation for Water and Energy Services.
Through these initiatives, ADB has enabled key stakeholders to enhance their
capacity in policy formulation as well as
in the implementation of laws and regulations for sustainable energy access.
Conclusion
At last year’s Dialogue, policy-makers and
regulators developed a Regional Plan of
Action on Clean Energy Governance, Policy and Regulation.
Policy-makers and regulators, supported by development partners need to
do more for sustainable access to achieve
the international goal of universal access
by 2030. With this in mind, I ask you to
add to last year’s action plan by considering and developing appropriate strategies
for removing policy and regulatory barriers
and establishing the right incentives for
expanding access. I further challenge you
over the coming days to consolidate these
strategies into an outcome document that
could contribute to the global and regional
energy access challenge.
Meeting the goal of maximizing sustainable access will require the right policy
and regulatory frameworks. ADB looks
forward to working with you to determine, design, and implement that policy
and regulatory mix. n
Welcome remarks by aDB vice-president stephen
p. groff on 4 June 2012 at the aDB Headquarters,
Manila, philippines – June 4, 2012

Future company engagement activity:

Remuneration, climate change
and labour standards
Institutional investors
managing $US2 trillion
prioritise executive
remuneration, climate change
and labour standards for future
company engagement activity

I

nstitutional investors managing more
than $2 trillion in assets have identified
executive remuneration, climate change
and supply chain labour standards as
priority areas for engagement with companies in their portfolios over the coming year, according to a new survey by
the United Nations-backed Principles of
Responsible Investment Initiative (PRI).
Respondents to the survey are active users of the PRI Clearinghouse facility, the
world’s leading platform for investors to
engage collaboratively with companies
on their disclosure, management and
performance on environmental, social
and governance (ESG) issues.
“The PRI Clearinghouse supports
some of the world’s leading asset owners and investment managers to be active
owners of the assets in their portfolios,
and they have signalled several areas they
believe require greater attention by companies over the coming year,” said James
Gifford, Executive Director of the PRI. “It
is clear that a company’s management of
ESG issues does play a role in its ability to
deliver sustainable returns to its investors,
and users of the
Clearinghouse recognise that exercising the rights associated with ownership
of the assets in their portfolio is a fundamental part of managing, protecting and

enhancing the value of those assets for
their clients and beneficiaries.”
The PRI Clearinghouse has hosted
nearly 400 engagements on issues ranging from boardroom diversity and anticorruption to carbon emission reduction
projects and water risk. Signatories use
the Clearinghouse to come together to
engage with investee companies on ESG
risks and opportunities, and encourage
improved performance and disclosure.
The impetus behind the PRI Clear-
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inghouse is that if investors are to effectively monitor companies within their
portfolios, they need to work with other
investors to pool their resources and
influence. Shareholder engagement activities commonly undertaken through
the Clearinghouse include conducting
research on ESG issues of concern and
then holding discussions with companies to address them. Engagements may
include the filing of shareholder resolutions or sending signals to companies
through voting at AGMs.
In the survey, users of the Clearinghouse were asked to identify the priority areas for future collaborative engagement to be coordinated by the PRI
Secretariat over the next 3 years. The top
five ESG issues selected are shown in the
table below. ■

business

sustA inAbiLi tY

PRI supports
Corporate Sustainability
Reporting Coalition
The PRI Initiative believes
that in order to allow
investors to properly give
effect to Principle 3 of the PRI,
governments need to take
steps to require companies
to report publicly on how
they have taken account of
material sustainability factors

T

he Principles for Responsible Investment Initiative supports the
recommendation of the Corporate
Sustainability Reporting Coalition
(CSRC) which has called on government representatives at the UN Conference on Sustainable Development
to commit to begin discussions on
an agreement to require mandatory
corporate disclosure on material environmental, social and governance
issues in companies’ Annual Reports
and Accounts.
The Principles for Responsible
Investment are founded on the conviction that environmental, social
and governance (ESG) issues can be
material to the financial interests of
long-term investors. The fundamental
purpose of many PRI signatory institutions is to deliver retirement income
security and returns on other longterm savings to their beneficiaries and
clients. Collectively these investors act
in the financial interest of millions of
people around the world. In order to
fulfil this purpose, these institutions
focus on long-term drivers of return

and risk, and the long-term health
and stability of the financial markets
on which they depend for financial
returns. These institutions are therefore closely aligned with the broader
sustainability agenda that forms the
backdrop to the 2012 UN Conference
on Sustainable Development.
Recent events have amply borne
out PRI signatories’ conviction that
ESG issues matter. The companies in
which PRI signatories invest depend
for their future success on their ability to understand and manage drivers
of long-term financial risk and return
that include climate change, resource
scarcity, global demographic and political changes, human capital, and
social issues in increasingly complex
global supply chains. Responsible
long-term investors cannot make
prudent investment decisions unless
they have high-quality information on
companies’ exposure to these issues
and the quality of their responses to
them.
This is why Principle 3 of the PRI
commits signatories to seek appropriate disclosure on ESG issues by the
entities in which they invest. The efforts towards voluntary sustainability
reporting that have been made by
many companies are valuable and
welcome. However, these disclosures
cover only a small fraction of the
world’s market capitalisation. The PRI
Initiative believes that in order to al-
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low investors to properly give effect
to Principle 3 of the PRI, governments need to take steps to require
companies to report publicly on how
they have taken account of material
sustainability factors. It is important
to recognise that this would be on
a report-or-explain basis. That is, if
a particular company felt it was not
able to disclose information about a
particular issue, it need only explain
why it cannot do so. We believe that
a global regulatory push such as this
would send strong signals to the market and would not result in an onerous compliance regime.
The PRI Initiative therefore supports the proposal of the CSRC which
calls on governments meeting at the
2012 UN Conference on Sustainable
Development to commit to begin discussions on an agreement or convention to require mandatory corporate
disclosure on material environmental, social and governance issues in
companies’ Annual Reports and Accounts on a ‘report-or-explain’ basis.
We also encourage governments to
ensure that investors have effective
mechanisms available to them to hold
companies to account on the quality
of their disclosures. n

Singapore rated highest
for offering best business
growth prospects
H

About the Principles: Developed by the
investment community in a un-convened
process, they reflect the view that environmental, social and corporate governance
(esg) issues can affect the performance of
investment portfolios and therefore should
be given appropriate consideration by
investors. the principles provide a voluntary
framework by which all investors can incorporate esg issues into their decision-making
and ownership practices and so better align
their objectives with those of society at
large.

ong Kong – Singapore is the best
country for dynamic growing businesses according to the Grant Thornton
Global Dynamism Index (GDI), a new
index developed in conjunction with
the Economist Intelligence Unit (EIU)
to rank 50 economies on 22 indicators
of dynamism. China ranked 20 globally and 6 among Asia acific
counterparts. Other Asia Pacific
countries ranked in top ten include Australia (6th) and South
Korea (8th).
The Nordic region is the most
dynamic1 in the world according
to the GDI, scoring2 66.1 overall,
followed by North America (62.9)
and the G7 (59.6). This compares
to Eastern Europe (55.7), the
Growth – 8 economies3 (55.0),
Latin America (53.8) and the
Middle East and Africa (51.0).
However, whilst Western Europe (59.2)
– where many economies are battling
a competitiveness problem – sits above
the global average (57.3), it is edged out
by Asia Pacific (59.3). The index suggests
that business growth fundamentals remain strong in many developed economies even as they struggle with mountains of debt.
In determining the GDI ranking,
five areas were identified as holding
the key fundamentals to an economy’s
dynamism: business operating environment, science & technology, labour &

About PRI: the pri initiative was established
in 2006 after the launch of the principles to
help investors to implement the principles.
Managed by the pri secretariat, the initiative
promotes responsible investment and supports investors by sharing best practice and
facilitating collaboration.

“Dynamism” is defined as changes to the economy which
have enabled recovery from the 2008-09 economic recession and are likely to lead to a fast rate of future growth.
2
Modelling the indicators and categories results in scores
of 0-100 for each country, where 100 represents the most
dynamic environment and 0 the least.
3
Brazil, China, India, Indonesia, Mexico, Russia, South
Korea, Turkey
1

human capital, economics & growth
and financing environment. Within
these groups, 22 key indicators were
analysed. More than 400 senior executives from a broad range of countries
and industries were then interviewed to
determine which aspects of these attributes they deemed most important for
Overall dynamism by country

business growth. This allowed for the
weighting of each aspect according to
its perceived relevance.
“The index provides a true illustration of the strength of each economy as
a place for dynamic businesses to flourish,” said Daniel Lin, managing partner
at Grant Thornton Hong Kong. “At first
glance the results may seem counterintuitive, as we associate dynamism with
the pace of economic growth. However,
the GDI is far more than just another
measure of growth. By considering key
fundamentals, such as the legal and political risks associated with operating in a
given economy, the index gives a strong
indication of how well placed it is for
businesses growth.”
“It is perhaps unsurprising therefore
to see Singapore, and two Nordic nations
– Finland and Sweden – occupy the top
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three places in the overall ranking. They
are open and trade-orientated economies, which have well developed legal
frameworks in place and invest heavily in
R&D. All things dynamic businesses want
to see,” Daniel Lin added. “Singapore’s
favourable location and the quality of
financial regulatory system, the lightness
of its corporate tax burden and its high
level of private sector credit result in its
highest ranking in the area of financing
environment.”
“Looking back at our local market,
although Hong Kong has not been surveyed this year, our open trade policies,
the newly passed competition law, political stability, and sound financial
regulatory system contribute to
the favourable business operating and financing environments.
Hong Kong also has a strong labour and human capital with a
virtually full state of employment
in the labour market and a comprehensive education system;
however, in the long run, aging
population remains an issue of
concern. Science and technology is an area where Hong Kong
underperforms other mature
markets. More investment and support
for R&D have to be obtained from both
public and private sectors.”
“China ranks second in the area
of economics and growth with a score
of 94.6. Its economy posted growth
of over 9% in 2011, whilst consumer
demand expanded by 21%,” Daniel
Lin commented. “Despite the strong
economy growth, it’s not surprising to
see China ranks in the middle reach of
the score table. Low cost and cheap
labour are no longer the formula for
growth; instead, an open economy that
promotes red tape free, transparency,
competition and regulatory system is
now important to continue attracting
dynamic businesses – this should be
what China focuses on improving in
the future.”
Daniel Lin continued, “The impor-

business
tance of dynamism in an economy cannot be understated. Boosting global
growth is a collective effort of countries
around the world in strengthening their
own economic dynamism. The GDI results clearly show above all that there are

many different paths to, and aspects of,
dynamism. Different economies offer
different environments that can help, or
hinder, business growth. But it is certain
that businesses should not give up on the
developed economies just yet.”. n

Hong Kong business
optimism ticks up again
B

usiness optimism in Hong Kong
ticked upwards in the third quarter
of 2012, according to the latest Grant
Thornton International Business Report
(IBR). The increase in optimism to 12%,
up from 8% in Q2, marks the second
consecutive quarter for which
Hong Kong businesses are feeling more confident about the
overall economy. The survey
also reveals that support for
fiscal measures and improvements in education rank highly
among the areas Hong Kong
businesses would like the government to focus on to stimulate the economy.
Optimism falling globally
Globally, business optimism has fallen
from 23% to 8% in Q3. Drops in confidence across the world’s three largest economies have been equally pronounced. In the US, optimism for the next
12 months fell from 50% to 19%. In
China confidence fell from 33% to 11%
as the marked slowdown, particularly in
exports, hits the economy. And optimism
across the EU fell from -2% to -13%.
This downturn in optimism has
dampened the investment outlook for
businesses. Expectations for boosting investment in plant and machinery over the
next 12 months are down by six percentage points globally with some of the biggest falls in China (down 12), Germany
and the US (both down 11).
Daniel Lin, managing partner at
Grant Thornton Hong Kong, said: “De-

spite modest improvements in Hong
Kong business optimism, there remains a
general market malaise about the longterm strength of the global recovery. This
is being weighed down by continued
weakness coming out of the eurozone
Business optimism declines sharply

and some uncertainty as the US moves
past the presidential election cycle and
approaches so-called fiscal cliff. Moreover, the Chinese economy posted its
seventh quarterly decline in GDP growth
less than two weeks ago. The economic
uncertainty means businesses remain in a
‘wait and see’ approach.”
Globally businesses seeking greater
government stimulus
Despite attempts to encourage investment, the majority of businesses say
that they will maintain or increase their
cash reserves – building on the $4trillion
of cash already sitting on company balance sheets1 . This conservative approach
seems to be highly prevalent in Hong
Kong, where 88% of businesses say they
will either increase or maintain their level
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of cash reserves. Hong Kong also holds
the distinction of ranking highest among
all economies polled in businesses (74%)
who say they currently hold cash reserves
of more than 10% of revenues.
To get their economies moving, the
majority of the 3, 050 businesses interviewed want their governments to increase fiscal activity – something which
might boost investment. The IBR reveals
that businesses are looking for greater
fiscal stimulus in the way of tax incentives
and an increase in government spending
and investment, as opposed to further
monetary measures.
In Hong Kong, 72% of businesses
called both for more tax cuts and breaks
and an increase in government spending and investment. In addition, a large
majority of businesses (86%)
would like the government to
focus on improving education in
order to stimulate the economy.
Daniel Lin added: “Hong
Kong’s Chief Executive Leung
Chun-ying stated recently that
he believes the government can
do more to boost the economy. It seems Hong Kong businesses overwhelmingly agree,
although the preferred policy
approaches to get there may
not be completely aligned. An area of
common ground though is clearly on the
education front, even though the benefits are likely to be longer term.”
Salary figures continue to fluctuate
Globally, businesses seem to be drawing
back a little in regards to their plans to
increase salaries for their employees –
64% plan to offer pay rises in the next
12 months, compared with 68% in Q2.
In Hong Kong specifically, the quarter to
quarter comparison declined, with 74%
of employers expecting to give pay rises
in the next 12 months compared to 90%
level in Q2-2012. n

Corporate GovernanCe asia
10th Anniversary

FUND RAISING CAMPAIGN

Part of the proceeds of sales of the
exhibited artwork will help to support
A Bag of Hope project.

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.

Hogan Lovells research into total cash on the balance sheets
of the world’s top 500 non-financial companies: http://www.
hoganlovellsevolution.com/evolution-heatmaps-cash-onbalance-sheet
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priVAte sector opinion

p ri VAt e s e c t or op in io n

• by barney Jordaan 2

When grandpa is also the CEO:

Resolving differences in
family-owned businesses
Family businesses are notoriously light
in their use of bureaucracy. it is one of
their appealing characteristics, and an
aspect of their speed and flexibility in
problem solving. their informality and
intimacy makes elaborate decisionmaking methods unnecessary. However, it is a common failing of all growing
businesses that they do not recognize
how growth is changing them. they are
like a child who stays in short pants even
when they’re splitting at the seams.3
Inroduction
Jimmy North and his wife Susan4 had
worked hard to establish a thriving
business with interests in property, a
chain of restaurants, a game farm,
and – the jewel in the family crown –
a hotel in a prime location on South
Africa’s beautiful east coast. Jimmy,
Susan, and their two children, Sarah
and Paul, had many a happy family
holiday on the farm and on the coast.
Jimmy, who ruled the business
with an iron fist, was never one
for paperwork; in fact, many deals
were closed with a simple handshake. Jimmy and Susan groomed
the children to take over the family business one day, although they
had no specific plans for how to go
about this: Should the children run
the businesses jointly? Or should the
business interests be separated and
2

3

4

“Although close family
ties in family-owned
businesses can contribute
to high levels of trust and
cooperation”
each child be given a portion of the
business to run?
As things happened, Paul showed
an interest in the hospitality industry
and naturally took charge of the hotel business. When he later married
Josephine, she started a major redecoration process at the hotel, which
helped lift the hotel’s grading a notch
or two. Sarah became a lawyer and
took over the running of the administration and legal affairs of the total
family business.
At some point at a family meeting, Sarah raised her concern about
the total lack of formalized policies,
procedures, and systems in the business, which was by now becoming
extremely successful. Jimmy laughed
off her concerns, commenting that
the business had got to this point
without much paperwork and that’s
the way he prefers to do things. Paul
took Sarah’s statement as a sign of
mistrust in him and Josephine. Pretty
soon an argument erupted that lead

to Sarah leaving the meeting in tears.
The following day, Sarah’s husband Peter wrote an e-mail to Paul
and Jimmy in which he took both of
them to task for humiliating his wife.
He also demanded an unconditional
apology. Susan felt caught in the
middle between her husband and
her two children. Relationships deteriorated sharply: family holidays were
a thing of the past, and communication between Sarah and her father
and brother was kept to a minimum.
Out of the blue, Paul demanded
that the hotel business be split from
the rest of the family business and
be given to him and Josephine to run
as their own. That’s when the letters
from the lawyers started coming. . . .
It is indeed an ironic aspect of family-owned businesses that the self-same
characteristics that can give them a
competitive advantage are also the factors that contribute to the high levels of
destructive conflict that often occur in
them. In particular, while their general
lack of bureaucracy (formalized rules
and systems) can create an atmosphere
of informality and also facilitate quick
decision making, it can also be an obstacle to the introduction of good corporate governance. Similarly, although
close family ties in family-owned businesses can contribute to high levels of
trust and cooperation, those very same

Barney Jordaan holds an LLD degree and is a distinguished professor at the University of Stellenbosch Business School, South Africa, where he also heads the Africa Centre for Dispute Settlement. The ACDS
is an African catalyst and thought leader in transforming the theory and practice of dispute settlement through its teaching, research, and development activities. A lawyer by training, Jordaan has been
active as a mediator and arbitrator since 1989. He serves as external consultant to the World Bank Group’s Office of Mediation Services and is certified as a civil and commercial mediator by the International
Mediation Institute, The Hague, and the ADR Group (United Kingdom). Acknowledgement: the author would like to thank Sanaa Abouzaid, Marie-Laurence Guy, Karl Mackie, and Alexey Volynets for their
feedback on early drafts of this publication.
Grant Gordon and Nigel Nicholson, Family Wars: Classic conflicts in family business and how to deal with them (London and Philadelphia:
Kogan Page, 2008): 243.
The case study is based on a matter I am currently involved in. Names have been changed to preserve the identities of the parties.
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ties can add emotional fuel to the fire
when conflicts arise.
Conflict5 in the sense of perceived
differences in needs, concerns, or interests is universal and unavoidable whenever people are interdependent, that is,
the one needs the cooperation of the
other. In workplaces, managers need
cooperation not only from their subordinates but also from their directors;
directors need cooperation from their
subordinates and from other members of the board; shareholders rely on
boards of directors to ensure that the
enterprise remains profitable and sustainable, and so on. Where people are
reliant on one another, there is always
a possibility that differences can arise
and serve as potential causes of conflict.6 If not managed well, these differences can escalate and be aggravated
to become time-consuming, distracting, costly, and potentially relationshipdestroying disputes.
For many businesses, including
family-owned ones, emphasis on good
corporate governance requires a culture shift and results in increasing formalization, or “bureaucratization,”
of a business. Culturally, the need for
transparency, succession planning, and
adherence to ethical business principles
runs counter to the secrecy, nepotism,
and lack of board independence one
finds in many family-owned businesses.
Further, the introduction of formalized
systems, policies, and procedures can
negatively affect levels of trust in the
organization, if it is not managed well.
The consequences of conflicts
A 2006 study conducted by the Centre
for Effective Dispute Resolution (CEDR)
in the United Kingdom reveals that 80

“The introduction of
formalized systems,
policies, and procedures
can negatively affect
levels of trust in the
organization, if it is not
managed well”
percent of disputes have a significant
impact on the smooth running of business.7 The same study estimated that
conflicts cost British business an estimated £33 billion per year, of which £6
billion was spent on legal fees.8 What
accounts for the balance?
Conflict and disputes have several
economic effects on organizations:
• First-order effects are usually quantifiable, such as lost revenue, employee
severance payment and replacement,
and legal costs.
• Second-order effects are harder to
quantify, such as missed opportunities, increased supervision and management, reduced quality of decision
making.
• Third-order effects are impossible to
truly quantify, such as passive-aggressive behaviors exhibited by disgruntled employees, staff turnover,
the poor image of the organization
within the industry or community,
impact on family relations, and so on.
These can be the real business killers.
A tragic example of the cost and
consequences of unresolved conflict in
a family-owned business involved a father, his two sons, and a boutique wine
farm. One son, Peter,9 was an opera
star of international repute. He bought
a small wine farm but, knowing noth-

ing about viticulture, asked his brother
and father to develop and run the business. For a number of years things went
very well: the business flourished, and
the red wines they produced received
local as well as international accolades.
The father and brother always had
the understanding that they would at
some point become co-owners and
partners in the business and not remain
merely paid employees, although no
written agreement was ever entered
into. When relationships started deteriorating, Peter reneged on what the
father and brother understood to be a
binding agreement – despite the lack
of anything in writing – to make them
co-owners.
Peter’s father subsequently instructed his lawyers to institute legal proceedings against Peter to enforce the
agreement he believed they had. Peter
consulted his own lawyers, who indicated that they would fight the claim.
The business started suffering, with the
father and brother becoming less and
less inclined to invest effort into it.
As the litigation began to gain
momentum, the father started having
second thoughts about the wisdom of
litigation and suggested, through his
lawyers, that the parties should rather
try mediation, because the family was
being torn apart. The suggestion was
rejected by Peter’s lawyers, on Peter’s
instructions. It happened that Peter
was at home on the farm the day his
father received news of the rejection of
his proposal. That night Peter’s father
shot Peter dead and committed suicide.
Yet conflict, if it is brought into the
open and is managed properly, can
contribute to better understanding and
fresh insights, and it can bring closure.

Conflict may be latent, i.e. hidden under the surface, or it may be overt, i.e. it manifests or presents itself in actions such as declaration of a dispute, legal proceedings, fighting etc.
Christopher Moore, The Mediation Process: Practical Strategies for Resolving Conflict (San Francisco: Jossey-Bass, 1986), suggests that there are five basic kinds of conflict. Data conflicts are caused by lack of information, misinformation, different views on what is relevant, different interpretations of data, and different assessment of procedures. Interest conflicts are caused by perceived or actual competitive interests
(whether those are substantive or are procedural or psychological concerns, or a combination thereof). Relationship conflicts are caused by strong emotions, misconceptions or stereotypes, poor communication or
miscommunication, or repetitive negative behavior. Value conflicts are caused by different criteria for evaluating ideas or behavior, exclusive intrinsically valuable goals, different ways of life, ideology, and religion.
Structural conflicts are caused by destructive patterns of behavior or interaction; unequal control, ownership, or distribution of resources; unequal power and authority; environmental factors that hinder cooperation;
and time constraints. Knowing what usually causes conflicts and disputes helps in determining what kinds of interventions might be useful.
7
These are conflicts within as well as between businesses.
8
CEDR further estimated that a dispute worth £1 million typically burned up three years of a line manager’s productive time. An OPP/ Chartered Institute of Personnel and Development report (“Fight, flight or face
it?” July 2008) found that the average U.K. employee spends over two hours a week dealing with conflict, which means in total more than 370 million working days were lost in a year. The “Second Annual Litigation
Trends Survey Findings” (Fulbright & Jaworski LLP, 2005) reported that 43 percent of corporate lawyers are unable to budget adequately for litigation costs.
9
Not his real name. This example is based on an actual event that shook the South African wine industry in the Western Cape.
5
6

CorporateGovernanCeasia 19 oCtober-DeCember 2012

