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Dear~Mker

TheGovernmenthasrecentlygivenconsiderationto therecommendationsoutlinedin theHouse
ofRepresentativesStandingCommitteeon Economics,FinanceandPublicAdministrationreport
on InternationalFinancialMarkets: Friendsor Foes?Theresponseis expectedto betabledin
Parliamentshortly.

I would like to takethis opportunityto thanktheCommitteeforits report. You will bepleasedto
hearthata largenumberoftheCommittee’srecommendationshavebeeneitherimplementedorare
consistentwith theGovernment’spolicy. This is dueprimarily to thesignificantprogressin
improvingtheinternationalfmancialarchitectureovertheperiodsincetheCommitteecommenced
its inquiry.

TheCommitteerecommendedthattheGovernmentundertakeamajorstudy into thetaxation
regimesofourtradingpartners.In thisregardtheGovernmentbelievesadequateconsiderationof
othercountriesbusinesstaxationsystemshasalreadybeenundertakenaspartoftheRalphReview
ofBusinessTaxation. In relationto derivativesexposure,while this will continueto bemonitored,
atthis stagethe Governmentbelievesthattheexistingcorporationslaw andregulatorymechanisms
areadequate.Considerationwill continueto begivento theneedfor theestablishmentofa
working groupto look attransparencyofderivativesexposurein light ofongoingdevelopmentsin
this area.
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INTRODUCTION

Overthetwo yearssincetheHouseofRepresentativesStandingCommitteecommencedits inquiry
therehasbeensignificantprogressin improvingtheinternationalfinancial architecture,ledby the
workof theinternationalfinancial institutionsandotherinternationalpolicy groups. Consequently,

a largenumberoftheCommittee’srecommendationshavebeeneitherimplementedby the

I Governmentorareconsistentwith theGovernment’spolicy.
Australiahasplayeda significantrolein globalpolicy developmentsthroughits activeparticipation
in internationalfinancialinstitutions(includingtheInternationalMonetaryFund(IMF) andWorld
Bank)aswell asanumberofothergroupings. Australiais representedon theGroupof20 (G-20),
theFinancialStabilityForum(FSF)andanumberofits Working Groups(theWorking Groupon
Highly LeveragedInstitutions,StudyGrouponMarketDynamics,theTaskForceon
Implementationof Standards,andtheFollow-Up Groupon Incentivesto FosterImplementationof
Standards).It hasregularlyattendedtheBank for InternationalSettlements’(BIS) Committeeon
theGlobalFinancialSystemandits CommitteeofExpertson Gold andForeignExchange.

Australiahasalsocontributedto discussionson regionalissuesthroughits presenceatmeetingsof
theAsia-PacificEconomicCooperation(APEC),theExecutiveMeetingofEastAsianandPacific
CentralBanks(EMEAP), theManilaFrameworkGroup(MPG), theFourandSix MarketsGroups,
andseveralcommitteeswhich areconvenedby theBIS.

~: Australiahasbeenattheforefront in implementinganumberoftherecommendationsof
internationalpolicy groupswheretheyhavebeenrelevantto ourfinancialenvironment.
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ASIAN FINANCIAL CRISIS

RECOMMENDATION 1

TheCommitteerecommendsthatthe Governmentexaminethefeasibilityof
implementingthoserecommendationsofthe Groupof22 (G-22) CountriesWorking
GroupswhereAustralia is yetto reachworld’s bestpractice.

TheWorking Groups’recommendationshavebeentakenupbyAustralianauthorities.Australia
conformswith therecommendationsin almostall areas.

TheReserveBankpublishesits foreignexchangeliquidity position,including forward
commitments,onamonthlybasis. Informationon reserves,theexternalsectorandinternational
investmentpositionarepublishedin accordancewith theInternationalMonetaryFund’s(IMF)
SpecialDataDisseminationStandardtemplate.

TheAustralianBureauofStatistics(ABS) is to conductasupplementarycollectionon foreign
currencyhedging,capturingforeigncurrencyexposuresofthefinancial andcorporatesectors.
Currentplansareto publishthefirst collection,with referenceperiodJune2001,laterthisyear.

Statisticsonoverseasassetsandliabilities ofAustralianbankshavebeenprovidedonaregular
basisto theBankfor InternationalSettlements(BIS) overthepastyear,andpublicationby theBIS
commencedin August2000.

TheReserveBankwasanactiveparticipantin thedraftingprocessfor theCodeof GoodPractices
onTransparencyin MonetaryandFinancialPolicies. Its practiceconformswith theCodein all
materialrespects.Themostsignificant-divergenceis that goodpracticein someareasof
accountability(suchaspublicationofregularreportsonthestateoftheeconomyandappearance
beforeaparliamentarycommitteeto reporton theconductofmonetarypolicy) hasbeendeveloped
throughconventionratherthandefinedin legislation. Otherminordivergencesarisefrom the
ReserveBanknot directlypublishingGovernmentoverdraftswith thecentralbank(in the
Australiansystem,theseoverdraftsarerareandveryshort-lived,with well-definedproceduresfor
eliminatingthemquickly) andnotpublishinginformationregardinglegalprotectionofofficials and
staffin theconductof theirduties.

Extensiveworkhasbeenundertakenby internationalagenciesondevelopingearlywarningsystems
andmacroprudentialindicatorsastoolsfor detectingvulnerabilitiesin a country’sfinancialsystem.
Australiasupportsthiswork, asa supplementto morecomprehensivecountryanalysiswhichtakes
into considerationinstitutionalarrangementsandothercountry-specificfactors. TheReserveBank
monitorsvariousindicatorswhichmayprovideearlyinformationon imbalancesandpotential
sourcesofinstability in thefinancialsystem.

Australia’scorporateinsolvencylawsarealreadyconsistentwith mostelementsofthe“Key
PrinciplesandFeaturesofInsolvencyRegimes”identifiedin thereportoftheGroupof22 (G-22)
WorkingGroupon InternationalFinancialCrisesof October1998. Inthosefew areaswhere
Australia’slawsdivergefrom theG-22WorkingGroup’srecommendedapproach,issueswill be
examinedcloselyaspartofongoingworkon insolvencymatters.
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The Committeerecommendsthathighpriority begivento achievingsuccessful

outcomesin the World TradeOrganisation(WTO)negotiationsonfinancialservices.
TheGovernmentplacesahighpriority on financialservicesnegotiationsin theWorldTrade
Organisation(WTO). Accordingly,Australiasubmittedits initial WTO negotiatingproposalfor
financialservicesmGenevain March 2001, identifying themarketaccesspnontlesonwhich
Australiais seekingprogressto bemadeduringthefinancialservicesnegotiations.Thisproposal
picksup theneedto addressthebarriersidentifiedin paragraph2.70 of theCommittee’sreport.
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EFFECTS OF TIlE GLOBALISATION OF INTERNATIONAL FINANCIAL

MARKETS ON ECONOMIC POLICY

RECOMMENDATION 2

The Committeerecommendsthat the Governmentcontinueto recognisetheneedto
determinehowemployeesandsmallbusinessmendisplacedby theglobalisation
processcanbeassistedto makethetransitionto newemployment.

Globalisationhasdelivered— andwill continueto deliver - realbenefitsto thosewho participatein
theinternationaleconomy,reflectedin theimprovedliving standardsandgeneralwelfareofthe
majority oftheworld’s population. However,globalisationis notwithout its challenges,
underscoringtheneedfor sounddomesticinstitutionalstructuresalongwith competitivemarkets.
TheGovernmenthasanimportantroleto playin fosteringsuchanenvironmentaswell as
minimisingadjustmentcoststhatmayarise. Globalisationis, however,only oneof arangeof
factorsthat cancontributeto unemployment,including,decliningfirm andindustry
competitiveness,technologicalchange,inadequateskills andeducationandtraining.

The Governmenthasin placeanumberof generalandspecificassistancemeasuresto helppeople
makethetransitionto newemployment.

GeneralmeasuresincludeJobNetwork,literacyandnumeracytraining,Work fortheDoleprojects
andotheraspectsofmutualobligation,New Apprenticeships,AreaConsultativeCommittees,the
RegionalAssistanceProgramme,theSmall BusinessEnterpriseCultureProgramme,Business
Incubatorsandotherprogrammes.In addition,theEmployeeEntitlementsSupportSchemeassists
displacedemployeesoffirms whichhavebecomeinsolventandareunableto payemployee
entitlements,helpingto tide formeremployeesoveruntil theyobtaintheirnextjob.

SpecificassistancemeasuresincludetheDairyRegionalAssistanceProgramme,the
Agriculture-AdvancingAustraliapackageandActionAgendasfor awiderangeofindustries,such
astheTextile,Clothing,FootwearandLeatherIndustry.

Suchassistancehasbeenstrengthenedin the2001-02CommonwealthBudgetthroughthe
AustraliansWorking Togetherpackage,involving overall spendingof$1.7 billion overfour years.
Thepackageincludesspecialmeasurçsfor matureagejob seekers.Thepackagealsoincludes
measuresto improvearticulationamongprogrammes,aWorking Creditwhichwill allowpeopleto
accumulate,overtime,aportionoftheincometestfreeareaup to atotalvalueof$1000anda
LiteracyandNumeracyTrainingSupplement.

In additionto thesemeasures,theGovernmentwill continueto monitorandanalysetheeffectsof
structuralchangesonthelabourmarket.

TheCommitteerecommendsthat theGovernmentcontinueto explainwhatstepsare
beingtaken to reduceAustralia’s currentaccountdeficit.

Thecurrentaccountdeficit (CAD) reflectsthedifferencebetweendomesticinvestmentandsaving.
In orderto achievehigherinvestmentthancanbefundeddomestically,Australiadrawson foreign
saving,eitherin theform offoreignborrowingsorthroughforeignpurchasesofdomesticassets.
As long asdomesticinvestmentandsavingdecisionsarenotunnecessarilydistortedbypolicy or
fundamentalfailings, theCAD allowshigherinvestmentandhencehighergrowth. Thatis, CADs
allow for productiveinvestmentsin Australiathatmaynothavebeenundertakenwerereliance
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placedsolelyondomesticsavings. Suchinvestmentsprovide for improvementsin theeconomy’s
productivecapacity,therebyallowingborrowingto beservicedwithoutdetractingfrom future
living standards.In fact,higherinvestmentshouldincreasefutureliving standards.

TheGovernmentdoesnotattemptto targetaparticularCAD. Insteadit hasinplaceapolicy
frameworkaimedat deliveringcurrentaccountoutcomesconsistentwith soundlybasedborrowing
decisions.TheGovernment’sfiscal strategy,ofbudgetbalanceon averageoverthecourseofthe
economiccycle,seeksto ensurethat,overthemediumterm,theGovernmentdoesnotdrawdirectly
uponprivatesavings. Thismeansthat theCAD, over time,shouldlargelybebasedonprivate
sectordecisionssubjectto marketdisciplines. Furthermore,structuralreformsimplementedby the
Governmenthavebuilt on pastreformsto improvethequalityof investmentandsavingdecisions
throughouttheeconomyandshouldprovidefor moresustainablecurrentaccountoutcomes.

TheCommitteerecommendsthat the Governmentcarry outadditionalworkonpublic
discussionandthedisseminationofinformationon thechangesoccurringin
internationalfinancialmarkets.

Australiahas,andwill continueto be, activelyinvolved in promotingthedisseminationof
informationon internationalfmancialmarkets.This role,however,needsto beundertakenin a
mannerconsistentwith theworkofinternationalorganisationssuchastheIMF, FinancialStability
Forum(FSF) andtheGroupof20 (G-20).

TheGovernmentsupportsthedisseminationof informationsothatpublicdiscussionofthechanges
in fmancialmarketsis informedandup to date. Improvedprovisionofinformationto marketsand
thebroaderpublic is acentralelementofthereformoftheinternationalfmancialsystem. Increased
transparencyoftheinternationalfmancialinstitutionsandon-goingprogressin theimplementation
ofstandardsandcodeshasgreatlycontributedto boththelevel andquality of informationthatis
beingmadeavailableto thepublic. TheIMF hasadoptedaseriesofmeasuresaimedat improving
transparencyandaccountability,includingtheestablishmentoftheIndependentEvaluationOffice
(EVO) to provideanindependentevaluationof IMP programs,policesandoperations.Policiesto
enhanceexternalcommunication,including thepublic releaseofinternalreports,papersandpolicy
documentshavealsobeenadoptedby theIMF. TheIMF andWorld Bankalsoconductregular
discussionswith theprivatesectordesignedto raiseawarenessofstandardsandcodes.

The Committeerecommendsthat the Governmentdeterminewhetheradditional
measuresarerequiredto ensurethatAustraliadoesnotexperiencea build-upof
short-termforeigndebt.

TheGovernmentrecognisesthepotentialdangersassociatedwith asharpbuild-upin short-term
foreigndebt. In this regard,oneofthefactorscontributingto theevolutionofrecentfinancial crises
wasthatcountriespursuedearlyandunbalancedfinancial liberalisation. Marketswereopenedto
largevolumesofcapitalflows without establishedfmancialandregulatoryinfrastructure.Therisk
anduncertaintyassociatedwith inadequatestructurescontributedto unduerelianceon short-term
capitalflows andanincreasedsusceptibilityto shocks.
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InAustralia,theproportionof short-termdebtin total debtliabilities hasincreasedmoderately,
from around45 percentin 1996-97to over50percentinmorerecentquarters.Thesestatistics,
however,shouldnotcausethekind ofalarmthat theycausedin crisis-affectedcountries.In
Australia,the increasein short-termdebtis due,at leastin part,to a compositionalshift toward
privatedebt (privatesectordebtis traditionallyshortertermin naturethanpublic debt). This
reflectsthecurrentGovernment’sprogramoffiscal consolidation.

In addition,thereare,anumberoffactorsthat appliedto thosecountrieshardesthitby theAsian
financialcrisis thatarenotapplicableto Australia:

• Australia’scapitalaccountshavelongbeen.iiberalised,with debtissuanceconcentrated,into a
numberofhighly liquid benchmarklinesalongayield curveextendingout 12-13years.

- In deepfinancialmarketssuchasAustralia,longer-termdebtinstruments(eg. 10 year
governmentbonds)areoftenasliquid asshorter-terminstruments.Hence,in such
markets,a changein thecompositionofdebttowardsshort-termdebtoughtnot to be
interpretedin thesamewayasmightbein thecaseofthinner,lessliquid markets.

• Further,Australiais relativelywell placedto serviceits debtobligationswith the2000-01 net
incomedeficit — theoverall costofservicingforeignliabilities— forecastto fall to its lowest
level asashareofGDP in well overadecade.

The Committeerecommendsthat theGovernmentdeterminewhatadditionalsteps
areneededto ensurethatcompaniesmovingfinancialcentresto Australia areableto
employthenecessaryspecialiststo staffthosecentres.

Australiaofferscompaniesmovingfinancialcentresto Australiaaskilled workforceandahighly
flexibleeducationandtrainingsystemthathasdemonstratedacapacityto respondeffectivelyto
changesin thedemandfor skills. Thenumberofgraduateswith skills relevantto thefinancesector,
suchasaccountants,informationtechnologyandtelecommunicationsspecialists,andlawyers,has
grownmarkedlyoverrecentyears.

‘~ With regardto informationtechnologyandtelecommunications,tji~ç$Qyernmenthasput in placea
whole-of-governmentstrategyto meetthechangingskill needsofindustryby increasingthesupply
oTf mf&iFnationt~chnologyandtelecommumcationsspecialistsandby upgradingandupdatmgthe
skills ofthosewithin theindustry. A keyinitiative is theestablishmentoftheIT Skills Hub,~which
will haveastrongemphasison developingtrainingcoursesforupgradingandretraining,andon
promotinginformationtechnologyandtelecommunicationscareersandcoursesto peoplewishing
to enterthe industry.

In thefinancialsector,tl~eGovemmenthasnegotiatedanumberofmigrationagreements,.(notably
LabourAgreementsandRegionalHeadquarterAgreements)whichprovidefor streamlinedaccess
to highly educatedandskilledoverseasworkersto helpmeettheneedsofemployers.These
arrangementsareunderpinnedby commitmentsaimedatpromotingemploymentandtraining
opportunitiesforAustralianswithin theindustry.

TheGovernmentalreadyhasin placearangeofmigrationarrangc ensto enabJe~.b,usinessand
industryto obtam skilledoverseasworkersona temporaryandpermanentbasisto help address
th~ifskill needs ThesearrangementsrecogmsethatAustralianbusinessmusthaveaccessto skills,
ideas,contactsandtechnologyfrom overseasto besuccessfulin anincreasinglyglobal economy.
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TheGovernmenthasalsocommittedto promotingAustraliaasa Centrefor GlobalFinancial
Services.Accordinglyin 1999,theGovernmentestabliskclAxiss.Australia- adivisionwithin the
Treasury- to promote,throughmarketingandfacilitation,Australia’sadvantagesasalocationto
conductfinancialservicesbusiness.

An importantaspectoftheworkundertakenby Axiss Australiais to understandtheprocessby
whichfinancialservicesfirms (bothAustralianandinternational)determinethelocationfor their
financialservicesoperations.To this end,Axiss Australiameetsregularlywith seniorpersonnelof
financial servicescompanies.Thesediscussionshaveidentified skilled labourandtheretentionof
specialiststaffasbeingakeydriverin thedecisionasto whereto locatefinancialservices
operations. -

In thespecific areaof financialservicesstaffrecruitment,Axiss Australiahas,andcontinuesto,
explorenewinitiatives thatpromotefinancialservicesrelatededucationandtraimngto those
alreadyworkthgmthefinancialservicesindustry,aswell asto studentsattheprimary,secondary
andtertiary levels. Axissseeksto consultwith theCommonwealthDepartmentof Education,
TrainingandYouthAffairs (DETYA) on its activitiesin theeducationandtrainingsectorandalso
monitorstrendsin the financialservicesindustryto identify potentialareasofskills shortage.

RECOMMENDATION 3

The Committeerecommendsthata majorstudybeundertakento exploretheimpact
ofvarioustaxationregimesin ourmajor tradingpartners.Thestudyshouldassess
theseregimesin thelight ofrecentreformsto theAustralian taxsystem.

TheGovernmentdoesnot supportthis recommendation.The RalphReview_ofBusinessTaxation
gaveconsiderationto othercountries’businesstax systems,mcludingby c~i~Ii~niiii~a~thiled
reportfrom ArthurAndersenentitledAnInternationalPerspective Furthermore,theTreasury,as
~i~i~3fi~ti~iiofj*oviding taxationpolicy adviceto theGovernment,hasanongoiii~
ronsilillity to~stut1yandtakeaccountofoverseastaxregimesandtheirimplicationsfor Australia
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TRANSPARENCY AND INFORMATION REQUIREMENTS

RECOMMENDATION 4

It is recommendedthat the Governmentcontinuetogivehighpriority to assisting
internationaleffortsto improvethe transparencyandaccountabilityofthe
internationalfinancialsystemandto expandingAustralia’srepresentationin the
various internationalcommitteesandworkinggroups.

TheGovernmentsupportsthisrecommendationwhich is in keepingwith effortsalreadyunderway
by Australiaatan internationalandregionallevel.

TheGovernmentrecognisesandsupportstheneedfor improvedtransparencyandaccountabilityto
supportthe effectiveoperationoftheinternationalfmancialsystem. A keycomponentofthis is to
improvethetransparencyofprogramsandtheoperationsofinternationalfinancialinstitutions.

Improvedtransparencyfostersbettereconomicperformancein severalways. Greateropennessby
membercountriesencouragesmorewidespreadanalysisofpoliciesandcritically informsfmancial
marketssotheycanoperatein anorderlyandefficient manner. It alsoleadsto amoreinformed
debateonpolicy aswell asenhancedaccountabilityofpolicy makersarid increasedcredibility of
polices.

Consistentwith this, theGovernmenthassu2po dtheIMF, andotherorganisations,in their
efforts to promotegreaterfiscal,monetaryandfinancialtranspareK~.’Ausfrãliàwasoneofthefirst
to undertakeaself-assessmenttransparencyreport(nowknownasReporton theObservanceof
StandardsandCodes(ROSC))ofAustralia’scomplianceto internationalstandardsandcodes.The
Governmenthasalsoencouragedincreasedtransparencyandaccountabilitywithin the1MF, the
WorldBankandAsianDevelopmentBank(ADB) themselves.

TheGovernmentis alsocommittedto ensuringthatAustraliaremainsattractiveto overseas
investorsandrecognisesthá~tfull disclosureis essentialin maintainingconfidencein theAustralian
market. TheGovernmenthasalreadycommencedanumberofreformssuchastheFinancial
ServicesReformPackagewhich is in keepingwith improvedtransparency.

TheGovernmentsupports involveme in relevantinternationalcommitteesand
working groups. Australiais presentlyamemberofanumberofinternationalgroupsincluding the
IMTç~W6i~ldBank,G-20,FSF(includingvariousworking groups),Asia-PacificEconomic
C~peratioi~i(APEC~),the’E~ecutiveMeetingof EastAsianandPacificCentralBanks(EMEAP),
theManilaFrameworkGroup(MFG),theFourandSix MarketsGroups,andseveralcommittees
convenedundertheauspicesoftheBIS. Australiahasmadea significantcontributionto these
groupsandtheGovernmentremainscommittedto continuedactiveinvolvement.
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INTERNATIONAL FINANCIAL ARCHITECTURE

RECOMMENDATION 5

TheCommitteerecommendsthatAustraliacontinueits strongsupportfor the review
oftheInternationalFinancialArchitecturewith theaim ofmodernising its
institutionsandencourageAustralianfinancial authoritiesto maketheexpertiseof
theirexperiencedstaffavailableto assistdevelopingmarketsto reapthebenefitsof
globalisationin worldfinancialmarkets.

The Governm .pp~oi~t~iisrecommendation.Australiahasbeen,andwill continueto be, active
in discussionson reformof theinternationalfmancialarchi~ ;iiicliaffij~fili~ IMF, theG-20
andtheFSF.

Australiahaspromotedefforts.toenhancetheeffectivenessoftheIMF throughstrengtheningits
crisispreventionandresolutioncapabilities.ThesereformsincludestreamliningFundfacilities to
improveaccess,encouragingFundmembersto adoptcodesandstandards- including for data
dissemination,monetarypolicy, fiscal transparency,bankingsupervision,accountingandcorporate
governance- to encouragetransparencyandbestpractice,andestablishingtheFinancialSector
AsscssmentProgram(FSAP)to identify potential capitalmarketweaknesses.TheFundis also
continuingto improveits capacityto promoteeconomicstabilityby examininghowto refocus
conditionality,developingaframeworkfor involvingtheprivatesectorin thepreventionand
resolutionofcrisesandcreatingan InternationalCapitalMarketsDepartment(1CM) to improveits
understandingoffinancialmarketissues.

At abroadinternationallevel, Australiais anac~iyc.participa1~in theFSFwhich wasestablishedby
theGroupof 7 (G-7)in February1999 in responseto theAsianfinancialcrises. TheFSFassesses
vulnerabilitiesaffectingtheinternationalfinancial system,identifiesandoverseesactionneededto
addressthesevulnerabilitiesandimprovescoordinationandinformationexchangeamongthe
variousauthoritiesresponsiblefor financialstability. Australiais alsoamemberoftheG-20which
providesamechanismfor informal dialoguein theframeworkof theBrettonWoodsinstitutional
system.TheG-20 is designedto broadenthediscussionsonkeyeconomicandfinancialpolicy
issuesamongsystemicallysignificanteconomiesandpromotecooperationto achievestableand
sustainableworldeconomicgrowththatbenefitsall. Its agendahasincludeddiscussionof
measuresto reducevulnerability to financial crisisandaddressingthe challengesofglobalisation.
ThroughtheAustralianSecuritiesandInvestmentsCommission(ASIC), Australiais anactive
memberofInternationalOrganisationofSecuritiesCommissions(IOSCO),the international
securitiesregulators’cooperationandharmonisationforum. Internationalisationofsecurities
markets,crossborderenforcement,andcross-bordersettlementaremajorcurrentwork projectsfor
IOSCO.

TheGovernmentis also committedto supportingregionaldevelopment~ougharangeof practical
bilateralandmstitutional links For example,Australiais activelyengagmgin APEC,which
Ii~volvesconsiderablea~sistan~eon capacitybuilding to theregion. In theareaof economicand
financial links,Australiais activein groupingssuchastheMFG, whichreflectson developmentsin
global andregionaleconomiesandprovidesa strongervoiceto the growingeconomiesofAsia.
Throughits regionaltraininginitiatives,suchastheASIC SummerSchool,Australiahasbeen
promotingharmonisationandthedevelopmentoffinancialregulationinfrastructurein ourAsian
neighbours.
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Australiais alsoactivein assistingothercountriesthroughanumberofmeasures,includingthe
provisionofstaffto trainoverseassupervisorsin theirhomecountry,throughtrainingand
secondmentsin Australiaandproviding stafffrom Australianfinancialauthoritiesto participatein
IMF programsandinbilateral arrangements.Technicalassistanceis providedto theregionwith a
focuson individual institutionalrequirementsandprovidingbroadereducationandtraining
services,knowledgeandskills transfer,andcapacitybuilding. In particular,ASIC, theAustralian
PrudentialRegulatoryAuthority (APRA), theReserveBank, theAustralianCompetitionand
ConsumerCommission(ACCC), theAustralianTaxationOffice (ATO), AUSAID andtheABS
providearangeoftechnicalassistanceandsupport.

TheGovernmenthasalsoinitiateda MutualRecognitionProjectwith HongKong andSingaporeto
enhanceregionalc~opefàtfvearrangementsin theareaoffinancialservicesregulation. Theproject
aimsto facilitatecrossborderflows ofcapitalwithin theregionandstrengthentheability of
AustraliaandtheAsianregionto competeglobally.

Furthermore,Australiais currentlyexam~~,,~ning~in conjunctionwith overseasregulatorybodies,
mechanismsfor achievingmutualrécogniTtioiiin arangeofspecificareas.While theprojectis
presentlyonabilateralbasis,it is foreseeablethat anycooperationachievedcould,over time,be
extendedto otherjurisdictionsin theAsianregion.
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ROLE OF HEDGE FUNDS (HIGHLY LEVERAGED INSTITUTIONS) -

RECOMMENDATION 6

TheCommitteerecommendsthat adoptionoftheproposalsoftheFinancial Stability
Forum (FSF) WorkingGroup on Highly LeveragedInstitutionsshouldbegiven
urgentconsideration.

TheWorking Group’srecommendationshavebeentakenupby Australianauthoritieswhere
i~elevantSomeaspectsdo nothavemuchcurrentpracticalrelevancebecausethereareno
significanthedgefundsbasedin Australia; - -

Soundpracticetowardshighly leveragedinstitutions(HLIs) is incorporatedinto thesupervisory
approachofAPRA, whichrequiresfinancial institutionsto assessandmonitor all counterparty
exposuresandencouragesinstitutionsto undertakestresstestingofexposures.Bankshave
improvedtheirmarginingandcollateralpracticesandimprovedtheirdocumentation.Banksand
othercounterpartieshavealsoreducedtheirexposureto HLIs.

Australiahaswell-developedmarketsurveillancesystems.APRA monitorsthedegreOof leverage
within thebankingsystem.TheReserveBankcloselymonitorsfinancialmarketsin Australia,
includingtheimpactthatrisingleveragemayhaveon marketdynamics.

Goodpracticeguidelinesfor foreignexchangetradinghavebeencompiledby agroupof 16 private
sectorbanks,includingANZ representingAustralia. Many institutionshavealreadyadoptedthese
guidelines.

Measurestakenin Australiato build a firmermarketinfrastructureincludethepassageoflegislation
in 1998 to give legal certaintyto close-outpositionsandrobustaccessto collateral. Australia
supportstheUNCITRAL (UnitedNationsCommissionOn InternationalTradeLaw) model law on
cross-borderinsolvencyandis workingtowardsadoptingthemodelprovisions. Supportingthe
work ofthe GlobalDocumentationSteeringCommittee,theAustralianFinancialMarkets
Associationsetsout standards,practicesandlegaldocumentationfor useacrossa rangeofproducts.
Recommendedvaluationandcollateralpracticesarecovered,with internationaldocumentation
beingusedwhereverappropriate.

TheGovernmentis highly supportiveoftheproposalsrelatingto theneedto improverisk
management,capitaladequacyregulationanddisclosurepractices. Improvedrisk management
processesandenhanceddisclosureacrossall institutionsandamoresensitivecapitaladequacy
regimewill benefitfinancialsystemsmoregenerally. Thecurrentworkof theBasleCommitteeon
BankingSupervisionandtheMulti-Disciplinary Working GrouponEnhancedDisclosureis amajor
stepin thisdirection.

Thoserecommendationsmadeby theHLI WorkingGroupbutnotdirectly takenup by the
Australianauthoritiesor internationalpolicy groupsarestrongerrisk managementby hedgefunds
andsustainedindustryprogressin risk management.Nevertheless,accordingto a progressreportin
March2001 ofthe ChairmanoftheHLI WorkingGroup, theseissueshavebeenlargelyresolved
within theindustry. It foundthatthestructureofthehedgefund industryitselfhasshiftedin away
whichhasreducedmanyofthepreviousconcernsabouttheiractivities. Althoughthenumberof
hedgefundsinternationallyhasincreased,theiraveragesizehasdecreased.In particular,many
macrohedgefunds— thefundsconsideredto havecausedthegreatestmarketdisruptionin Asia
during 1997and 1998— haveeitherceasedoperationsentirely,orhavebeensignificantly scaled
back. Accordingto thereport,thisreflects“a reassessmentoftherisk-adjustedexpectedreturnson
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largedirectionalpositionson assetprices”and“theindustryperceptionthatincreasedscrutinyof
hedgefundinvestmentswould adverselyaffectpotentialreturns”. Thereportalsosuggeststhat
marketdisciplineonhedgefundshasincreasedandtheoverall leverageof fundshasfallen, again
reducingthe capacityofhedgefundsto disruptmarkets.

TheHLI Working Groupintendsto conductafurtherreviewofdevelopmentsin theindustryandits
regulationin thefirst halfof 2002. Australiawill participatein this review.
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DERIVATIVES

RECOMMENDATION 7

TheCommitteerecommendsthatgiventherapid growth in derivativestrading, the
Treasuiy, theAustralianStockExchangeandtheSydneyFuturesExchangeshould
setup a workinggroup to ensurethatproper transparencyregardingderivatives
exposureis maintainedby majorpublic companiesandfinancial institutions.

Australia’smajorpublic companiesandfinancial institutionsaresubjecttothedisclosure
requirementsof theCorporationsLaw. Theserequirementsincludethepreparationof annual
financialreportsin accordancewith Australianaccountingstandards,theauditingofthosereports
andtheircirculationto companymembers.Publiccompaniesandfmancialinstitutionsthatare
classifiedasdisclosingentitiesarealsorequiredto preparehalf-yearfinancialreportsandare
subjectto a continuousdisclosureregime.

Amongthestandardst 1iaveto~becomplie&with,is onedealingwith thepresentationand
disclosureoffmancialinstruments,includingrequirementsfor thedisclosureofinformationabout
derivatives.In conjunctionwith its programto harmoniseAustralianandinternationalaccounting
standards,theAustralianstandardsetterwill shortlybeconsideringwhetherto adoptarecent
internationalstandardon recognitionandmeasurementoffinancial instruments.It is also
consideringwhetherto participatein aconvergenceprojectwith othernationalandinternational
standardsettersfor thecontinueddevelopmentof acomprehensivestandardon accountingfor
financial instruments(basedonanexposuredraft issuedlatelastyear).

A furtheraccountingstandardon specificdisclosuresby financial institutionsrequiresthemto.
provideadditiórialinformationaboutarangeofmatters,includingcontingentliabilities.

Internationalregulatorybodies,includingtheBasleCommitteeonBankingSupervision,havealso
proposedincreaseddisclosureforregulatedfinancial institutions,whichwill involveprudential
regulatorsrequiringincreaseddisclosurerequirements.APRA haspublicly supportedthese
proposals.APRA alreadypublishesaggregatedataon théderivativesactivitiesofauthorised
dèpoaittaking institutions,andis currentlydevelopingnewstatisticalcollectionswhich will assist
in improvingdisclosureoftheactivitiesoffmancialinstitutions.

TheGovernmentwill neverthelessconsiderwhetherthereis aneedto furtherenhancetransparency
in this area,including thedesirabilityof establishinga workinggroupon thismatter.


