

REPORT OF THE SECOND MEETING OF THE ADVISORY GROUP ON APEC FINANCIAL SYSTEM CAPACITY BUILDING – AUCKLAND, NEW ZEALAND,  19TH AUGUST 2004

Agenda Item 1 – Opening remarks by the Chairman

In his opening remarks, the Chairman, Mark Johnson, expressed his gratitude to NZPECC and to KPMG for their hospitality in hosting the meeting and in providing excellent administrative support.  He welcomed participants from a wide range of institutions and associations, business and academia as well as colleagues from ABAC.  (A list of attendees and email addresses is attached).   He outlined the objectives of the meeting – as covered in a number of working papers.

Agenda Item 2 – Welcome comments by NZPECC

Mr. Gary Hawke, NZPECC welcomed participants to the meeting, noting PECC's strong interest in building partnerships in the Pacific region and  with business.

Agenda Item 3 – Opening remarks by PECC representative

Dr. J. C. Parrenas, speaking on behalf of Mr. Soogil Young, Coordinator of the PECC Finance Forum, thanked NZPECC for their hospitality.  He noted the role the Forum played in building financial sector capacities and the open-ended arrangements between PECC and ABAC.   He observed that good policies would not work if they are not supported by intelligent institutions and by skilled individuals and that the Advisory Group aimed to promote business input into capacity building in the region and to add value to existing initiatives.

Agenda Item 4 – Overview by Coordinator

Mr. Waller briefly outlined the objectives of the Board as agreed in Phuket in September 2003, and major outcomes of a meeting on financial system capacity building held in Taipei on 10th May.    He noted that some issues arising from the Taipei meeting had been included on the agenda for this Auckland meeting.

Agenda Item 5 – Review of Capacity Building needs arising from Bond Market conference

Dr. Parennas noted the key outcomes and recommendations of the joint ABAC/PECC bond market  conference held in Taipei in May.  These included:

         - measures to promote the development of bond markets in the region

         - the importance of public/private sector partnerships in developing bond markets

         - the need for transparency and market integrity

         - measures to expand the investor base

         - the importance of developing strong regional credit ratings and region-wide

           insolvency arrangements, work-outs and creditor rights 

         - convergence to international accounting standards as proposed by the IASB

The Chair noted the importance of widely distributing the report of the conference and its recommendations and to work on ways to build structures necessary if bond markets are to develop.  He invited views on how the ideas in the conference report might best be disseminated and, in conjunction with that, how various groups – investment banks, securities firms, officials, decision makers and others – might be induced to develop and make bond markets.   A "road show" approach was suggested as one means of disseminating the report.   This could focus on presenting the key findings to interested parties, particularly in economies wishing to develop a bond market.   In pursuing this idea it would be important to attract the interest of local officials.   NZPECC noted that it might be helpful to integrate ideas on the promotion of bond markets with work on trade and economic integration and liberalisation.   Normally, local PECC groups focus on domestic issues but this did not preclude consideration of regional matters.  

Other suggestions included i) convening interactive workshops and or conferences with specific and focused objectives in relevant economies; ii) including the conference report on a relatively new ADB web-site on bond markets, iii) inviting Mr. Estanislao of the Philippines Institute of Directors to consider promoting the report through regional institutes of directors, iv) engage with work being undertaken in some international organisations, such as the OECD, which is organising a Round Table in Tokyo in September on convergence of accounting standards; v) taking advantage of important relevant international meetings, and v) developing an APEC "pathfinder" approach with an APEC economy which is strongly committed to developing a bond market.

(Dr. Parrenas advised details of a supplement in the Asian edition of the Financial Times on bond markets – which subsequently appeared on 3rd September). 

It was also proposed that links to any "road show" or workshop could be included in the template on self-assessment of progress on bond market developments as proposed by USABAC in the ABAC Finance and Services Working Group. 

It was observed that the path to developing a bond market would likely vary from one country to another.  The role of banks in bond supporting bond markets would be important, for example in the securitisation of mortgages.  

Summarising, the Chairman noted that there is a shared objective to keep the momentum going on developing bond markets; a number of networks could be used to inform interested parties and that an audit of capacity building initiatives could be considered.

Agenda Item 6 – Review of Insolvency Law Reform

Mr. Richard Fisher, Blake Dawson Waldron, tabled a package of materials relating to work being carried out on cross-border insolvency, work outs and creditor rights under the auspices of an  ADB Technical Assistance Program.    He noted the work was not focused on domestic insolvency law – which was in the domain of the World Bank and UNCITRAL – but in improving insolvency law across jurisdictions.   He outlined the dangers for bond holders in the event of default and in the absence of regional agreements on insolvency, work-outs and creditor rights.  He drew on the Asian Pulp and Paper collapse of 2001 with debts of $US13.9 bn and where a unilateral declaration of a standstill announced over 3 years ago remains in effect. 

Without robust insolvency laws, bond markets in the region could not be sustained.   While a number of conferences on this subject have been convened, there is some resistance in the region to according reciprocal recognition of insolvency administrative arrangements.   Some jurisdictions seemed wary of foreign courts influencing their own processes.    The technical assistance report outlined measures needed in jurisdictions to achieve efficiency in court systems, including the training of judges in understanding commercial practices and in effective communication between courts across jurisdictions.  

Mr. Sloan, Blake Dawson Waldron, drawing on the AP & P case, noted inter alia, the need for the appointment of a judicial manger (refused in the AP & P case) or for informal work out procedures, and the importance of credible threat to prevent debtors delaying and circumventing work-out processes.   He stressed the importance of a regional cross-border treaty in which jurisdictions would recognise foreign insolvency procedures and ways in which courts might cooperate and support each other, based on the development of a protocol dealing with both administrative and substantive matters of concern to relevant jurisdictions.

Ms. Wee outlined the work being undertaken by the ADB in building the capacities of courts in the region, including judicial training and the development of IT systems and budget support.   She urged that ABAC/PECC support efforts to promote regional arrangements such as a treaty, noting cross-border transport and customs arrangements and agreements reached in the Greater Mekong Delta sub-region could serve as models for recognising reciprocal arrangements and enforcement.   She added that in the absence of a treaty it would not be possible for a creditor to access the assets of a debtor where the assets are located in another jurisdiction.    Ms Wee noted that the ADB does offer legal advice and assistance to support conferences and workshops to promote regional cooperation in this important area of activity.

Agenda Item 7 – The role of financial services associations in advising and skills promotion

Mr. Duncan Fairweather, Executive Director, International Banks and Securities Association of Australia (IBSA), speaking to his paper on the role of financial services associations in promoting financial skills, noted the constraints on associations in international trade and services matters outside domestic jurisdictions.   IBSA's role is primarily focused on supporting the interests of international banks and securities companies in the Australian market, through advocacy, promoting market standards, professional development and networking, in consultation with government and regulatory agencies in Australia.   However, he noted that IBSA is a member of the International Council of Securities Associations which had issued a statement of principles to help improve the quality and efficiency of regulation and to reduce the risk of unintended consequences (of regulations) for financial markets and investors.  He noted the development of international and regional groupings in the banking and securities sectors over recent years, namely, the International Banking Federation (IBFed), the Asian Bankers Association (ABA), the International Council of Securities Associations (ICSA) and the Asia Securities Forum.

Mr. Fairweather proposed that ABAC/PECC consider working with these associations to advance regional capacity building initiatives.   Ms. Jane Drake-Brockman of the Australian Services Round Table noted the "broad church" of services interests, including financial, IT, transport and communications, all of which are involved in cross-border regulatory issues.   Some economies formed natural coalitions on APEC, for example, Japan, US, 

HK SAR and Canada.    All associations have informed networks and in the context of work at the WTO there is a fair degree of commonality between associations.    She considered that services coalitions could be developed in APEC, particularly in financial services where there is useful "outreach".   Notwithstanding very limited resources, the services coalitions are committed.

Mr. Brant Free, Chubb, outlined developments in the US coalition of services over the last 25 years as services had expanded in the US economy and globally.   The objective was to make the services sectors more internationally competitive and to improve understanding in government of the role of services in the economy.   He noted that financial services is the largest group in the US coalition, working on laws and regulations. The global coalition of services round tables had formed a Financial Leaders Group to consider the WTO round negotiations.

Mr. Farrell, NZPECC noted that regulations are about fair and transparent markets and that all stakeholders, investors, market makers, auditors, should be consulted by regulators in public/private partnerships, as regulations are developed.  He believed this principle should apply through the region and in such organisations as IOSCO, the IMF, and the Financial Stability Forum. 

In response to a question on how the services round table promote capacity building, Mr Free noted that firms often promote such initiatives; they identify who needs what training and then programs are constructed, bringing regulators and firms together for training, for example in risk management.   The Chubb group has most interest in training in securities, corporate governance, logistics and communications and training regulators is considered to be an integral aspect of business strategy, particularly in markets where there is an interest in liberalising and opening markets.    

Mr. Farrell noted that organisations promoting training in the securities area benefited from knowledge of developments in other jurisdictions and that coordination across jurisdictions was relevant.     Professor Davis noted two objectives in training; one to help shape the design of the regulatory framework and the other to develop skill sets.   Ms. Whaley US ABAC observed that APEC Transparency Principles (included on the US global services coalition web-site) could perhaps be incorporated in work being undertaken by ABAC/PECC.  

Mr. Yoshikuni of BIS noted that there were many items on the agenda of the meeting which are of interest to BIS, including matters relating to training on the implementation of Basel 2 and developments on regional bond markets.   He noted that the BIS managed the Asian Bond Fund.   While the BIS strongly supported training in the region, the organisation was relatively small and a considerable time devoted to relations with central banks.   BIS therefore welcomed private sector training initiatives and would contribute to them where it could.   Ms. Wee noted that the ADB had provided support through the bank's Treasury Division on Indonesian and Chinese bond issues and the bank would give thought to creating a package of recommendations in relation to the ABAC/PECC  bond market conference report. 

Summarising the discussion, the Chairman noted that various bodies had great knowledge and that both the BIS and the ADB seemed prepared to share their knowledge with ABAC/PECC.   It was up to the latter group to define how best they should relate to the two agencies in developing capacity building initiatives.

Item 8 – Proposal to promote good corporate governance 

Mr. Waller, speaking to a paper on the subject, outlined a proposal to establish an APEC regional public/private sector Action Program for the promotion of good corporate governance and transparency, which would focus on promoting links with institutes of directors and finance sector representatives and regulators and policy officials in the region.  Through those links the program would help promote the best governance standards and practices including concepts of transparency and accountability.  An idea discussed by ABAC was for ABAC/PECC to sponsor a major regional conference in 2005 to launch the Action Plan.   In response, Ms. McKee noted that the NZ Institute of Directors had issued a list of principles on corporate governance.  She asked if the proposed conference would discuss an education program touching on codes of ethics and conduct, and observed that a common driver for such a conference could be access to international financial markets, international benchmarking of standards and how these might relate to local ethics.    She noted that views on ethics varied, including even  within a jurisdiction.  

Ms. Drake-Brockman referred to the  global circle of directors; this included people from the Commonwealth countries (including Australia, NZ, Canada and South Africa) the US and Brazil and the need for robust institutes to promote good governance training.   The Chairman asked, rhetorically, if governance broadly had been better would the issue not now be on the international agenda.  He wondered whether change would be  radical or evolutionary.  Participants noted the importance of independent boards, the need to avoid a proliferation of laws and regulations, and Mr. Kanzaki referred to the broadening scope of the concept of governance to now include accountability to shareholders, customers, governments, the community generally (rather than just to shareholders). He asked  whether governance is a matter for just listed companies or did it also have relevance to unlisted companies.     

Summarising, the Chairman noted that the ABAC concept needed more specificity and that the objective be confined to facilitate capacity building in  support of  efficient capital markets.   It was recognised that to go more broadly beyond capital markets would involve a considerable effort. 

Item 9. -  Public/private dialogue on Implementing Basel 2 in Latin American APEC economies

Mr. Garces outlined arrangements for the dialogue to be held in Santiago on 3rd September.  It would focus on progress in the private and public sectors in implementing Basel 2 and attempt to evaluate needs for cooperation in promoting the underlying concepts of the new capital framework for banks.   Professor Davis noted the importance of the topic, the impact on competition that would arise from Basel 2 within and across economies, the need for regulatory cooperation and for the transfer of skills in the areas of credit risk, operational risk and supervisory processes and practices.  He welcomed the Santiago dialogue.  

Describing progress toward implementation of Basel 2, Mr. Yoshikuni noted that some jurisdictions will implement the framework by 2006, that the advanced approach would be implemented in 2007 and that 88 non-Basel members were planning to implement the new framework by 2009.   He observed that Basel 2 was not just a new international standard for capital adequacy but involved strengthened risk management in banks, deepening relationships between banks and supervisors and enhancing the role of market discipline in banking.  He noted that Basel 2 would necessitate improved corporate governance in banking.   While BIS is responsible for providing training courses for banking supervisors it would wish to help associations of financial institutions in training programs in the region.  

Item 10 – Developing financial engineering skills in the region and private sector participation on FSAPs

Professor Davis noted his correspondence with the Bank of Thailand and internal arrangements being pursued in the Bank to develop financial engineering skills.   As a consequence of these developments, the Bank of Thailand did not require support from ABAC/PECC in these endeavours.  As regards possible involvement in FSAPs, a letter received from the IMF and the World Bank on this subject was circulated for information pointing to, inter alia, potential conflict of interest arising over private sector involvement in FSAPs.  Professor Davis observed that academic involvement in FSAPs would be unlikely to raise any conflict of interest.  He observed that there seemed to be little public discussion about FSAPs.  He thought there might be a role for the Advisory Board in discussing FSAP programs and the outcomes of particular assessments.   Mr. Farrell noted the importance of the involvement of experts with a neutral perspective in the assessment process and he observed that there is a process of dialogue after a report has been completed.  Assessment reports may be made public at the determination of an assessed country.

Item 11.  Other matters. 

Mr. Waller introduced a report prepared by Mr. Li Kouqing, Deputy Secretary-General of the APEC Finance and Development Program, outlining the work of AFDP over recent months and noting the fact that the program would be upgraded to a Centre.   Mr. Waller referred to the excellent cooperation between AFDP and ABAC/PECC and the successful joint capacity building initiative on improving corporate governance in financial institutions, held in Shanghai in May 2004.   Participants expressed the hope that cooperation with the new centre would intensify.

Item 12.  Concluding comments   

The Chairman noted that the meeting had been well informed and had dealt with important issues, including the how to develop further ABAC/PECC work on bond markets, work relating to insolvency, creditor rights and work-outs and the need for more definition on the proposal relating to the promotion of corporate governance.    He anticipated valuable results from the Santiago dialogue on Basel 2.    He thanked participants for their contributions and reiterated his thanks to NZPECC and KPMG for the excellent arrangements they had provided in hosting the meeting and for their hospitality.

Ken Waller

Coordinator, Advisory Group.
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