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Ladies and Gentlemen,

The art of risk management has always been: to read between lines, to look behind the presented truth, to search for the unknown or, worse, the untold story, and to look through the cycle. Think the unthinkable. We usually define well what we want to (collectively) believe in to be true or right, but what can go wrong is often underestimated in terms of seriousness and possible broader, even  systemic  consequences: moreover, bad news usually is denied and traveling  slowly. 
What is happening in today’s financial markets is offering us yet  an other reality check of the risk management challenge: trusted staff,  seemingly robust systems, structures, models, even institutions become  compromised, causing  collective scare and, consequently, wide-scale financial- economic damage.  What has been driving this? Financial engineering, hubris of investment bankers, complexity of interdependencies among all players, lax control and supervision? Yes, these factors have definitely contributed to the present situation , yet  there is something much more fundamental taking place: loss of fundamental trust in the system and in each other because of lack of transparency, lack of insight on who carries what risks. Regulations don’t work if there is no enforcement, but markets can not work if there is no adequate transparency on the true value of assets and liabilities of the market participants. 
As you know, the banking sector and its supervisors  have been working during the last 10 years on the Basel II framework with due recognition  of  “the hierarchy of discipline”  through the complementary 3 pillar approach: self-discipline (Pillar 1), supervisory review (Pillar 2) and market discipline (by improved disclosure; Pillar 3). And we have been preparing ourselves for this framework (now effective in Europe, next year in USA)by intensive sector-wide consultation, investing & systems- building , testing and training.  Yet reality has caught up with us. A sobering experience, particularly as all the signs were already on the wall:  the question who is holding the “black jack” was already prevalent for some time (and we bankers thought that, by our smart structuring, this card was outside our highly regulated banking system). 
In the global economy, the un-sustainability of the US government and household deficit-spending has been a concern: an adjustment process was bound to happen, and it is now here, affecting the economic growth story in many countries (with India among the least affected) . 

We also know that we are in the midst of a profound geo-political /-economic transformation, with China, India becoming new leaders, with the associated rights and responsibilities: are you (in India) and we (in Europe, US) already facing up to the consequences hereof for all of us? Globalization of wealth-creation and “inclusive growth” will put increasing and serious pressure (including conflicts) on the planet’s scarce resources, like energy, water, food, space. For a peaceful, fair  global community we need to address  fundamental human rights (including access to health, education, opportunity); and finally, we need to preserve our ecosystems (which includes addressing global warming, bio-diversity, etc.). In other words, we need to our take care of our scarce Human, Natural and Economic capital.
Are we not just reading these signs on the wall, but are we also taking individual and collective action on them? Do we in the business realize that we may  survive when governments are failing, but definitely not when societies do so? What is the value-proposition for business? What is our individual and sector role, responsibility, opportunity? How can we make a difference? 
The starting point is that we should change some fundamental  paradigms: from interest  primarily in our shareholders  to alignment with all our stakeholders (clients, staff, regulators, society), from believing to generate profit solely by our own making (and get the commensurate big bonuses) to the recognition of “earning” our value from these stakeholders (and sharing this with them), from a single bottom-line to a triple top- & bottom-line (People, Planet, Profit),  from business-and -society to business-in-society,  from reactive regulatory compliance to pro-active voluntary, value-creating business codes of conduct, from excessive  confidentiality  to more knowledge-sharing and  more public accountability, from financial reporting-only to non-financial reporting on sustainability-also, from window-dressing to authenticity and tangible impact. We compete on price, quality, structure, but not on fundamental values, principles.
During the Rio Convention in 1992, business was very much seen as part of the sustainability problem; in Johannesburg in 2002, there was an early recognition that business can make a tangible contribution to the solutions. During the Bali Conference on Climate Change last December, the business sector was considered by both governments and the business itself an  essential contributor to any solution. And rightfully so: who else has the combination of assets for efficient and effective action: ambition (driven by self-interest), resources (capital, talent, entrepreneurial and innovative capacity), broad reach (across borders), operating discipline (profit by SMART operations in a competitive environment), accountability (through markets, disclosure). 
Moreover, because of privatization of hitherto public sector services (eg. telecoms, electricity) and markets’ liberalization, the public sector domain has shrunk to make place for more  private sector. But even if the private sector is successful (and market- , company failures do occur, as we see today), this combination of core business attributes does not necessarily make the business sector always “fit for purpose” and trusted by society. Business must  earn its “license to operate” from society-at-large. At the same time governments need to create  enabling  policies and regulatory & taxation frameworks  in order to steer the business sector into the right direction.  But if government is unable or too slow to act, the business community should take its own initiative. 
In an Indian context, major issues need to be addressed through effective public-private sector cooperation, such as physical infrastructure , energy, water, sanitation  &  waste management,  CO2 -management,  poverty reduction,  financial inclusion, health care, education, bio-diversity. Effective initiatives and measures need to be taken  to de-bottleneck the economy  and to ensure sustained economic  growth and  (domestic and international) competitiveness. 
Let me be a bit more precise in the context of a few important  themes: the Value Chain (as it relates to People), Climate Change (as it relates to Planet) and Business Codes of Conduct (as it relates to Profit) and relate this to the core issue of my address:  “Making Markets Work” for sustainable, profitable  business by improved  Transparency on principles, targets, performance and enhanced Knowledge- sharing on practices and impact.
The People dimension: when the apparel  retail company Gap was faced with the notion that its supply chain included a sweatshop in New Delhi  which employed  (10 year) young  children in reportedly miserable working conditions, it immediately took action, as it considers it part of their international brand to apply high working standards in its operations, including its supply chain. It is a good example that in our modern ICT age, there is “no time or place to hide” for media or NGO reports of this nature. By being swift and effective it protected its brand. 
The Planet dimension: when leading US businesses realized in 2006/7 that the abstaining position of the Bush Administration on a post-2012 Kyoto Protocol caused it to create a competitive disadvantage for its business in the climate change arena, it created US Climate Partnership (USCAP) and issued a Report “A Call for Action”, pushing the climate change to the forefront of the US business agenda, which hitherto was not. USCAP includes a diverse group of companies and institutions, ranging from  leading automotive manufacturers, energy companies,  to the World Resources Institute (WRI) . 

The Profit dimension: the international cement sector has created the (international)  Cement Sustainability Initiative (CSI; incl. India), to share knowledge, foster cooperation to use cleaner and more  efficient production techniques, against the perspective of increasing energy costs and climate change aspects. 
These are just 3 recent examples of actions, initiatives which are reflective of the emerging  realities in markets: high standards and living them, particularly under duress (the Gap), act yourself if governments are failing (USCAP), the power of collective sector action(CSI). Other industry sector associations have also developed principles adopted by their membership, such as  i.a. ICMM (mining sector). In recent years,  incorporating environmental, social, ethical issues into corporate strategies has become mainstream. And public pressure on these themes will only increase, also in India.
Leading international corporations from diverse industry sectors such as Unilever, Nestle, GE, Philips Electronics, Dupont, HP,  DSM, Johnson & Johnson consider themselves leaders in sustainability: they do so out of enlightened business self-interest. They do this because their brand value and bottom line will benefit from it. Rating Agencies and Stock Exchanges (Dow Jones Sustainability Index, FTSE4Good, Bovespa Sustainability and , just recently, CRISIL/IFC Sustainability index ) are addressing  Environmental, Social and Ethical (ESE) issues. And consumers in Europe, US are starting to become influenced in their purchasing behaviour by positions taken by retailers such as Marks & Spencer, Tesco, Carrefour, Coop, Walmart, Gap, etc. 
Moreover, sustainability reporting (using the templates of the Global Reporting Initiative, GRI; often with an assurance statement from the external auditor) continues to increase rapidly, also by pressure from investors, civil society. In the financial sector there are also important collective, voluntary initiatives to set common baseline standards: the  first sector-wide, international set were the Equator Principles for project finance (2003: now 56 banks,  covering 85% of global project finance and also influencing contractors, clients, etc.), followed by Who Cares Wins(2004: investment managers, investment research firms on ESG value drivers), Principles for Responsible Investments (2006: PRI; pension funds, investment managers on investment analysis and active ownership). Some of the leading state-employee pension funds have become really active in advocacy on important public issues:, such as recently by i.a. CalPers (USA), PGGM(NL). SRI and climate –related/renewable energy  investment funds are rapidly rising. Also mentioned should be the UN Global Compact, the OECD Guidelines for Multinational Corporations and the EITI (Extractive Industries Transparency Initiative). In order for individual sustainability policies and these collective codes and standards to become effective, internal communication ,  training need to be stepped-up and  toolkits, screening-filters, ratings, evaluation-processes, etc.  need to be created. ESE issues should be non-negotiable and become  part of the business KPI’s (Key Performance Indicators). One of the interesting experiences is that client-intimacy strengthens when sustainability-issues/-policies are being discussed: we are all facing the same issues, and there are so many answers possible. 
The Indian business community is, unlike leading Brazilian companies and financial institutions already for some time, notably absent both as investees in Sustainability funds and as partners in international business fora addressing ESE issues. Is this because many Indian companies are active in the communities (notably on poverty, community  issues), but do not report on them: “doing good” does not need to be published? But possibly  this is more part of a culture of  grant-based corporate philanthropy, doing good, rather than being an essential part of the business strategy, i.e. “ doing well by doing good”. Stimulating entrepreneurship through corporate foundations is  growing  and impacts are becoming noticeable. Moreover, active learning in a dynamic and rapidly changing globalised environment  is of the essence: knowledge-sharing, including in international  fora, with peers, civil  society  offers major benefits for all. 
Sustainability reporting in India is limited to a few companies, with only one in the financial sector: ABN AMRO India. None of the Indian banks has adopted the Equator Principles. Yet, Indian corporations will face increasing pressure to define ESE norms & standards from inbound, international firms and also in their international, outbound activities while supporting Indian corporations. As an emerging global  leader, both the Indian government and business community should step up its engagement beyond its domestic agenda. In all three specific themes (People, Planet , Profit) mentioned before, Indian companies can take important initiatives.
On collective, sector-wide baseline Standards, the Indian financial sector should  consider  taking a joint initiative to actively engage with, contribute to, and adopt the next version of the Equator Principles (Version 3.0), particularly in view of the $500bln (large size as well as micro-) infrastructural development agenda (which will be largely funded by the Indian capital market).  This new version should be even more efficient, effective, responsible, commercial and also be “fit for purpose”.  Such initiative can be an important catalyst for both the financial sector (banks,  long term investors and their  clients, partners). IFMR/ESPF can play  an important catalyzing and supporting role in this. An further, active role of Indian financial institutions in the development of international best practices (through PRI, UNEP FI, UN Global; Compact) is also welcome.  
On  the Climate challenge, an Indian equivalent of USCAP should be created, on a multi-stakeholder basis, with support from i.a. TERI , CII, Chambers of Commerce, including engagement with leading NGO’s  to offer ideas to the government and (big, medium, small)Indian companies how to  identify risks related to climate change, define pro-climate regulations & taxation, and also how to create opportunities in domestic and export markets. Indian companies may benefit from “The Fortune at the Top of the Pyramid”, i.e. Europe, US in need of new technology, products to deal with their climate challenge. Each company should name an officer responsible for climate business (and entertain a knowledge-network with his peers). Municipalities should mobilize their communities to address climate change and its consequences. Leading businesses should participate in the Carbon Disclosure Project (CDP) to publish their carbon footprint and actions to mitigate, adapt.
 On the Value-chain, many more case studies, research must be done and  shared to collect the learnings  from companies in their value chain; IFMR may contribute to this. I believe that the integrity, reliability, quality of the links in the value chain is of greatest potential value both in domestic and export markets and offering important competitive advantages as reliable eco-labeling will become ever more important. On-the-ground verification, certification will be crucial in this context!
On  Transparency, one of the core themes of my address: each public company should issue their  Sustainability  Report, in which it is articulating its values and business principles, its targets, its performance and even its impact. Business needs to earn the respect and trust of its stakeholders. Moreover, more adequate  disclosure will create shareholder value as the brand awareness and  investor-appeal increase:  considering the many choices, why invest in, or partner with a company one knows  too little about ? Why risk misunderstandings and pressure from civil society organizations and media if they don’t understand what you really stand for? And any professional talent should take the culture and values of an employer seriously.
In conclusion, the role of business is doing the right business right for a profit. Although business is now considered, rightfully so, part of the solution for many of our societal challenges, business  should not  be held responsible for government inaction or slowness. Yet the business has a self-interest to create a durable environment in which it can operate and flourish. If government fails, it should take the opportunity for such enabling environment itself by taking action, and subsequently even  help shape regulation which is “fit for purpose”. To be effective, active learning, knowledge sharing and even collective action (by dynamic voluntary codes of conduct) within  the business community  addressing  risks, challenges and opportunities is of the essence. To be credible and trusted,  a clear commitment to sustainable development,  and being accountable and transparent thereabout is of the essence.  Sometimes external pressure, even “pain” is needed to create such commitment, which, I am convinced, will result eventually in “gain”, also for my business. For Indian business, a much more active engagement with international business fora and initiatives is highly desirable: “we cannot walk alone”. That applies to you and me.
In the beginning  there was no path……., until someone started walking. Business has the unique characteristics of walking, show leadership, to “be the change” and “ Make a Difference”: it starts with passion (“madness”),courage in combination with Knowledge sharing and Transparency. 
Thank you!
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