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The Financial Sector Assessment Program (FSAP) of the IMF and World Bank commenced in mid 1999. It involves reviews by teams from those bodies (and other official institutions and standard setters) of the financial systems of participating countries. The ultimate objectives are those of enhancing resilience to financial crises and fostering economic growth through financial sector strength and development.

Confidential reports to country authorities (and to the IMF and World Bank) identifying areas of weaknesses and possible responses, together with technical assistance (or other support) provide a vehicle for achieving those objectives. Reports which may be made public at the discretion of the country concerned take two forms. The IMF produces a Financial System Stability Assessment (FSSA) focusing primarily on short term system stability, macro prudential issues and observance of standards and codes (this latter contained in a Report on Observance of Standards and Codes (ROSC). The World Bank produces a Financial Sector Assessment (FSA) which focuses more on capacity building and medium term structural issues for those (non-industrialised) countries covered by its mandate.

Voluntary participation in the FSAP program has increased and requests for new or re-assessments have increased demands on available resources. Review teams may comprise 12 or more members and the time involved amounts to 2 or more person years per country, in addition to time spent by local participants. A review of the FSAP program in mid 2003 indicated a future level of activity at around 17-19 assessments or re-assessments per year.

FSAP activities focus on identifying systemic risks and vulnerabilities for the macro economy and financial and payments systems, assessing prudential surveillance and oversight of such risks, and assessing impediments to market development arising from weaknesses in supervisory/regulatory capacity and financial sector infrastructure.

Techniques used include development and calculation of financial soundness indicators (FSIs), stress tests including sensitivity and scenario analysis, and assessment of observance of international codes of best practice and standards. More broadly, assessments of governance, transparency, safety net, insolvency and liquidity support arrangements are part of an assessment of the overall financial framework.

The knowledge base required for conducting such assessments includes expertise in money, debt, securities and foreign exchange markets, stress testing techniques, awareness of anti-money laundering and combating the financing of terrorism issues, central banking techniques and payments system requirements, legal issues, and non bank financial institutions (including insurance, contractual savings and micro finance issues).
FSAP activities appear to involve primarily interaction with country authorities and to some degree with major financial institutions – particularly for stress testing activities. There seems to be little involvement of the private sector, and indeed little evidence of private sector commentary on the FSAP process or outputs. The review teams appear to be largely comprised of IMF –World Bank or government –public sector officers of other countries.

The topics addressed in the FSAP process obviously create some constraints on involvement and information dissemination. Some issues can be politically sensitive, some can involve confidential supervisory information, while others may involve market sensitive information. However, the extent to which these inhibit participation of the private sector in the FSAP process, and whether value can be created by enhanced private sector participation, is worth considering.

Private sector participation could occur in at least three ways. One is by membership of the review team. A second is by involvement in the process through provision of information, analysis and view. A third is by way of involvement in the post-FSAP process of provision of technical assistance and other support activities.

In all of these areas, it can be argued that the private sector (practitioners and academics) could add value to the process. A good example of how such a process might work can be found in the Australian practice of government initiated (and funded) committees of review or inquiry. Several large scale (and a number of smaller) financial sector inquiries have been held over the past few decades. Review committees have consisted of private sector representatives supported by secretariats from the public sector. Public and confidential submissions have been solicited from the private sector (and government). It is perhaps also worth noting as an example of private sector involvement in (indeed conduct of) an external review, that in 1984 a team from the Brookings Institute, led by Richard Caves and Lawrence Krause, undertook an independent review of the Australian economy (repeating a similar exercise conducted in Britain in 1980).

More generally, it might be anticipated that private sector participants have knowledge and expertise which can supplement that of public sector officials, and occasionally provide a counterweight to the belief set reflected in the conventional wisdom of official institutions. Of course, creating a review team with heterogeneous views (rather than a commonly held “official” view) could be expected to impede the rapid agreement on a consensus report. In addition, the ability of private sector participants to adopt the appropriate “regulatory mind set” may be questionable. Nevertheless, occasional testing of the assumptions and perspectives held within the official family is worthy of consideration.

In this regard, it could be expected that private sector entities such as ratings agencies, specialist country analysts within banks and fund managers, and accounting and consulting firms, have information and views which may be relevant for improving the overall assessment process. Indeed, there may particular skills, methods of analysis, and modes of thinking which private sector participants have and which may facilitate better extraction of relevant information from the private sector of the country under review. At the same time, concerns about access to market sensitive information and cost factors clearly create problems for significant involvement of such parties in the FSAP process.

Possible mechanisms for drawing on private sector expertise, in addition to direct participation in review teams, include the following.

1. Calls for submissions. Currently, the FSAP process appears to involve significant preparation of materials and information by the local authorities, but not public calls for submissions from interested parties. Whether valuable information would be obtained is problematic – but the cost of such an exercise is relatively small. 

2. Scheduling hearings. Utilising this approach would provide an opportunity for private sector participants in the economy to provide input and for the exchange of views. However, the cost in terms of time associated with such an approach probably makes it infeasible, and it is unlikely to elicit information from outside the country involved.

3. Organising complementary conferences. While the FSAP review provides a form of “stock-take” of the current financial sector, longer term goals of the process should include encouragement of debate and analysis of the ongoing development of the financial sector structure. In this sense, and in the context of building capacity for subsequent reassessments, it would seem worthwhile considering promoting conferences or workshops based around the published parts of the FSAP review. Encouraging research and analysis and development of a skill base in academia and the private sector on which subsequent reviews can draw may, in the longer run, reduce both the cost of and need for frequent FSAP reviews.

4. Subcontracting non-sensitive parts of the program to the private sector. For example, it would seem to be the case that the production of ROSCs is something which could be performed by private sector entities which develop skills in those areas. However, a particular difficulty lies in developing a good understanding of the institutional, legal and social environment in participating countries. Such factors can impede ability to comply with codes designed for quite different environments. More generally (drawing on the economic theory of second-best), it may be that without changes to legal or institutional structures, the desirability of closer compliance may need to be carefully examined on a case by case basis.

Discussion points:

· promoting expert private sector involvement in these processes would seem to

      be a useful way of contributing to capacity building to strengthen APEC's financial

      systems; against the background noted above, what benefit  do you see the private

     sector providing from involving in these processes?

·  notwithstanding some of the complex issues that would need to be resolved

      is a considered approach to the IMF and the World Bank to explore ways in which

      the private sector could cooperate worth making?

·  are there other forms of cooperation that should be explored with the IMF and 

       the World Bank

· is it timely to bring such an initiative, if it were to be proceeded with,  to the attention of APEC Finance Ministers? 
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