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G-5 meeting focuses on Libya and ISIS terrorism
By Andrew Hammond
ARACK Obama, David Cameron, Angela Merkel, Francois Hollande and Matteo Renzi met in Hannover on Monday
for a rare G-5 meeting which covered the most
pressing issues on the trans-Atlantic agenda,
including the next phase in the battle against
the so-called Islamic State in Iraq and Syria
(ISIS). While the summit had a wide-ranging
economic and political agenda, including
Ukraine, Syria and the proposed Transatlantic
Trade and Investment Partnership, the future
of Libya was centre stage, with a range of options discussed, including the potential for a
Nato mission, to help stabilise the country.
This is because, at a time when the newly-established Government of National Accord (GNA) in Libya wants to restore order in
the country, there are growing US-UK-German-French-Italian and wider international
concerns that ISIS may be establishing a
stronghold there, especially in the coastal city
of Sirte.
US intelligence estimates indicate the
number of so-called ISIS fighters in Libya has
probably doubled to between 4,000 to 6,000
in the last 12 to 18 months, with growing evidence that a significant number of these terrorists are travelling from Iraq and Syria
where, because of offensive operations from
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the 66 member coalition forces, ISIS fighters
are believed to be at the lowest level for some
two years.
The G-5 meeting was convened, in large
part, because around half a decade since the
death of Colonel Muammar Gaddafi, it is perceived that there is now a potential “window
of opportunity” to try to bring greater order to
the country following upheaval since then.
In the absence of the failure to plan for the
aftermath of the Gaddafi regime, which Mr
Obama has called the “worst mistake” of his
presidency, the nation is currently controlled
by rival militias, governments and parliaments and the G-5 leaders urgently want to
shore up the GNA.
Moreover, following the recent terrorist attacks in Paris and Brussels, the G-5 is particularly intent on eliminating the prospect of ISIS
developing a base of operations in Libya to attack Europe. Mrs Merkel said on Monday that
the leaders agreed to “do whatever we can to
strengthen” the GNA, echoing the calls of others including UK Defence Secretary Michael
Fallon who flagged last week the possibility of
sending UK troops to train forces under the
command of the GNA, stressing that ISIS is a
direct threat to “Western Europe and we have
every interest in securing the security of a stable Libya”.

In this context, Mr Obama re-asserted on
Monday that a full range of tools will now be
used to roll back ISIS in Libya, from financial,
intelligence, military and logistical support,
and it is reported that UK special forces are already operating in the country. While sending
combat troops has apparently been ruled out,
it is “quite possible” that the GNA will soon request air and naval support to combat ISIS, according to British Foreign Secretary Phillip
Hammond.

GAPS IN INTELLIGENCE GATHERING
Mr Obama also stressed at the Monday meeting that the situation in Libya underlines the
need for better European counterterrorism
strategies and intelligence-sharing to tackle
ISIS, especially in the wake of the Brussels and
Paris attacks. The US president perceives major gaps in intelligence-gathering and sharing
within the continent about ISIS, including in relation to movement of its terrorists across borders, and stressed that this needs better resolution just as the United States has sought to
do after the September 2001 attacks.
The G-5 also discussed restoration of oil
production to shore up Libya’s economy, and
migration flows from the country too. On the
oil front, as UN statistics underline, the country has long relied almost entirely on oil and

gas extraction, which accounts for 95 per cent
of export earnings and 99 per cent of government income.
Oil reserves in Libya are the largest in Africa and among the top 10 globally with production of some 1.65 million barrels per day in
2010 prior to Col Gaddafi’s ousting. However,
production today stands at around 360,000
barrels a day which reflects Libya’s plunge into chaos since then, including ISIS attacks on
oil infrastructure. Rejuvenating Libya’s oil production is not just critical to restoring the fortunes of the economy, but also to the GNA’s
survival, and alleviating migration flows from
the country.
Much attention has recently been put on
the new migrant deal between the European
Union (EU), Turkey and Greece which will see
new irregular migrants crossing to Greece returned to Turkey, with Brussels footing the
bill. In return, the EU will admit vetted Syrian
refugees directly from Turkey – one for each
Syrian asylum seeker Ankara took back from
Greece.
However, migration from Libya to Italy is a
pressing issue too, driven by instability
post-the Gaddafi regime’s fall. A key reason
for the G-5’s urgency here is not just the numbers of migrants, but also the fact that the
death rate in 2015 on this sea route, based on

data from the International Organisation for
Migration, was around one in 20, compared to
approximately one in 1,000 between Greece
and Turkey.
Hence the reason why a potential Nato mission in the Mediterranean was discussed by
the G-5 leaders to supplement the existing EU
force in the region that is operating to try to
help manage migrant flows.
Nato is already operating in the Aegean Sea
between Greece and Turkey patrolling for
smugglers, and the White House said on Monday that it has urged the EU and Nato to “draw
on their experience in the Aegean to explore
how they could work together to address in
an orderly and humane way migrant flows in
the central Mediterranean”.
Taken overall, the G-5 is now likely to intensify efforts to shore up the GNA in Libya, and
tackle the growing ISIS menace in the country.
Underlying this is the strategic priority to prevent the terrorist network using Libya as a key
terrorist base of operations to attack Europe,
while also mitigating migration flows from
the country to the continent.
❚ The writer is an Associate at LSE IDEAS
(the Centre for International Affairs,
Diplomacy and Strategy) at the London
School of Economics.
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Money – a crucial indicator
for measuring monetary
policy effectiveness
By Enam Ahmed
MID the hubbub over the European Central Bank’s (ECB)
stimulus measures in March, an important question got
lost: How will anyone know if or when monetary policy is
working?
The standard answer for at least a generation has been to look
at growth of gross domestic product (GDP) and inflation data, but
policymakers and economists are ignoring a much more powerful
tool. That’s the money supply itself.
Money-supply growth used to be viewed as a crucial indicator
for measuring the interaction between central banks and the economy. The theory, which goes back more than 200 years, is relatively simple. More money leads to more transactions, which in modern terms means more GDP. Weak money growth leads to a weak
economy.
The money supply as an indicator worked well until the 1980s.
Then the link seemingly broke down as the rapid expansion of new
instruments such as money-market funds (MMFs) blurred the definition of money.
Clearly these were “money” in the sense that they could be used
at some point to fund transactions, but because they were less liquid than cash or savings deposits, it was hard to quantify their relationship to growth. Before long, the measure of money seemed no
longer to be linked to GDP trends, at least in the short and medium
run. Now, the statistical tools finally exist to solve the problems
economists encountered in the 1980s. Applying those tools can
yield new insights. It’s time to resurrect money supply as an indicator.
The relevant measure is known as “Divisia money” after the
French economist Francois Divisia. Mr Divisia developed statistical tools that could assign different weights over time to different
components of an index. In the context of money supply, this
means new money-like products can be weighted according to
their “degree of moneyness” which is inferred from the interest
rate they earn. For example, when you earn a higher interest rate
by buying an MMF or putting money in a time deposit instead of
keeping it in your current account, you give up some liquidity.
Chances are you only put the money in these instruments if you
think you won’t be spending it soon. So it is still potentially money,
but the Divisia method gives it a lower weight than cash or current
accounts.
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ECONOMIC FORECASTING
Economists have worked since the 1980s to apply this approach to
measuring the money supply, and the research is now at a point
where a Divisia monetary index can be used for economic forecasting.
Doing so yields some interesting results. Our Divisia measure
of global money-supply growth has picked up in the last year, but
is still well below pre-2008 levels. This suggests the global economic upswing will continue but will likely stay disappointing, and further stimulus will be necessary.
This is clearest in the US – Divisia money growth has accelerated in the past two years but remains less than 4 per cent, well below the 6 per cent to 7 per cent growth prevailing before 2008. This
slow growth is despite low interest rates and quantitative easing,
and underlines the headwinds facing the US.
Business is still cautious in the face of the slowdown in China
and other emerging markets, the slow recovery in Europe, as well
as the effects of increased regulation and taxes at home. Slow money growth supports the view that the US Federal Reserve should
raise interest rates only very slowly, if at all.
In other places, the message from Divisia money is surprisingly
positive. Our forecast is for eurozone economic growth of only 1.4
per cent in 2016. But Divisia money growth in the eurozone –
which has surged over the past year and is now running faster than
in the US, UK or Japan – suggests Europe could spring a growth surprise.
This may mean quantitative easing (QE) has been more effective than people realise. Last week’s expansion of the size of QE
and also of the assets the ECB will buy will make it more effective
still. With unemployment still over 10 per cent, the ECB shouldn’t
let up on its stimulus. But Divisia money suggests it is finally on
the right track. There is similar good news from China, where Divisia money has also picked up in the past year. This likely reflects
cuts in interest rates and reserve requirements as well as increased
fiscal stimulus, and supports our above-consensus forecast of 6.8
per cent for China’s economic growth in 2016.
This underlines an important advantage of the Divisia approach. Because of the uncertainty over exactly what is money
these days, central banks have tended to look at narrow measures
of money such as M1 and M2, if they look at any at all. By using the
Divisia approach, we can resurrect broad measures of money as an
economic signpost.
As other indicators become less effective in today’s unusual economic and monetary environment, this new twist on an old statistic could give central banks and analysts a much-needed and powerful tool.
❚ The writer is senior economist, Thematic Research,
at Standard Chartered.
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Board’s role inextricable
from good stewardship
In fulfilling that role, each board member must make a commitment to the sound custody of the
company on behalf of all stakeholders. BY ONG BOON HWEE
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HAT is the role of a company’s
board? Why does a company
need to have a board? From a
purely legalistic perspective,
the answer seems obvious:
Since 2012, Singapore’s Code of Corporate Governance has stated that the board of a publicly listed
company should bear responsibility for the
company’s long-term success.
In practice, this is somewhat more complicated.
What qualifies as long-term success, and how does
the board influence it? What should the board actually do? And what about companies that are not publicly listed, or non-profit organisations? Do they
need a board of directors, and if they have one,
should the board’s role be the same as that of a publicly listed company’s board?
One way of getting some clarity of the board’s
role is to view it from a stewardship perspective.
Stewardship is defined as “the act of safeguarding
and enhancing an organisation’s capability to create
economic and societal value over time”. Stewardship is also about fulfilling one’s responsibility in
growing the assets entrusted such that they would
be handed over in better shape. In practice, this
means that the board’s purpose is to find a way of responsibly maximising the company’s value-creation
abilities over the long term, and to constructively
guide the company’s management in carrying out
that strategy.
As the stewards of a company’s long-term success, the board needs to fulfil several key responsibilities. Firstly, it must create long-term value for
the company. Secondly, it must ensure that the
company’s assets are preserved and improved over
time. And thirdly, it must ensure that the value created by the company can be shared with the stakeholders, and also benefit the larger community within
which the company operates.
To accomplish these objectives, the board needs
to be able to make informed and substantiated
judgements about the direction of the business and
its capacity for growth. All the directors, both executive and non-executive, need to have a good grasp of
the company’s fundamentals including its purpose
and core values, capabilities and risk profile, the
stakeholders who are important to it, the relevant

sustainability issues, and its long-term strategic considerations, among other things. They must be able
to keep sight of what is important to the company
and decide, on that basis and in a timely manner,
what strategic changes or transformational actions
are appropriate and are in line with the company’s
core values.
The board also needs to communicate clearly
with its various stakeholders, including investors,
customers, employees and society-at-large. It has to
keep them informed, balance their concerns and
manage their needs and expectations, which may
vary widely. For example, investors may be interested primarily in information that helps them to better determine their investment allocations, while
customers may be more interested in how to distinguish the company from its competitors.
The chairman plays a central role in the board’s
practice in good stewardship. He or she needs to ensure that the board has the right composition, and
sufficient preparation and capabilities to fulfil its responsibilities. This would include ensuring that
board members stay updated and engaged about
the company, managing meetings efficiently, and
encouraging board members to acquire relevant
skills and knowledge. Sometimes, the chairman, together with the relevant committee, may even have
to make the decision to replace certain board members who are unsuited for the company’s needs.

IMPROVING CLARITY
An effective tool towards sharpening the focus of
the board’s stewardship perspective is by the development of what is termed a board mandate: a formal statement outlining the company's purpose,
how it wishes to be known to its stakeholders, and
what drives its business direction. This mandate
summarises the company’s fundamental characteristics, such as its charter, its core values and principles, its appetite for risks, its culture and aspirations, as well as approach to business and sustainability.
That which differentiates the mandate from other forms of information about the company is that it
can be used as a framework to guide the company’s
long-term development. Because it clearly sets out
the company’s character and definitions of success,
the board mandate provides a useful baseline for de-

cision making at the highest levels – for instance,
does a particular strategic action, such as a major acquisition or an expansion into a new market, fit with
the company’s purpose, or even its profile of what it
is or what it wants to be as described in the mandate? In this way, the mandate helps the board to
maintain strategic focus and direction over the long
term.
The mandate is also useful in guiding the
company’s internal and external communications,
as it articulates the importance that the company
places on its various stakeholders and the type of relationship that the company wants to have with
them. For example, the mandate can underscore the
company’s emphasis in considering the interests of
its respective stakeholders, or the needs of the community where it operates, in relation to the business
actions it has taken.
Of course, a board mandate – as with any other
good practices – could only add value and reflect the
substance of sound stewardship when it has been internalised by all the members of the board and is
consistently referenced to in the board’s decision-making process. A mandate, and indeed any
other aspect of stewardship, that is created or executed as a box-ticking process will make little difference to the company. Here, again, the chairman
could play a prominent part in developing the mandate and ensuring its relevance to the board when it
comes to application in practice.
In conclusion, the board’s role is inextricable
from the principles of good stewardship. It involves
a deep understanding of the company, the stakeholders and the community where the company operates. It is multifaceted, involving decision making
on short-term and long-term matters, needing attention on tangible and intangible assets, as well as encompassing focus that sustain the well-being of the
company and community alike. And in fulfilling
that role, each member of the board – indeed the
board as a whole – must make a commitment to the
sound custody of the company on behalf of all stakeholders. Ultimately, the role of the board is to be the
trusted steward of the company.
❚ The writer is CEO of Stewardship Asia Centre,
a Singapore-based thought-leadership centre
committed to fostering stewardship across
organisations in Asia.

