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Financial associations can have a useful role in helping governments to build stronger financial systems and this conference is a good opportunity to consider how financial associations in the Asia-Pacific region can make an effective contribution to building financial sector capacity.

This paper covers the role and responsibilities of associations, how they interact with governments and regulators and how they can become more engaged with APEC and PECC. It also discusses some limits to the contribution they can make.

First, a little background about my own association. The International Banks and Securities Association of Australia (IBSA) represents 33 Australian and global investment banks and securities companies that operate in the Australian banking and financial markets. They include well-known banks from Europe, North America and Asia. Most of them have a strong presence in the Asia-Pacific region.

IBSA’s task is primarily to represent the interests of these banks in the Australian markets – our main focus is lobbying the Australian Government for better policy outcomes, particularly in the areas of financial markets regulation and taxation. We see our job as being to scan the policy horizon and alert our members to changes in policy approach by government where there is the potential to impact on their business. We consult members on what the appropriate response from the association should be. Then we deliver our message to government through formal written submissions and through day-to-day contact with ministers, policy advisers and regulators. 

IBSA also helps to set the policy agenda by developing initiatives and pressing government to accept and implement them. A good example here is the concept of Australia as a leading regional financial centre, which was promoted by IBSA and adopted as a strategic objective by the government, supported by government funding.

A secondary but still important part of our effort involves international regulatory issues and the development of financial markets on a regional and global basis. This includes working for consistency of Australian regulation with global regulation and supporting government efforts to open up more trading opportunities, particularly in the services market. We need to do this because international organizations like the OECD, the International Organization of Securities Commissions (IOSCO) and the Bank for International Settlements (BIS) are increasingly influencing the domestic regulatory framework within which our members must operate. 

I suspect that most financial associations will have a similar bias in their objectives and activities – they concentrate first on issues affecting their home markets where they can deliver real value to their members in terms of regulatory cost savings and then on broader regional and global issues if they have the opportunity, ability and resources to do so.

Limited capacity to deliver

While there is scope for greater involvement of financial associations in APEC’s efforts to build stronger financial systems, we need to be realistic about what they can deliver. Financial associations have tight budgets – travel is expensive. Also, they might have limited staff resources and expertise when it comes to dealing with policy issues on a regional or global basis.

Associations may themselves have a capacity issue in making a contribution to the APEC capacity building effort.

National finance industry associations may not be as advanced in their ability and capacity to deal with cross-border issues as their members, who are often financial corporations that manage their business on a global basis, or their regulators, who are also becoming better organized and co-ordinated around the world.

Apart from the matter of expertise and resources, greater engagement with governments on a regional basis may involve associations taking a position on policy issues and communicating that position to governments. It is a big step for associations to move from information sharing to active advocacy on a multi-association basis. This requires agreed objectives and a decision-making structure usually supported by a professional secretariat. Again, cost is an issue.

So is policy agreement. In our experience, it can be quite difficult to achieve a consensus view on the objectives of a multi-association body, and its position on policy issues, because national associations may take different approaches reflecting different market circumstances, different cultures and different ways of looking at regulation. For example, some national associations may be reluctant to take a definite stand on an issue under consideration internationally if it implies criticism of, or even just a difference of view to, the home regulator or government.

I mention these points to explain why the engagement of financial associations in the APEC capacity building program may not be as easy and straightforward as you might expect.

The key roles of financial associations

Associations perform several key roles:

Advocacy 

Associations represent the interests of their members in dealing with policy issues that affect the markets in which their members operate. Some associations may be more focused on this task than others. For example, IBSA’s energies are almost entirely directed towards advocacy. We take a strategic view on issues that individual members may not be well-placed to develop Other associations may place a higher priority on member services, such as professional development and networking, rather than on pursuing policy outcomes.

Market standards
Some associations have a self-regulatory role and are engaged actively in setting market standards. These standards cover operational procedures, especially in the over-the-counter markets that do not operate through a regulated exchange, as well as standards of ethical and professional behaviour. They are given effect through agreed market rules, technical standards and codes of conduct.

Professional development 

Professional development through education and accreditation is an important role for many associations and in some cases is their prime reason for being. Associations may offer formal courses in specialized subjects leading to recognized qualifications. In turn, regulators may accept these qualifications as accreditation to operate in financial markets.

Some associations also promote higher ethical standards for their member firms and the individuals they employ through voluntary codes and other statements. However, in an industry that is subject to comprehensive official regulation, the role for self-regulation is fairly limited. In my view, industry codes can only have relevance and credibility if they are a genuine alternative to official regulation and they can be enforced through disciplinary action by associations when their members transgress the code.

Networking

Networking is another aspect of professional development. In organizing conferences and seminars, associations provide opportunities for their members to mix with their colleagues and learn about market trends and the latest thinking in business development. Networking helps to keep members well informed, to articulate their shared interests and benchmark their position against their peers.

Networking events provide revenue for associations that may be used to fund policy work and generally keep the association going.

In all of these roles, associations can make a worthwhile contribution to the development of stronger financial markets.

Building stronger financial markets

It is obviously in the interests of financial associations and their members to promote robust and resilient financial markets since dynamic markets with high transaction volume and value are the source of their income and profits.

The critical factor is investor confidence, which underpins the flow of investment funds and the volume of transactions. Investor confidence is helped by competitive and well-regulated markets that offer a wide choice of relevant investment products and financial services and by systems and protocols that ensure financial transactions will be carried out with certainty.

Creating a climate in which investor confidence can grow, ideally requires co-operation between governments that regulate the financial markets and participants who operate the markets. This requires a framework for discussion on financial system issues and a mechanism for consultation on policy proposals.

Governments and associations can share strategic objectives to the benefit of both the national interest and the interests of business.

In our case, for example, we fully support the government’s push to develop Australia, and particularly Sydney, into a leading financial centre in the Asia-Pacific region. This goal provides clear benefits both for the nation and for financial institutions doing business here. An agreed strategic objective like this is a useful test of government policy proposals by asking the question: does new regulation of the financial sector advance Australia’s reputation as a good place to do business or detract from it?

Looking wider afield, and more pertinent to the topic of this meeting, the proposal to develop an Asian bond market is an objective that can be shared by both governments and financial associations.

Working together effectively through consultation

Consultation is the necessary ingredient in a co-operative and productive relationship between government and associations. Without meaningful and effective consultation, we are not talking with each other, merely at each other.

Governments and regulatory agencies do not understand our markets the way industry participants do and governments need expert input from associations to develop relevant, sensible and efficient regulation. If governments get some of these big policy decisions wrong, it can be costly for industry, for consumers and for the economy. 

Associations do not automatically resist regulation. In many cases, our discussion with government is about ‘how to regulate’ in the most effective and efficient way to meet its policy objective rather than ‘whether to regulate’. 

In essence, associations are both a bridge between governments and their members, and an interpreter between the two.

This is not to say governments and industry associations should agree on everything. A healthy level of tension in the relationship between government and associations is natural and even desirable. 

Our experience with consultation in Australia has been generally good though in some areas it works well, in others it has been patchy and problematic.

Perhaps surprisingly, given the reputation of the Tax Commissioner as tough and unyielding, we have very effective consultation arrangements with the Australian Taxation Office. On the other hand, the consultation process with other arms of government has not always worked so well. For example, the recent introduction of the Financial Services Reform program, which involved a major overhaul of Australia’s financial services licensing system, resulted in unnecessary levels of regulation for the wholesale financial markets. We expect issues arising from this approach will be addressed but a closer and more effective dialogue with government policy departments and regulatory agencies on some of the issues could have delivered more effective regulation sooner. 

Our experience in Australia finds an echo in global policy issues. For example, the International Organization of Securities Commissions – IOSCO – has released a set of principles dealing with the regulation of research published by investment banks and broking houses. These principles go to the heart of the investment banking and corporate advisory business and are now being used as a benchmark for regulators – such as ASIC in Australia – to apply regulation to national markets. Yet at no stage did IOSCO consult with associations representing the financial markets. 

To avoid this sort of situation arising, the international body that represents the world’s leading securities markets has developed a statement on regulatory transparency. The International Council of Securities Associations (ICSA), of which IBSA is a member, believes that an effective consultation process helps to improve the quality and efficiency of regulation and reduces the risk of unintended consequences for financial markets and investors.

The key elements of the ICSA statement are that regulators should:

· Be obliged to target the full range of interested parties, including market participants and consumers, to advise them of the proposed regulation and seek their views.

· Develop a “consultation culture” within their organizations.

· Survey stakeholders to seek their views on the effectiveness of their consultation policy and commission a periodic external review of their consultation program.

· Give due consideration to responses received during the consultation process and to consult for a second time if the initial responses reveal significant problems with the proposal or if substantial revisions are made.

· Publish a cost-benefit analysis, or at least a considered impact statement, at an early stage of the process.

(See Attachment 1 – ICSA Statement on Regulatory and Self-Regulatory Consultation Practices)

These principles challenge regulators to take an active rather than a passive approach to consultation and to undertake it in a genuine manner rather than just going through the motions. Unfortunately, so far, IOSCO has declined to consult on how it should consult!

I’ve referred to the ICSA principles in some detail as I think they can be commended to governments and regulatory agencies in the Asia-Pacific area as the basis for a genuine and effective consultation process with financial associations in our region.

How associations collaborate
While most APEC economies have effective banking and securities market associations that deal with their home governments and regulators, cross-border relationships between associations are, in our experience, not so well established. This is probably because, as mentioned earlier, associations tend to be focused first on regulation of their own markets rather than the wider, global or regional picture.

Some good international links between associations have been established and some useful work has been done in terms of the exchange of information and ideas but it’s fair to say that in general, associations have not developed the structures and breadth of vision needed to tackle regional and global issues in an organized and coherent way. They lack the organizational firepower to deal with supra-national regulators.

This is a problem for associations even in Europe which has advanced further than any other region in co-coordinating international regulation of financial markets. Our colleagues in Europe say associations find it hard to keep track of a complex and fast-changing regulatory system and to offer a coherent response on policy issues. Differences in national approach are compounded by language and other communications difficulties. However, at least in Europe, consultation mechanisms exist which allow associations a voice in the development of regional policy, for instance the plan to create a single financial services market in Europe. Associations are able to present their views on this via the Committee of European Securities Regulators (CESR) and the Committee of European Banking Supervisors (CEBS).

A more open approach should also be taken by IOSCO, which is set to exercise a greater influence on policy making in the future, not least because it is a forum in which the regulators of the leading financial markets in Europe, North America and Asia can get together and agree a common course of action.

Taking an optimistic view, the work that has been done in recent years in developing international links between associations has built a platform from which they can take a more active, and perhaps more assertive, role in policy formation. Significant links that have already been forged between banking and securities associations on both a global and a regional basis are:

International Banking Federation (IBFed)

The International Banking Federation was formed in April 2004 to give the world’s leading banking associations a stronger voice to deal with regulatory issues that have a world-wide impact, as well as being a useful means of interacting with regulators who themselves have closer international ties. IBFed brings together the banking associations of Europe, the United States, Canada and Australia. Its members represent over 18,000 banks including 700 of the world’s top 1000 banks.

IBFed currently has no Asian members. 

It has four issues on its plate:

· Financial crime

· Corporate governance

· The Basel 2 capital reforms

· Accounting standards

Asian Bankers Association

Founded in 1981, the Asian Bankers Association has over 120 member banks from 25 Asian countries, including Australia. The ABA provides a forum for networking and the exchange of views among Asian banking leaders

Policy advocacy is one of the major thrusts of ABA activities. Its current agenda includes the development of domestic and regional bond markets. The Association’s work in this area has included promoting the development of asset-backed securities and regional guarantee schemes, domestic credit rating agencies, and regional convergence of reporting standards.

Other activities of the Association include an information program, which consists of the publication of the ABA Newsletter and the semi-annual Journal on Banking and Finance, and a professional development program, which includes visiting programs and training courses on banking and finance conducted with leading training institutes in the region.

The ABA also endeavours to strengthen relationship with other bankers' associations in the region and to establish linkage with other regional organizations.

The ABA co-sponsors the annual Asia Pacific Bankers Congress that updates delegates on global best banking practices, drawing about 250 senior bankers from throughout Asia.

International Council of Securities Associations (ICSA)

The International Council of Securities Associations represents 16 financial markets associations in Europe, North America and Asia – a mix of self-regulating securities market organizations and associations representing investment banks and securities firms.

ICSA’s purpose is to promote the exchange of ideas and information as well as to encourage the sound growth of the international securities market through harmonization and mutual recognition of procedures and regulation. Like IBFed, ICSA sees a more active role for itself in policy issues in response to growing co-operation and co-ordination between regulators and is in the process of upgrading its capability to deal with policy issues on a global basis. In particular, ICSA wants to position itself as a counter-party to IOSCO in dealing with global regulatory issues and to be accepted by IOSCO as a regular consultation partner, though this goal has not yet been achieved, as mentioned earlier.

ICSA member associations from the Asian region are the Japan Securities Dealers Association, the Korean Securities Dealers Association and the Chinese Taiwan Securities Association. The Securities Association of China has indicated an intention to join.

As well, two Australian associations are members of ICSA – the Australian Financial Markets Association (AFMA) and my own group, the International Banks and Securities Association (IBSA). 

Asia Securities Forum

The Asia Securities Forum is a grouping of Asian securities market associations formed in 1996 that meets annually to discuss equity and bond market issues and developments in this part of the world. The Japan Securities Dealers Association has been a prime mover within ASF and provides the secretariat. Other members include the Securities Association of China, the Association of Indonesian Securities Companies, the Korea Securities Dealers Association, the Association of Securities Companies in Thailand, the Philippines Association of Securities Brokers & Dealers, the Chinese Taiwan Securities Association and the International Banks and Securities Association of Australia. Each take turns in hosting an annual conference.

The main objectives of the ASF are:

· Promote mutual understanding among members of their respective securities markets and key issues affecting them.

· Consider means to co-ordinate the development of markets and create common transaction rules and business practices.

· Research and present proposals that will promote smooth international securities transactions.

· Promote mutual understanding and a consensus of opinion between the ASF members and administrative authorities on issues of concern to ASF members.

The ASF was formed just a couple of years ahead of the Asian financial crisis of 1997 and a consistent theme of its annual meetings has been the stabilization and revitalization of Asian securities markets, including the creation of stronger and deeper bond markets – objectives that are in line with the financial system capacity building agenda of APEC and PECC.

How APEC and PECC can promote collaboration

As noted above there are already international groupings of financial associations that are moving beyond their prime purpose of information sharing into the more challenging role of policy change and industry development.

In the Asian region there are established transnational associations in banking and securities and it may be possible for ABAC and PECC to work with these organizations and their members to advance the regional financial capacity building agenda. 

Valuable links already exist – for example the Vice Chairman of the Asian Bankers Association, Mr Dong Soo-Choi is well known to ABAC and PECC. Points of personal contact like this might be developed into a more effective working relationship. 

One initiative could be to establish a regular dialogue between the offices of ABAC/PECC, the Asian Bankers Association and the Asia Securities Forum. Its primary purpose would be to exchange information and then, over time, identify needs and develop joint programs and projects that promote capacity building.

As the offices are based in Singapore, Manila, Taipei and Tokyo respectively, initial contact might need to be via email and conference calls but perhaps opportunities can be found to convene roundtable meetings of these organizations at a convenient time and place, possibly in conjunction with ABAC/PECC meetings.

I make this suggestion tentatively, as IBSA has no working relationship with the ABA. We know the ASF better but it is not set up to carry on policy work between its annual meetings and it is reliant on the JSDA for administrative support. Just how these relationships might be developed will need further consideration and approaches to the ABA and ASF but there do appear to be some promising avenues to explore.

Promoting financial skills

Promoting financial skills is an essential element of capacity building. I covered this in a paper to the Phuket meeting last year – rather than repeat myself here, I attach a copy of the paper for information. (See Attachment 2 – Assessing the capacity of current regional and global capacity-building initiatives – 1st APEC Advisory Group on Financial System Capacity Building, Phuket, September 2003).

As the financial markets become increasingly global in nature, there is a need to recognize financial skills and qualifications across national boundaries so that finance professionals working in one market can transfer easily to another market. ICSA has formed a Working Group on Global Accreditation that is looking at how skills can be recognized and applied across borders so that professionals can move easily between financial centres and have access to other financial markets, with their accreditation acting much like a passport. This will obviously be convenient for global banks and securities companies as well as the professionals they employ. ICSA’s work in this area is being led by our sister association, the Australian Financial Markets Association. In a parallel development, the International Standards Organization is currently working on a global standard for financial planners. It may be that this can be linked to the ICSA initiative and its scope broadened to include other business lines. 

To work well, global accreditation will involve regulators agreeing on mutual recognition of professional qualifications. A step in this direction is taken in the new Australia-US Free Trade Agreement, which accepts that mutual recognition will encourage greater freedom of movement between our two economies. A Financial Services Committee established under the FTA will be the means to progress this issue.

Conclusion

To summarize the key points:

· Finance industry associations tend to focus first on issues in their home markets that have an impact on the bottom lines of their members. The attention they can pay to cross-border policy issues, and the resources they can afford to devote to them, may be limited.

· Associations are becoming better organized on a global and regional basis, driven by the need to respond to the increasing tendency of regulators to apply a global approach.

· Consultation between governments and associations is critically important and this is not always done well. The ICSA statement on regulatory policy is a useful template for effective consultation and is recommended as a model for APEC economies.

· Existing regional groupings of associations – e.g. the Asian Bankers Association and the Asia Securities Forum – may provide an opportunity to advance the ABAC/PECC capacity building agenda and communication with these bodies should be opened up.

· The establishment of a regular dialogue with the ABA and ASF could be a means to engage these associations in the APEC capacity building program and consideration might be given to how such a dialogue might practically be achieved.

I hope these remarks provide some food for thought - thank you for the opportunity to discuss this topic with you today.

Duncan Fairweather

International Banks and Securities Association of Australia
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www.ibsa.asn.au
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