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Executive Summary of Proceedings

The 2001 Tokyo Round Table focused on the theme of
“Institutional Investors in Asia”. It was composed of an
introduction and four major parts. Welcome and introduc-
tions were provided by Mr. Seiichi Kondo, Deputy Sec-
retary-General, Organisation for Economic Co-operation
and Development (OECD), and Dr. Masaru Yoshitomi,
Dean, Asian Development Bank Institute (ADBI).
Professor Anthony Neoh, Professor at Peking Univer-
sity, Chief Advisor to the China Securities Regulatory
Commission, and former Chairman, Securities and Fu-
tures Commission, Hong Kong, and Chairman, Technical
Committee, International Organisation of Securities Com-
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missions (IOSCO), was then introduced as the Chair of
the Round Table for the first day. In his introductory
speech, Dr. Yoshitomi examined the nature of the Asian
financial crisis, and the recovery from it.  [¶ 1, 4, 104,
117, 222, 226]

In the first part of the Round Table, representatives from
economies in Asia described the progress they had made
to date in implementing capital market reforms.
Ms. Haiying Zhao, Commissioner, Strategy and Devel-
opment Committee, China Securities Regulatory Com-
mission (CSRC), described recent developments in the
PRC securities markets. Ms. Alexa Lam, Executive Di-
rector, Securities and Futures Commission, Hong Kong,
described the securities markets in Hong Kong.
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Mr. Herwidayatmo, Chairman, Capital Market Super-
visory Agency (BAPEPAM), Indonesia, discussed the cur-
rent situation concerning the Indonesian capital markets.
Mr. Attila Emam, Manager, Economic Analysis Depart-
ment, Securities Commission (SC), Malaysia, presented
a summary of the Malaysian economy and capital mar-
ket. Mr. Yoon, Yeo Kwon, Director, International Co-
operation Division, Financial Supervisory Commission,
Korea, analysed the reform measures taken in the Korean
capital markets.  [¶ 12, 18, 25-33, 42, 182, 224, 225]

Ms. Yeo, Lian Sim, Deputy Managing Director, Mon-
etary Authority of Singapore (MAS), discussed the state
of the capital markets in Singapore. Mr. Prasarn
Trairatvorakul, Secretary-General, Securities and Ex-
change Commission (SEC), Thailand, spoke about recent
developments in Thailand. Mr. Wu, Tang-Chieh, Vice
Chairman, Securities and Futures Commission (SFC),
Taipei,China spoke about developments in his capital mar-
kets. Ms. Lilia Bautista, Chairman, Securities and Ex-
change Commission (SEC), the Philippines, spoke about
the Philippine capital markets. Mr. Tatsuya Kanai, Di-
rector, International Financial Markets, Financial Services
Agency (FSA), Japan, summarised recent developments
in the Japanese capital markets, focusing on the main
points of the financial issues in the government’s mea-
sures announced on 6/4/2001 to respond to Japan’s eco-
nomic situation.  [¶ 50, 57, 62, 69, 76, 116, 117, 170,
197, 223]

Mr. Haruhiko Kuroda, Vice Minister for International
Affairs, Ministry of Finance, Japan, gave the lunchtime
speech in which he discussed capital market reforms in
Asia.  [¶ 82]

In the second session of the first part of the Round Table,
representatives from the international financial institutions
presented their views on capital market reforms in Asia.
Mr. Garry Schinasi, Section Chief, Capital Markets and
Financial Studies, International Monetary Fund (IMF),
discussed the role of capital markets in Asia. Mr. Noritaka
Akamatsu, Lead Financial Economist, Financial Sector
Development Department, World Bank, described what
the World Bank does in the area of capital market reform
and development around the world, and then summarised
what the Bank was doing in Asia.  [¶ 89, 93, 117, 223]

In the second part of the Round Table, Dr. Sayuri Shirai,
Associate Professor, Keio University, Visiting Scholar,
ADBI, and Dr. Masaru Yoshitomi, Dean, ADBI, talked
about their report on “Designing a Financial Market Struc-
ture in Post-Crisis Asia—How to Develop Corporate Bond
Markets”. This was followed by a question and answer
session in which the following people made interjections:
Mr. Tak-Lam Norman Chan, Deputy Chief Executive,
Hong Kong Monetary Authority, Mr. Prasarn
Trairatvorakul, Dr. Ruben Lee, Managing Director, Ox-
ford Finance Group, Mr. Mitsuo Sato, Senior Advisor,

Daiichi Life Research Institute, Ms. Lilia Bautista,
Ms. Yeo, Lian Sim, Mr. Garry Schinasi, and Professor
Anthony Neoh.  [¶ 1, 50, 57, 69, 89, 104, 114, 116, 117,
170, 172, 197, 222, 223, 226]

In the third part of the seminar, Mr. Salvatore Lo Giudice,
Senior Economist, Market Regulation Department,
CONSOB, Italy, discussed the CPSS-IOSCO (Commit-
tee on Payment and Settlement Systems of BIS/Interna-
tional Organization of Securities Commissions)
Recommendations on securities settlement systems (SSS),
and Mr. Stephen Lumpkin, Principal Administrator, Di-
rectorate for Financial, Fiscal and Enterprise Affairs
(DAFFE), OECD, discussed some issues relating to the
future of national financial markets and trading centres.
[¶ 118, 127, 213]

In the fourth part of the seminar, the key issues under
discussion were how to promote institutional investors in
Asia, and the regulatory framework necessary for their
sound development. The chairman for the second day of
the Round Table was Dr. William Witherell, Director,
Directorate for Financial, Fiscal and Enterprise Affairs
(DAFFE), OECD. The fourth part was itself composed
of four sessions. In the first, an introduction to the issues
was presented by Ms. Shamshad Akhtar, Manager, Fi-
nance and Industry Division (East), Asian Development
Bank (ADB), who discussed the current situation in Asia
with regards institutional investors.  [¶ 133, 134, 171, 226]

In the second session, long-term trends in the Collective
Investment Schemes (CIS) sector were discussed.
Mr. John Thompson, Counsellor, Directorate for Finan-
cial, Fiscal and Enterprise Affairs (DAFFE), OECD, ex-
amined recent trends in CIS in OECD Countries. Mr. Yuta
Seki, Financial Industry Analyst, Capital Market Research
Unit, Nomura Research Institute, examined the current
situation of CIS in Asia. Mr. Hugh Davies, Executive
Director, Prudential Corporation, analysed the develop-
ment of pension systems and their relevance for capital
market development in Asia. Some questions and answers
on this session were raised by Professor S. Ghon Rhee,
K.J. Luke Distinguished Professor of International Fi-
nance and Banking, University of Hawaii, Ms. Shamshad
Akhtar, Mr. John Thompson, Mr. Mitsuo Sato,
Mr. Ian Johnston, and Professor Neoh.  [¶ 117, 134,
143, 149, 156, 170-172, 190, 222, 224]

Professor Eisuke Sakakibara, Keio University, Former
Vice Minister for International Affairs, Ministry of Fi-
nance, Japan gave a lunchtime speech on the current eco-
nomic situation in Japan.  [¶ 169]

In the third session, some issues related to the legal and
regulatory frameworks for CIS were examined.
Mr. Robert Aitken, Financial Services Authority (FSA),
UK, described the activities of IOSCO, and the UK ex-
perience, concerning legal and regulatory frameworks for
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1. The ADBI–OECD third Tokyo Round Table focused on
the theme of “Institutional Investors in Asia”. It was com-
posed of an introduction and four major parts. Welcome and
introductions were provided by Mr. Seiichi Kondo, Deputy
Secretary-General, Organisation for Economic Co-operation
and Development (OECD), and Dr. Masaru Yoshitomi, Dean,
Asian Development Bank Institute (ADBI). Professor Anthony
Neoh, Professor at Peking University, Chief Advisor to the
China Securities Regulatory Commission, and former Chair-
man, Securities and Futures Commission, Hong Kong, and
Chairman, Technical Committee, International Organisation
of Securities Commissions (IOSCO), was then introduced as
the Chair of the Round Table for the first day.

2. Mr. Kondo thanked the ADBI for co-sponsoring the
Round Table with the OECD, and also the ADB, IOSCO, the
IMF, and the World Bank for their co-operation. He identi-
fied the key theme the Round Table would address as being
the role of institutional investors in Asia. He commented that
experience in the OECD countries shows that the presence of

institutional investors is one of the strongest stimuli to the
development of capital markets. Noting that the institutional
investment industry in Asia is rather undeveloped, Mr. Kondo
stressed that the potential for growth in this area is high. Al-
though many Asian countries have high aggregate rates of
savings, these savings are often held in traditional vehicles
such as bank deposits. Other key themes of the Round Table
were also identified including an assessment of recent devel-
opments in the progress of capital market modernisation in
the region, a study on the framework for developing bond
markets in Asia, and the recent IOSCO-CPSS report on secu-
rities settlement systems.

3. Mr. Kondo remarked on both the slow-down in the Asian
economies at the end of 2000, and also the significant de-
clines in the region’s equity markets. He identified a series of
factors causing these problems: declines in technology, me-
dia, and telecommunications sectors, a perceived vulnerabil-
ity of emerging Asian markets to a global economic slowdown,
delays in addressing structural distortions in the corporate and
financial sectors, and the remaining high level of non-per-
forming loans in the banking sector. He argued that corporate
reforms, including de-leveraging and improved corporate gov-
ernance, which relate directly to capital markets, are high pri-
orities in order to address these problems, stressing the need
for more transparent ownership and governance patterns. Mr.
Kondo recognised the efforts countries in the region are mak-
ing to increase the resilience of their markets.

4. Dr. Yoshitomi examined the nature of the Asian finan-
cial crisis, and the recovery from it. He noted that the finan-
cial structure of firms had become one of the central issues in
emerging markets and developing economies, reflecting a
growing recognition that the Asian financial crisis had been
preceded by massive, un-hedged, short-term borrowing. These
large capital inflows aggravated the double mismatch, namely
the combination of the maturity mismatch and the currency
mismatch, and thus affected the soundness of the domestic
financial sector.

5. Dr. Yoshitomi recognised that following the Asian cri-
sis, there has been a strong and increasingly prevalent view
that the banking sector in much of Asia does not function
well anymore, and that economic development should rely
on capital markets. This view therefore seeks to promote do-
mestic capital markets as an alternative to bank loans as a key
source of financing business investment. Dr. Yoshitomi
stressed that while this argument was understandable, it was
important to recognise that sound and deep capital markets
are not well developed in Asia, and that it will take time to
develop them. He therefore identified a key issue as being
what concrete policies should be undertaken, given both that
banks are not functioning well and also that capital markets
are likely to remain under-developed for a while. Dr. Yoshitomi
then noted a series of questions that need to be answered in
order to address the broad question of what needs to be done.
These included: What went wrong with the banking system
in Asia? Did the Asian banking crisis simply reflect inherent

CIS. Mr. Yoon, Yeo Kwon, Director, International Co-
operation Division, Financial Supervisory Commission
(FSC), Korea, presented the experience of Korea regard-
ing the legal and regulatory frameworks for CIS. Mr. Ian
Johnston, National Director, Financial Services Regula-
tion, Australian Securities and Investments Commission
(ASIC), described the Australian experience regarding the
legal and regulatory frameworks for CIS. Ms. Yeo, Lian
Sim, Assistant Managing Director, Capital Markets, Mon-
etary Authority of Singapore (MAS), presented the
Singaporean experience regarding the legal and regula-
tory framework for unit trusts. Mr. Gregory Mocek,
Special Counsel to the Chairman, Commodity Futures
Trading Commission (CFTC), US, analysed the US ex-
perience of commodity pool operators (CPO), and abuses
that occur in the CPO marketplace. Mr. Stephen
Lumpkin, examined some issues concerning the consoli-
dated supervision of CIS in the OECD.  [¶ 42, 50,117,
118, 127, 172, 173, 182, 190, 197, 205, 213, 222, 223]

In the last session, some questions and answers were
raised and provided by Professor Anthony Neoh,
Mr. Robert Aitken, Mr. Ian Johnston, Mr. Garry
Schinasi, Ms. Yeo, Lian Sim, Professor S. Ghon Rhee,
Ms. Alexa Lam, Mr. Akamatsu, and Dr. Yoshitomi.  [¶
1, 4-10, 18, 50, 89, 94-104, 117, 170, 172, 173, 190, 197,
222, 225, 226]

Dr. William Witherell, concluded the proceedings by
thanking everybody for their participation, by thank-
ing Professor Anthony Neoh for his excellent chairman-
ship of the previous Round Tables, and by noting that
this Round Table had once again been very successful.
[¶ 133, 226]

Introduction

12
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weaknesses of deposit-taking financial institutions which have
been observed before in developed countries, or did it arise
because of something unique to Asian banks? Why are cor-
porate bond markets under-developed in many emerging mar-
ket economies? Why did it take so long to establish viable
bond markets even in developed countries? and, What should
be done now, during what is likely to be a long transition
from a bank-centred financial system to a capital market-based
system in Asia?

6. Dr. Yoshitomi then analysed the merits of a banking sys-
tem versus a capital market-based system. He argued that a
central barrier that stands between issuers of securities and
public investors is that of information asymmetry. In particu-
lar, issuers of a company’s securities know about its past per-
formance and future prospects, in contrast to public investors
who generally do not know this information, and cannot there-
fore directly verify the information provided by the company.
Dr. Yoshitomi believed that this problem was especially seri-
ous for small and medium enterprises (SME). He argued that
the presence of such an information asymmetry was likely to
have adverse effects. In particular, if public investors do not
know which companies’ information is truthful, they will lower
the bids they are prepared to pay for all issuing companies.
Honest companies, whose insiders reveal true information about
their performance and prospects, will therefore not be able to
receive a fair price for their securities. High quality companies
will tend to leave the securities market, while low quality com-
panies will tend to remain in the market, and this will exacer-
bate the adverse-selection problem faced by investors.

7. Dr. Yoshitomi noted that the problem of information
asymmetry had only been partially solved in advanced coun-
tries through the establishment of a complex set of laws and
institutions which give investors a reasonable assurance that
issuers are truthful in the information they release. Among
the most important of these institutions are so-called
“reputational” intermediaries, such as accountants, underwrit-
ers, banks, law firms, and stock exchanges. Dr. Yoshitomi ar-
gued, however, that a serious problem arises in the context of
these firms, because an established reputation is like a public
good, in that incentives to invest in reputation tend to be low,
and new entrants can free-ride on “reputational spillover” from
established investment banking institutions. In order to ad-
dress this issue, regulators license intermediaries, fine or re-
voke the licenses of misbehaving intermediaries, and initiate
criminal prosecution if an intermediary misbehaves intention-
ally. Dr. Yoshitomi argued that the complexity of such a regu-
latory response explains why many countries have not been
able to solve the problem of establishing well-functioning
securities markets. As a consequence, only a limited number
of companies with high reputations have access to the capital
markets, while most SMEs do not.

8. Dr. Yoshitomi contended that monitoring in financial mar-
kets has two key elements: the first is to monitor company
insiders in order to ensure that they don’t steal from inves-
tors, and the second is to monitor management performance
in order to ensure that they maximize company value.

Dr. Yoshitomi maintained that a country can only develop
strong securities markets if it can prevent self-dealing and
provide strong protections for minority shareholders. In con-
trast, banks are more effective than securities markets at moni-
toring whether managers of companies do in fact manage their
companies well. This is because banks are in a better position
to collect, analyse, and process the idiosyncratic information
about the management and performance of companies with-
out a good reputation, as such information is not easily trans-
ferable to the market. Dr. Yoshitomi concluded therefore that
the information asymmetry between SME borrowers and ul-
timate investors can be better handled by banks than securi-
ties markets. He stated that it was for this reason that in
developing countries, which are typically characterised by an
abundance of SMEs, the banking system is the major source
of finance to firms, and that banks tend to dominate the early
stage of economic development and corporate finance.

9. Dr. Yoshitomi also argued that the presence of many large
reputable companies is a necessary prerequisite for the devel-
opment of a bond market, since information about these com-
panies as issuers may be relatively easily standardised. The
existence of a diversified group of institutional investors is
also needed in order to develop sustained investment demand
for long-term securities.

10. Finally, Dr. Yoshitomi discussed the role of banks in de-
veloping corporate bond markets in Asia. He stated that they
would continue to be important as issuers, as investors, and
also as underwriters in these markets because of two basic facts.
First, there are a limited number of large, reputable, non-finan-
cial firms which can issue bonds at reasonable cost. Second,
there are a limited number of individual and institutional in-
vestors in Asian developing countries. Dr. Yoshitomi maintained
that this means that the banking sector and the bond market are
likely to be complementary, and not substitutes, to each other.
Given this, he argued that there is a need for substantial efforts
to strengthen and enhance the soundness of the banking sector,
via improving banks’ information-generating and monitoring
functions and their risk management capabilities. Prudential
and regulatory frameworks should be improved as well. Fur-
thermore, policies that facilitate the development of the bond
market should be adopted, particularly those improving invest-
ment banking services, such as accounting, legal and regula-
tory systems. Lastly the development of institutional investors
should be encouraged.

Part I: Progress in Capital Market
Reforms in Asia

11. The first part of the Round Table, following the intro-
duction, was composed of two sessions. In the first, represen-
tatives from economies in Asia described the progress they
had made to date in implementing capital market reforms. In
the second session, representatives from the international fi-
nancial institutions presented their views on capital market
reforms in Asia.
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Session 1: Introduction

A. People’s Republic of China (PRC)

12. Ms. Haiying Zhao, Commissioner, Strategy and Devel-
opment Committee, China Securities Regulatory Commis-
sion (CSRC), described recent developments in the People’s
Republic of China (PRC) securities markets. She examined the
development of PRC economy, noting that it appeared that the
economy had fully recovered from the Asian financial crisis.
After two years of continuous deflation in 1988-9, the consumer
price index recorded a positive increase of 0.4% in 2000. Real
GDP growth was 7.1% in 1999 and 8.0% in 2000, reaching an
absolute level of RMB 8,940.4 billion. However, the trade sur-
plus in 2000 was US$ 24.1 billion which was US$ 5.1 billion
lower than in 1999. This was due to a fall in exports to Asia
following the Asian crisis, and also the high value of the Chi-
nese currency compared to other Asian currencies. In order to
boost aggregate demand, China adopted an expansionary fiscal
policy over the past two years, with the fiscal deficit increasing
from 1.2% in 1998, to 2.1% in 1999, and 3.0% in 2000.

13. Ms. Zhao described a range of developments in the Chi-
nese securities markets. She noted that China had one of the
fastest growing securities markets in the world. In 1992 when
the market was established, the ratio of total market
capitalisation to GDP was 3%, and 54 firms were listed on
the domestic securities market. By 2000 the number of do-
mestically listed firms was 1999 and the market capitalisation/
GDP ratio was 57%.

14. Ms. Zhao described the various types of shares in the
markets, including A-shares for Chinese investors, B-shares
which were originally designed for foreign investors, H-shares
which are Mainland enterprises registered in the Mainland,
and Red chip shares which are Mainland enterprises regis-
tered in Hong Kong, China. She noted that in recent years the
B-share market had been opened up to domestic investors with
foreign currency deposits, and that this had improved the li-
quidity of the B-share market, and significantly lowered the
price discount at which the B-share market had been trading
relative to the A-share market. Ms. Zhao also observed that
65% of the total equity shares of Chinese listed companies
were not publicly tradable, either because they were held by
the state, or were “legal person” shares owned by Chinese
firms or foreign partners, or were shares owned by company
employees. These shares could only be “block transferred” at
negotiated prices, typically at a substantial discount to the
prices on the public exchanges. The existence of these shares
was said to contribute to market misconduct and inefficiency
in the Chinese securities markets.

15. Several other aspects of the securities market were also
described by Ms. Zhao: the growth in internet trading with an
amount traded of RMB 200 billion in 2000, accounting for
3% of total turnover; the fact that institutional investors only
held about 10% of total investment in China, but that more

funds and fund management companies would be established
in the future; and the operations of the two exchanges, the
Shanghai Stock Exchange and the Shenzen Stock Exchange.

16. Ms. Zhao identified ten areas where reforms had been un-
dertaken concerning financial infrastructure, as follows. 1) Su-
pervisory Authorities: The development of the supervisory
authorities for the markets up to the present situation up to the
point in 9/1998 when the State Council formally designated
the CSRC as the authority in charge of supervising China’s
securities and futures markets. 2) Legal Framework: Ms. Zhao
observed that at the end of 1999, the Chinese securities and
futures markets had been mainly governed by two laws, the
Company Law effective 1994, and the Securities Law effective
1999. Given the dramatic changes in the Chinese economy,
Ms. Zhao noted that the government was considering introduc-
ing a new Company Law. 3) Marketization of the IPO: For the
past ten years, Ms. Zhao remarked that there had a quota sys-
tem operated by the CSRC to determine which companies could
be listed, and also what the P/E ratio of a share should be at its
offering. She stated, however, that this quota system would be
abolished in 3/2001, allowing issuers and underwriters to de-
termine the offering price for their new issues. 4) Second Board:
In the latest meeting of the People’s Congress, China announced
its intention to establish a second board to help the develop-
ment of high technology and high-growth SMEs. 5) Cultivat-
ing Institutional Investors: In order to encourage the
development of institutional investors, open-ended funds would
be introduced in 2001, and insurance companies, pension funds,
and social security funds would be allowed to enter the securi-
ties markets. In addition, regulations covering the governance
of fund management companies would be enhanced, requiring
amongst other things, that they have independent directors on
their boards to protect the interests of small investors. 6) Glo-
balization: Ms. Zhao noted that the negotiations for China to
enter into the WTO were entering their last stage, and that this
would bring new regulatory challenges, including the introduc-
tion of joint venture securities firms, and joint venture fund
management companies. 7) Clearing and Settlement System:
To date China had developed a nationwide integrated equity
market system centred on the Shanghai and Shenzen Stock Ex-
changes, each with their own clearing and settlement systems.
In 3/2001 the new Central Clearance and Settlement Company
was established. 8) Compliance and Enforcement: Nine new
enforcement agencies had been established, and many new pro-
fessional experts had been recruited. 9) Improve Quality of
Listed Firms: Non-state owned firms would be encouraged to
list on the Chinese stock exchanges. In addition more stringent
guidelines for information disclosure and for the management
of listed companies had been introduced. Senior management
of listed companies would also be reminded of their fiduciary
duties. 10) Investor Education: Investor education is being en-
hanced using a range of technologies including the internet.

17. Finally Ms. Zhao identified four broad areas in which
improvements in the market were required: corporate gover-
nance of listed companies and securities firms, the monitor-
ing function of the stock exchanges, financial product
diversification, and internationalisation of the securities in-
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dustry. She noted a range of areas where reforms were planned
for the future, including, the regulatory framework for IPOs,
the planned launch of the second board, further strengthening
the regulation of listed companies, improving the technology
for monitoring securities firms, sanctioning open-ended funds
and other investment management activities, encouraging the
adoption of information technology in the industry, address-
ing the problem of floating previously un-tradable shares, and
preparing for the establishment of joint ventures for securi-
ties firms, and fund management firms.

B. Hong Kong, China

18. Ms. Alexa Lam, Executive Director, Securities and Fu-
tures Commission, Hong Kong, China described the secu-
rities markets in Hong Kong. She first examined the
macroeconomic situation, noting that the economy returned
to positive growth in the second quarter of 1999 and contin-
ued to grow during 2000. During the year, GDP registered
10.5% real growth; total exports of goods grew by 17.1% in
real terms, exports to the US, EU and Asia all recorded double-
digit growth; exports of services grew by 14.3% in real terms;
visible and invisible trade, taken together, achieved a surplus
of $60 billion; local consumer spending grew by 5.4% in real
terms; and overall investment spending turned around and
grew by 8.8% in real terms. Ms. Lam remarked, however,
that the effects of this economic improvement had not yet
reached businesses on several counts. Profit margins remain
tight, and are below those before the financial crisis. Although
the rate of unemployment is falling, it remains higher than
before Hong Kong’s recent economic setbacks. The down-
ward adjustment in the property market has also meant that a
considerable number of middle-income households find that
the value of their property has fallen, in many cases into nega-
tive equity levels.

19. Ms. Lam outlined the broad structure of Hong Kong’s
securities markets. She noted that the stock market is run by
Hong Kong Exchanges and Clearing Limited (HKEx). HKEx
runs a main board and a second board known as the Growth
Enterprise Market (GEM). GEM provides fund-raising op-
portunities for start-up companies with high growth potential
but without proven track records. Ms. Lam observed that by
end 2000, Hong Kong was the largest stock market in Asia
after Japan, was the tenth largest in the world, and that it had
become a major fund-raising centre, especially for Mainland
China. She argued that the growth of the Hong Kong stock
market was because of its liquidity, openness and high level
of participation by institutional investors.

20. Ms. Lam then summarised the financial market reforms
being undertaken in Hong Kong, discussing first the estab-
lishment of HKEx from the merger of four exchanges. She
noted that the merger was aimed at centralising the securities
and futures markets, as well as the trading and clearing func-
tions, under a single holding company, which could operate
on a commercial and profit-making basis. The merger was

completed on 6/3/2000, and the new entity listed its shares on
27/6/2000. Ms. Lam identified several benefits arising from
the demutualisation of the exchange including: the realisation
of economies of scale in terms of operational efficiency, sav-
ings in infrastructure investment, facilitation of risk manage-
ment, and financial strength to meet external competition; and
the fact that the exchanges and clearing houses would now
act not only in their members’ interests, but also be respon-
sive to market forces.

21. The two other key aspects of the reform process—namely
enhancing the infrastructure for the market and modernising
and rationalising the legal framework for the regulatory re-
gime—were also discussed by Ms. Lam. She noted that the
Financial Secretary had appointed a Steering Committee on
the Enhancement of the Financial Infrastructure (SCEFI) to
study and recommend the necessary improvements to the fi-
nancial infrastructure in Hong Kong. Key issues for the Steer-
ing Committee to pursue included establishing a single
clearing arrangement for securities, stock options, futures and
other exchange-traded transactions; straight-through process-
ing and achieving a scripless securities market. Ms. Lam de-
scribed how, under SCEFI’s guidance, a dedicated Securities
and Derivatives Network (SDNet) has been set up which elec-
tronically links members of the securities and futures com-
munity, so enabling them to automate previously paper-based
tasks. For example, electronic applications for shares were
accepted for the first time for the MTRC public offering in
10/2000, and the same month, AMS/3, the third-generation
automatic matching system, was also introduced.

22. Ms. Lam described how a new legislative framework to
provide Hong Kong’s financial markets with a high standard
of supervision and investor protection, and the flexibility to
anticipate and respond to rapid changes in the market, has
been put in motion. She noted that the reason for doing this
was that Hong Kong’s existing legislation governing the se-
curities and futures market is a patchwork of ten Ordinances
written over the course of the last 25 years. Ms. Lam argued
that this legislative regime is complex, cumbersome and is
being rendered obsolete by new changes brought about by
globalisation, technological innovations and the introduction
of new products, services and trading methods.

23. Amongst the major new regulatory initiatives Ms. Lam
discussed were the introduction of a single licence for mar-
ket intermediaries to streamline regulatory arrangements and
improve the quality of intermediary services; the establish-
ment of a civil Market Misconduct Tribunal and the expan-
sion of the existing criminal route to combat market
misconduct; new investigative powers for the Securities and
Futures Commission; the modernisation of the regime for
disclosure of securities interests to enhance market trans-
parency; the institution of a flexible framework for the regu-
lation of new products and services, like automated trading
services, to facilitate market innovation; and the provision
of more efficient channels of appeal against SFC decisions
for aggrieved parties.
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24. Ms. Lam concluded by noting that the objectives of the
reforms are to enhance transparency in Hong Kong’s finan-
cial markets, investor confidence, good corporate governance,
market integrity, and Hong Kong’s position as an international
financial centre.

C. Indonesia

25. Mr. Herwidayatmo, Chairman, Capital Market Su-
pervisory Agency (BAPEPAM), Indonesia, discussed the
situation in Indonesia, examining first the current condition
of the Indonesian capital markets. Noting that the composite
price index of the Jakarta Stock Exchange (JSX) may be the
best reflection of the political state of Indonesia, he observed
that after the last general election and the installment of the
president and vice president in 10/1999, the composite price
index reached 716.46, the highest level ever achieved in the
history of Indonesia. Since then, however, as a result of po-
litical instability, the index had consistently fallen, and that it
now stood below 400, the same level as in 1990. Mr.
Herwidayatmo noted that the trend in market capitalization
was also similar. After reaching the highest ever level in 1999
of about Rp. 452 trillion, at end 2000 market capitalization
was down to Rp. 259 trillion—a decreased of about 42.5%,
and on 23/3/2001 it was down to Rp. 225—a further decrease
of about 13.4%. Mr. Herwidayatmo remarked that this de-
cline would have been even higher, apart from the IPOs dur-
ing 2000 and 2001, of which there were 226 and 3 respectively.
Liquidity on the JSX, in terms of average daily turnover, dur-
ing the last three years also showed the same pattern, declin-
ing from about Rp. 600 million in 1999, to about Rp. 500 in
2000, and about Rp. 370 during the current year.

26. Mr. Herwidayatmo observed that in terms of market com-
petitiveness, the Indonesian market was no longer attractive
to foreign investors. The composition of investors in the mar-
ket between local and foreign participants showed that for-
eign investors had been leaving the market over the last five
years: in 1996 the composition was almost equal, but by 2001
local investors dominated the market with foreign participa-
tion at a level of about only 10%.

27. Mr. Herwidayatmo described some actions that had been,
and were going to be taken, in Indonesia to reform the mar-
kets. He observed that in 2000, 5 new rules had been issued
and 12 existing rules had also been revised. Some of the new
rules were intended to facilitate the introduction of a scripless
trading system, and some of the revised rules were aimed at
improving the IPO process by introducing book-building and
the use of red-herring prospectuses. Mr. Herwidayatmo noted
that in order to improve disclosure and transparency, revi-
sions had been made to the rules on material transactions,
changes in the line of business, tender offers, and acquisition
of public companies. A new rule on net adjusted working capi-
tal was also implemented in 4/2000 in order to preserve the
integrity of the market.

28. A key event for the Indonesian capital markets Mr.
Herwidayatmo identified, was the introduction in 7/2000 of
scripless trading and book-entry settlement. He noted that the
computer trading systems of the SROs (i.e. the exhange, the
clearing and guarantee, and the central depository) have been
fully integrated in order to support this new system and to
ensure that the system runs smoothly. In addition, he observed
that the JSX is preparing to implement a remote trading sys-
tem in order to increase market liquidity and investor access,
and that the Surabaya Stock Exchange is developing an on-
line trading system to allow brokers to trade directly from
their offices.

29. Mr. Herwidayatmo observed that the number of enforce-
ment actions increased in 2000—the number of parties on
whom sanctions were imposed over the last 2 years was more
than double the number in previous years. He noted that start-
ing from 2000, fines were now imposed not only on listed
companies but also on the management of the companies, if
it was found management misconduct was due to not imple-
menting good corporate governance principles properly. Mr.
Herwidayatmo remarked that there had also been an increase
in the number of investigations undertaken—during 2000 39
cases were detected, 28 of which were completed.

30. Mr. Herwidayatmo discussed how Indonesia is in the pro-
cess of revising its Capital Market Law of 1996. He identi-
fied several important issues that would be covered in the new
law including: the granting of greater operational and finan-
cial independence to BAPEPAM; the demutualization of the
stock exchange; the issuance of stocks with no par value; the
assignment of broader responsibilities to capital market pro-
fessionals; the clarification of the definition of violations of
disclosure and good corporate governance principles; the im-
position of stronger sanctions for such violations; and the es-
tablishment of a limitation on nominee clients’ accounts.

31. Mr. Herwidayatmo analysed the impact of the crisis, and
described some strategies to bring Indonesia back to a path of
stability and sustainable growth. He noted that the crisis has
battered Indonesian self-confidence and increased a feeling
of insecurity. He argued that the crisis had consequences that
were beyond simply economics, and indeed that since the
problems are at root social and political, the healing process
had to be social and political as well. Mr. Herwidayatmo main-
tained that there must be a clear policy to manage the transi-
tion, such that at any time there is a reasonable balance
between freedom and order, and between change and conti-
nuity. Both the policy decision-making process and its imple-
mentation need to be improved. In order to normalize the
finances of the economy, Mr. Herwidayatmo stressed the need
for new funds to revive economic activity. He also acknowl-
edged the requirement for a strategy to maintain macroeco-
nomic balances.

32. Mr. Herwidayatmo concluded by identifying three ways
in which the international community can contribute towards
helping the Indonesian capital markets. First, he argued that
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the international community should forcefully confirm its
support for the integrity of the Indonesian nation, both in words
and in deeds, in order to help reduce domestic anxiety and
strengthen the government’s efforts to reestablish law and
order. Second, the international community should calibrate
the tone of their support for political reform, for improve-
ment in governance, and for economic reform and recovery
in a more balanced fashion. Third, the international commu-
nity should stand ready to help the Indonesia, including pos-
sibly by arranging longer-term and more substantial debt
restructuring. Mr. Herwidayatmo also stressed, however, that
the domestic government should first undertake the best ef-
forts it could to resolve the problems.

D. Malaysia

33. Mr. Attila Emam, Manager, Economic Analysis De-
partment, Securities Commission (SC), Malaysia, presented
a summary of the Malaysian economy and capital market. He
noted that Malaysia’s real GDP grew by 8.5% in 2000, led by
a faster recovery in aggregate demand and the manufacturing
sector, and that the external position remained robust as the
country had sufficient international reserves to cover its ex-
ternal debt, and a sustainable import cover. Mr. Emam ob-
served that the total amount of funds raised through the capital
markets continued to increase, with the proportion issued by
the public sector growing; that the main source of financing
within the equity market had been rights issues; and that the
total funds raised in the corporate debt market has remained
the same from 1999-2000, but that there had been changes in
the types of issuers which have been borrowing.

34. Mr. Emam noted that a range of domestic and external
factors had had a negative impact on the Malaysian stock
market, including changes in the reinstatement of Malaysia
into the MSCI indices, the launch of Malaysia’s Eurobond
issue, and the declines in the US markets. Mr. Emam observed,
however, that Malaysia’s performance over the past year of
4.7% was broadly in line with the rest of the region. Trading
activity has declined substantially, and there have been epi-
sodes of high price volatility.

35. The central development in the Malaysian capital mar-
kets identified by Mr. Emam was the launch of the Capital
Markets Masterplan on 22/2/2001. He noted that this provides
a strategic roadmap for the Malaysian capital market to be
internationally competitive, highly efficient, and supported
by a facilitative regulatory framework by 2010. Mr. Emam
remarked that the Masterplan consists of 6 objectives, 24 stra-
tegic initiatives, and 152 recommendations covering 11 key
areas of development, and that a Capital Markets Advisory
Council had already been formed to advise the SC on how to
implement the Masterplan.

36. Mr. Emam described various measures with different ob-
jectives that had been undertaken, or were about to be under-
taken, in the market. The first set of measures were to enhance

standards and market integrity. He noted these included the
reform of the Kuala Lumpur Stock Exchange’s (KLSE) list-
ing requirements in order to bring into effect the Malaysian
Code of Corporate Governance. These changes aimed to raise
the standards of conduct of directors and company officers of
listed companies, and to develop effective internal governance
and enforcement mechanisms. Mr. Emam observed that there
had been a shift towards disclosure-based regulations, with
the SC became the sole registering authority for prospectuses
for all offers of securities in 7/2000. It was anticipated that a
full disclosure based set of regulations would be achieved by
the second half of 2001. A Minority Shareholder Watchdog
had also been created to promote minority shareholder pro-
tection.

37. Mr. Emam discussed various measures instituted to pro-
mote the development of the bond market. He noted that sub-
stantial amendments to the laws were being made, including
centralising the approval authority for private debt securities
(PDS) with the SC, speeding up the approval process, the es-
tablishment of new guidelines and regulations to govern PDS
issuance process, the establishment of a shelf registration
scheme, and the specification of the contents of prospectuses
for debentures and the minimum content for trust deeds. An-
other measure discussed by Mr. Emam was the establishment
of an effective benchmark yield curve. In order to achieve
this, an issuance calendar was introduced in 3/2000 to pro-
vide details of each Malaysian Government Security (MGS)
issued to the market, and some MGS issues were re-opened
so as to increase the amount outstanding and the liquidity of
these issues. Mr. Emam observed that the guidelines on asset
securitisation were also being developed. A National Bond
Market Committee was also being established.

38. Mr. Emam identified four measures that were being taken
to strengthen market intermediaries and market infrastructure:
1) The consolidation of the stockbroking industry which re-
quired the development of a policy for appropriate consolida-
tion and the formation of so-called Universal Brokers. He
noted that to date, nine brokers had agreed to merge with three
others, and five had submitted applications for Universal Bro-
ker status. 2) The reduction and liberalisation of brokerage
commissions—with the first phase implemented in 9/2000
and full deregulation anticipated in 7/2001. 3) The establish-
ment of a mandatory programme to promote professionalism
among licensed representatives. 4) The move from T+5 to
T+3 for the rolling settlement cycle which started 20/12/2000.

39. Another area Mr. Emam talked about was the promotion
of the use of e-commerce and technology within the capital
market. He noted that this was being done through the release
of a consultation paper, and through the establishment of a
Working Group on Electronic Commerce in the Capital Mar-
kets. Mr. Emam observed that there were currently fourteen
stockbrokers providing Electronic Client Ordering Systems
via the internet with approximately 8,000 clients registered
with them.
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40. Mr. Emam described some measures that were being
taken to enhance the efficiency of the broader financial sys-
tem, including the banking sector. He noted that a Financial
Sector Masterplan was launched on 1/3/2001 to provide a blue-
print for the development of an effective, competitive, resil-
ient and dynamic financial system by 2010, and that its
recommendations covered 6 areas of development. Mr. Emam
also discussed how the government was encouraging bank-
ing sector consolidation, and that to date 50 of the 54 banking
groups had been merged into 10 banking groups. He also ob-
served that a range of liberalisation measures had been taken,
including the fact that banking institutions were now allowed
to outsource non-core functions to third party resident ser-
vice providers.

41. Mr. Emam concluded by outlining some positive changes
in the markets. He noted, in particular, that the capital in-
jected into the financial system by Danamodal had been re-
duced through repayments, that the financial sector
restructuring process had improved—for example 44% of the
non-performing loans had been removed, and that the Corpo-
rate Debt Restructuring Committee had also been making good
progress.

E. Korea

42. Mr. Yoon, Yeo Kwon, Director, International Co-op-
eration Division, Financial Supervisory Commission,
Korea, analysed the reform measures taken in the Korean capi-
tal markets. He discussed first some changes in capital mar-
ket infrastructure. He noted that one of the objectives of the
government has been to reform the listing requirements and
trading rules in order to facilitate participation of small-sized
firms with significant growth potential in the capital markets.
The Korea Stock Exchange (KSE) listing requirements were
thus amended to allow small-size firms to be listed more eas-
ily than before, and also to boost foreign investors’ participa-
tion in the Korean stock markets. He observed, for example,
that the amendments now let the stocks of foreign firms, as
well as a part of the equity of firms already listed on offshore
stock exchanges, to be listed on the KSE.

43. Mr. Yoon outlined the regulatory changes made to pro-
mote the development of the KOSDAQ market. He noted that
many practices that were deemed to have the potential to
threaten fair and sound trading have been abolished. For in-
stance, from 5/2000 short selling has been prohibited except
when settlement for the stocks sold was guaranteed. Also, ven-
ture capital companies that invest in venture companies are
now required to deposit stocks for three months after issu-
ance. Mr. Yoon remarked that numerous measures had also
been introduced to stabilize and boost the KOSDAQ market,
and also that relevant regulations of the Korea Securities
Dealer’s Association (KSDA) had been amended to reinforce
the accountability of venture capital firms and underwriting
security companies.

44. Mr. Yoon identified several improvements that had been
made to the bond market in 2000. In order to improve the
secondary market, he pointed to the introduction of a regula-
tion for the establishment of a type of securities firm special-
ized in the trading and brokerage of bonds, and confirmed
that thirty-six specialized bond dealers had been appointed.
He noted that the establishment of inter-dealer brokers had
been permitted, and that three private bond evaluation com-
panies had been appointed to provide price information, and
to facilitate the implementation of mark-to-market valuation
rules. In addition, the KSDA had been required to disclose
information about bond transactions so as to enhance market
transparency.

45. Mr. Yoon observed that the Korea Futures Exchange
(KOFEX) started trading in 4/1999. He noted that trading vol-
ume had doubled over the past year, and that the number of
investors had increased significantly. Mr. Yoon discussed a
range of reforms taken to improve trading on KOFEX: the
exchange had reduced the margin requirements for US dollar
futures and government bond futures; various laws and regu-
lations were amended to help stimulate the market and to meet
institutional hedging demands; KOSDAQ 50 futures were
introduced onto KOFEX in 1/2001; and the initial deposit
required for trading stock index futures transactions had been
lowered.

46. Mr. Yoon described the policies that had been introduced
relating to internet trading of securities. He noted that as at
year-end 2000, on-line trading accounted for 55.9% of the
total amount of contracts in Korean stock markets including
both the KSE and KOSDAQ. The trading volume via the
internet amounted to 92.6% of total on-line trading, up from
89.8% in 1999. Mr. Yoon described how the Korean govern-
ment has responded to this rapid growth in trading. With rela-
tion to the permission policy, the required amount of paid-in
capital for the establishment and operation of on-line trading
brokerages, was lowered. Due to the change, two brokerage
firms specializing only in internet stock trading were opened,
and as of the end of 2000, 37 out of 43 securities companies
provided online-trading services.

47. Mr. Yoon stressed that the relevant authorities had been
working on ways to improve the security and privacy of the
electronic documentation relating to customers. For example,
securities companies will be required by 10/2202 to adopt
host-site back-up systems apart from their main systems. To
prevent investors from suffering reckless losses while trading
securities on the internet, the Financial Supervisory Service
(FSS) provides both general advice on trading through the
internet, as well as detailed procedures to cope with unex-
pected electronic accidents. In addition, the FSS instructs both
SROs and securities companies to provide investors with suf-
ficient notification and information about internet securities
transactions.

48. Mr. Yoon described how the increasing number of internet
transactions has made it necessary to take enforcement ac-
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tions against fraudulent public offerings via the internet. He
noted that offerings and transactions of securities via the
internet have increased sharply from the second half of 1998,
but that some issuers have wilfully misled investors by fail-
ing to disclose material information and by exaggerating fi-
nancial statements. Since 10/2000, all issuers who want to
recommend the purchase of stocks to more than 50 subscrib-
ers are required to comply fully with established disclosure
rules. If an issuer fails to comply with these rules, it is subject
to enforcement actions. The FSC may also refer any person
to the public prosecutor’s office who violates the legal provi-
sions against unfair trading.

49. Mr. Yoon concluded by describing some policies that had
been adopted to promote greater foreign participation in the
Korean markets. A significant measure was to allow direct
investment by foreign investors into the KSE in 1/1992. At
that time, total acquisition by foreign firms was limited to
10% of each listed stock, and acquisition by foreign individu-
als was limited to 3% of each listed stock. The investment
ceilings for foreigners have been gradually raised ever since
and were finally abolished on 25/5/1998. Foreign investors’
participation in the KOSDAQ market has been allowed since
12/1997. At that time, total acquisition by foreign firms was
limited to 15% of each listed stock, and acquisition by for-
eign individuals was limited to 5% of each listed stock. These
limits were also completely lifted on 25/5/1998. Mr. Yoon
noted that some acquisition limits still exist for the stocks of
a few companies restricted by other laws and ordinances. The
Korean bond market has been open to foreign investment since
7/1994. All of the restrictions were finally abolished in 7/1998.

F. Singapore

50. Ms. Yeo, Lian Sim, Deputy Managing Director, Mon-
etary Authority of Singapore (MAS), discussed the state of
the capital markets in Singapore. She summarised the develop-
ment of the Singaporean economy as follows: in year 2000,
GDP growth was 9.9% (5.9% for 1999); financial services sec-
tor growth was 4.1% (0.8% for 1999); CPI inflation was 1.3%
(0% for 1999); and the current account surplus was S$37.6
billion (S$36.9 billion). Ms. Yeo provided some statistics on
the performance of the capital markets: in year 2000, the num-
ber of new listings was 81 (51 in 1999, 59% growth); the amount
of new funds raised was S$14.2 billion (S$12.2 billion in 1999,
16% growth); total turnover value was S$172 billion (S$197
billion in 1999, 13% fall); market capitalization was S$417 bil-
lion (S$470 billion in 1999, 11% growth); and the level of the
stock market index at year-end was 1,927 points (2,480 points,
22% fall). Ms. Yeo also noted there had been a steady growth
of issuance in various sectors of the debt markets—both in
Singapore dollars and non-Singapore dollars, and in the T-Bill
and Singapore Government Securities (SGS) markets.

51. Ms. Yeo described a series of reforms MAS had made
in the equity and futures markets to respond to the funda-
mental changes in the global financial landscape of techno-

logical developments, cross-border financial transactions, and
the breakdown of the financial services value chain. She noted
the demutualisation, merger and listing of the Singaporean
exchanges. The Stock Exchange of Singapore (SES) and
SIMEX were both demutualized on 1/12/1999, and merged
into a single integrated entity Singapore Exchange Limited
(SGX), which itself was listed on 23/11/2000. Ms. Yeo dis-
cussed how access had been opened to the Singaporean mar-
kets. In particular, trading restrictions on existing
foreign-owned stockbrokers were removed in 1/2001, SGX
has been admitting new members since 1/7/2000, trading re-
strictions on new members are to be lifted in 1/2002, and
members are allowed to hold dual membership since 1/7/
2000.

52. Ms. Yeo analyzed what was being done to promote foreign
participation and cooperation in the markets. She noted that MAS
would introduce a regulatory framework for Alternative Trad-
ing Systems (ATS), including foreign ATS, so as to increase the
range of securities trading services. Ms. Yeo also commented
that in the context of exchange linkages and cooperation, SGX
had been active in pursuing alliances including the SGX-ASX
co-trading link, and a joint venture with AMEX to trade ETFs.
It was thought that such strategic alliances and cooperative part-
nerships could widen the investor base and product range, and
also serve as channels for the exchange of know-how.

53. Ms. Yeo noted that in order to improve corporate gover-
nance, three committees had been set up to review the corpo-
rate regulatory framework, disclosure and accounting
standards and corporate governance practices, and a Code of
Corporate Governance had been accepted by the government.
She confirmed that SGX would require compliance by listed
companies with the Code, and also explanations for any de-
viations. Amongst the major areas covered by the Code were
board composition, remuneration matters, audit and account-
ability, and communications with shareholders. Ms. Yeo men-
tioned that stockbroking commissions were totally liberalized
on 1/10/2000, and that the settlement period had been shorted
to a T+3 cycle with effect from 15/3/2000.

54. Ms. Yeo described a number of initiatives that had been
taken since 1998 to help the debt market grow, noting that these
were underpinned by several fundamental factors, including a
more active SGS market, a conducive environment for bond
issuers, a diverse investor base, and a strong talent pool. In or-
der to develop the SGS Market, Ms. Yeo remarked that the is-
suance size of benchmark issues had been increased to
S$2.0-S$2.5 billion, that regular SGS repurchase programme
had be established, and that some existing issues had been re-
opened as new benchmarks. Ms. Yeo commented that several
other steps had been taken to enhance secondary market li-
quidity, including: fostering a liquid swap market by allowing
offshore banks to engage in swaps with non-banks, and lifting
the reserve requirement on banks for SGD swaps with non-
bank financial institutions and corporates; shortening the lock-
up period for bonds issued without a prospectus; and the
facilitation of e-bond trading.
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55. Ms. Yeo took stock of the current situation as follows:
there had been a record number of 81 new listings in 2000, 17
of which were foreign-based companies; SGX had admitted
10 new members since opening access in 7/2000; brokerage
commission rates had fallen to as low as 0.25% of contract
value, contributing to the proportion of total trading volume
conducted online increasing from 3.4% to 5.5%; healthy SGS
trading volumes and increase in corporate debt issuance; and
the SGS had been included in the JP Morgan Global Govern-
ment Bond Index.

56. Ms. Yeo concluded by identifying two legislative initia-
tives for the future. The first was the Omnibus Securities and
Futures Act which aimed to merge, streamline and update
existing legislation pertaining to securities and futures. The
second was the Financial Advisers Act governing the provi-
sion of financial advice on investment products including the
sale of collective investment schemes and life insurance.

G. Thailand

57. Mr. Prasarn Trairatvorakul, Secretary-General, Se-
curities and Exchange Commission (SEC), Thailand, spoke
about recent developments in Thailand. He first discussed the
activities that were being taken to strengthen the equity mar-
ket, and noted that despite the bearish conditions in the mar-
ket, efforts continued to reinforce the three basic building
blocks of the market: stimulating market demand for securi-
ties; enhancing quality supply of securities; and improving
the market infrastructure. On the demand side, Mr.
Trairatvorakul identified the following activities: the issuance
of Non-Voting Depositary Receipts (NVDR) to facilitate
shareholdings of foreign investors, the expansion of the long-
term institutional investor base by supporting the establish-
ment of the Retirement Mutual Fund (RMF) for self-employed
and independent professionals, and the expansion of the indi-
vidual investor base through on-line trading.

58. On the supply side, Mr. Trairatvorakul noted several ef-
forts were being pursued: the promotion of information dis-
closure and good corporate governance, establishing tax
incentives for listed companies for a specified period, expe-
diting the privatization of state enterprises, supporting the list-
ing of companies in target industries, expediting the launch
of derivatives, and supporting the establishment of exchange-
traded funds linked with foreign investments. In the context
of market infrastructure, Mr. Trairatvorakul identified the
corporatisation of the Stock Exchange of Thailand (SET),
setting the guidelines for the supervision of on-line securities
business, the liberalization of the commission structure, and
the expansion of the scope of business for securities firms.

59. Mr. Trairatvorakul described the four areas where atten-
tion was being focused in order to develop the bond market,
as follows: 1) The establishment of a regular and predictable
supply of government bonds to help the development of an
efficient government bond market. 2) The rationalisation of

the tax treatment of transactions to enhance the liquidity of
the secondary market. 3) Amendments to the legal and tax
treatment of asset securitisations in order to facilitate their
use. 4) Adoption of electronic technology to enhance the
working of the bond market, via scripless trading and the de-
velopment of an electronic trading platform.

60. Mr. Trairatvorakul remarked on how the Thai SEC in
cooperation with the Bank of Thailand and market partici-
pants was in the process of reviewing the scope of financial
services being provided by different types of financial insti-
tutions. He noted that it hoped to come up with some recom-
mendations within a year.

61. Mr. Trairatvorakul commented that several laws are be-
ing amended, and that several new laws are also being intro-
duced. Amendments were being made to the Securities Act
and the Public Companies Act to give better protection for
public investors, to make the market more transparent, and to
give better flexibility for business restructuring. Civil proce-
dures were also being introduced for market misconduct.
Among the new laws being introduced identified by Mr.
Trairatvorakul were the Derivatives Bill and the Trust Bill for
Capital Assets.

H. Taipei,China

62. Mr. Wu, Tang-Chieh, Vice Chairman, Securities and
Futures Commission (SFC), Taipei,China, spoke about de-
velopments in the their capital markets. He summarised some
macroeconomic development indicators as of the end of 2000.
He noted that over the past year economic growth rate was
5.98%, the consumer price index grew 1.3%, exports were
US$148.37 billion and imports were $140.01 billion, foreign
exchange reserves were US$106.7 billion, the personal sav-
ings rate was 25.2%, and the unemployment rate was 2.99%.
Mr. Wu stated that these figures indicated that the economic
fundamentals were sound and robust.

63. Mr. Wu presented some statistics summarising the activ-
ity in the capital markets. At the end of 2000, a total of 531
companies were listed on the Taiwan Stock Exchange (TSE)
with par value of NT$ 3,630 billion (US$ 108 billion). The
market value of equity shares was NT$ 8,191 billion (US$
248 billion—down from a level of US$ 375 billion the year
before). Mr. Wu noted that despite the small number of listed
companies (less than a quarter of that in Tokyo), trading vol-
ume stood at NT$ 30.8 trillion (US$ 993 billion) in 2000,
ranked the seventh largest in the world. The average daily
trading value was NT$ 112.6 billion (US$ 3 billion). Mr. Wu
noted that the TSE’s large trading volume was thus due to a
high turnover rate.

64. Mr. Wu observed that the number of companies listed on
the Over-The-Counter Securities Exchange (ROSE) had in-
creased rapidly in the past few years, from 11 firms at the be-
ginning of 1994 to 300 firms at the end of 2000. The market
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value of registered equity shares increased over 100 times, to
NT$ 1.05 trillion (US$ 31.8 billion). Trading volume includ-
ing stocks and bonds on the ROSE in 2000 totalled NT$ 73.4
trillion (US$ 2.22 trillion). Outstanding bonds listed on the TSE
and the ROSE at the end of 2000 included NT$ 1.48 trillion
(US$ 44.8 billion) of government bonds, NT$ 443 billion (US$
13.4 billion) of corporate bonds, and NT$ 113 billion (US$ 3.4
billion) of 17 foreign bonds. In order to summarise the level of
foreign investment, Mr. Wu observed that the total accumu-
lated net inward remittances was US$29.4 billion, of which
over 90% was kept in the form of equity shares, with the re-
maining balance was kept mainly in bank deposits, commer-
cial paper, and beneficiary certificates. He noted also that since
30/12/2000, there had been no limitation on foreign investors’
shareholdings except for certain industries.

65. Mr. Wu summarised the main capital market reforms un-
dertaken in 2000 as follows. The SFC announced on 7/8/2000
guidelines to allow TSE-listed and OTC-quoted companies
to buy their back shares. Mr. Wu noted that foreign entry in
discretionary investment management would be opened up in
the future. The SFC had allowed securities investment trust
companies (SITE) and securities investment consulting com-
panies (SICE) to open discretionary investment businesses.
He remarked that the SFC had requested the TSE to extend
stock market trading hours in order to match the international
trend. Mr. Wu observed that a Second Board was established
on the OTC Exchange in 4/2000. It is expected that many
small and medium enterprises, and start-up technology and
internet firms would be interested in floating their shares on
the Second Board, as Taiwan [sic] Innovative Growing Entre-
preneurs (TIGER). At the end of 1/2001, 12 companies had
listed on the Second Board.

66. Mr. Wu remarked that the government wanted to pro-
mote on-line trading, and had established TAIWAN-CA.COM
Inc. in order to provide security certificate services. He ob-
served that by the end of year 2000, 74 securities firms opened
on-line businesses, and had captured 7.73% of the total mar-
ket share by trading value. Mr. Wu confirmed that the gov-
ernment wanted to lift the restrictions on foreign share holding
of listed companies, and that since 30/1/2000, except for some
special industries such as banking and telecommunications,
there has been no share holding restrictions on foreigners to
invest in Taipei,China securities markets. Mr. Wu stated that
the government had increased the penalty for insider trading
to up to seven years in custody.

67. Mr. Wu concluded by describing some measures antici-
pated in the future concerning the reform of the capital mar-
kets. He noted that the government wanted to encourage
acquisitions and mergers among businesses in order to en-
hance competitiveness. To do this, it was in the process of
enacting the Financial Holding Company Law, and had pro-
mulgated some “Points to be Noted in the Merger of Listed
Companies” to ensure the integrity of the market during merg-
ers. Mr. Wu remarked that the IPO application process would
be simplified: the pre-listing observation period would be

shortened from two years to one year, self-regulation of un-
derwriters would be strengthened, and there would be a re-
view of the contents of prospectuses and of disclosure
methods. He stated that brokers would be allowed to trade
non-listed securities of publicly-held companies—and that the
role of brokers in this market and the procedures of clearing
and settlement, were being studied.

68. Mr. Wu remarked that dematerialisation of securities was
being promoted. He noted that the legal basis for asset man-
agement would be reformed, and that the government was
enacting the Securities Investment Trust Law and the Securi-
ties Investment Consulting Law. Mr. Wu observed that the
quantitative restrictions on corporate bond issuance by pub-
licly traded companies would be relaxed. Other reforms in-
cluded that the feasibility of listed companies issuing bonds
with warrants was being reviewed, that the SFC was evaluat-
ing a new type of futures contract which would be one fourth
the size of current ones, in order to facilitate small-medium
sized investors to conduct risk-hedging, and that the TSE In-
dex Option would begin trading this year on the Taiwan Fu-
tures Exchange.

I. Philippines

69. Ms. Lilia Bautista, Chairman, Securities and Ex-
change Commission (SEC), the Philippines, spoke about
the Philippine capital markets. She described the macroeco-
nomic situation in the country, noting that the economic re-
covery that began in 1999 after the Asian crisis and El Nino
was sustained until the first three quarters of 2000. There was,
however, a marked economic slowdown during the fourth
quarter of 2000 as the Estrada administration faced a political
crisis, coupled with economic concerns including the weak-
ening peso, the widening budget deficit and interest rate con-
cerns. In spite of the confluence of adverse factors affecting
the market, Mrs. Bautista noted that the economy continued
to post growth. Overall, GNP expanded by 4.2% in 2000 from
3.7% in the previous year, and GDP rose to 3.9% from 3.3%
in 1999. The balance of payments incurred a deficit US$918
million (as of 11/2000) from a positive US$3,236 million at
the end of the previous year. However, a positive balance of
trade continued to grow from US$4,295 million for 1999 to
US$6,691 million, an increase of almost 56%.

70. Mrs. Bautista examined the development of the capital
markets. She noted that year-on-year the composite index lost
30.26% or 647.47 points. For the year, the total value of trans-
actions on the Philippine Stock Exchange (PSE) was Pesos
357.66 billion ($8.09 billion), less than half of the previous
year’s turnover of Pesos 780.96 billion ($19.98 billion). The
total volume of transactions was 659.43 billion shares, or
289.53 billion shares less than last year’s total number of
shares traded (a decline of 30.51%). On 20/10/2000 the Com-
posite Index slid to its lowest level since 8/10/1998 at 1,251.23
points. The market capitalisation grew, however, by 33.03%
to P2.577.68 billion (US$51.56 billion). There were 7 com-
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panies which applied for an internet trading license from the
Philippine SEC in 2000, 3 of which started operations before
year-end. The average monthly value of trades through online
trading was P13,722,818.

71. Mrs. Bautista described the reforms planned to enhance
the debt market. She noted that historically debt securities
had only been traded in the OTC market. In order to provide
flexibility to corporations in raising capital either through debt
or equity, the Commission approved the “PSE Listing Guide-
lines and Trading Procedures for Debt Securities”. Mrs.
Bautista remarked on the PSE’s initiative to list Small De-
nominated Treasury Bonds on 15/1/2001, and also noted that
the Bankers Association and Investment Houses had been
working to create a new debt securities exchange.

72. Mrs. Bautista examined the development of market in-
frastructure, and described the reform of the regulatory frame-
work. She noted that the legal infrastructure for capital market
regulation was substantially strengthened in 7/2000 by the
passage of the new Securities Regulation Law (Code) which
became effective in 8/2000. The Code incorporated interna-
tional best practice standards, including full and fair disclo-
sure by public companies, codification of the role and
regulation of SROs, and technological developments, and also
addressed local market abuses. In addition, it required
demutualisation of the PSE by 8/2001, and enabled the SEC
to reorganize its structure in 11/2000. Mrs. Bautista observed
that in 12/2000 approximately 93 regulations were adopted
implementing the new Code, and that these rules became ef-
fective on 2/1/2001.

73. Mrs. Bautista described the SEC’s actions concerning
the PSE. She noted that the SEC suspended the Self Regula-
tory Organization (SRO) status of the PSE on 7/3/2000 fol-
lowing the mass resignation of the exchange’s Compliance
and Surveillance Group (CSG) in protest at the PSE’s Board
of Governors alleged “white washing” of the CSG’s investi-
gative report. This SRO status was restored on 8/9/2000 after
passage of the Code and compliance by the PSE with the terms
and conditions set by the SEC. Mrs. Bautista observed that
amongst the most important of these conditions was that the
PSE increased the number of its non-broker members on its
Board from three to eight. Out of these eight non-broker mem-
bers, three should be independent directors and persons who
represent the interests of issuers, investors, and other market
participants, and who had not been associated with any bro-
ker, dealer, or member of the exchange for a period of two
years prior to their appointment. Mrs. Bautista observed that
the Code requires all exchanges existing under the previous
Securities Law to be organized as stock corporations within
one year from enactment. The PSE’s demutualization plan is
required to be submitted for approval to the SEC no later than
30/4/2001.

74. Mrs. Bautista discussed how the SEC approved on 11/5/
2000 the Exchange Rules governing additional listing of shares
when there was likely to be a significant demand for shares

from existing shareholders. She noted, however, that the Ex-
change was not allowed to permit the listing of shares subscribed
through private placement, debt-to-equity conversion, share-for-
share or property-for-share swap, or similar transactions, un-
less a rights offering or public offering for such shares was first
undertaken. Mrs. Bautista remarked that the Commission also
approved the Exchange’s “Rules on Voluntary and Involuntary
Delisting”. These allowed securities listed on the Exchange to
be suspended from being traded, or to be removed from the list,
under certain conditions. This could occur if the Exchange de-
termined that the issuer failed to comply with the Listing Agree-
ment or the Listing and Disclosure Rules of the Exchange, or if
the trading volume of the company fell below that required by
the Exchange, or if there was no objection to the proposed
delisting from at least 10% of the outstanding shareholders.

75. Mrs. Bautista remarked on the changes to the clearing
and settlement systems that were being made. As of 5/10/
2001, the current settlement deadline of 11.00 am on T+4
was changed to 12.00 pm on T+3. She noted that the SEC had
established new rules related to internet trading, including
public offerings and disclosure through the internet. The SEC
had also issued new guidelines for the electronic delivery of
prospectuses, which incorporated international best practice
and sought to ensure that an investor will be provided with
the same protections whether prospectuses are delivered per-
sonally or through the mail.

J. Japan

76. Mr. Tatsuya Kanai, Director, International Financial
Markets, Financial Services Agency (FSA), Japan,
summarised recent developments in the Japanese capital mar-
kets, focusing on the main points of the financial issues in the
government’s measures announced on 6/4/2001 to respond to
Japan’s economic situation. He discussed initially the mea-
sures taken to revitalize the financial and corporate sector.
Mr. Kanai noted that an integrated approach to the NPLs of
banks and excessive corporate debt had been developed which
was composed of several goals and policies. The first goal
was the drastic removal of NPLs from banks’ balance sheets.
In order to do this there was to be a time limit on creditors to
achieve this within two years; there would be periodic disclo-
sure of the actual record of removals of NPLs by the banks,
which would be monitored by the FSA; and banks would be
required to develop schemes for improving the quality of those
loans to debtors which were classified as “needing attention”.

77. The second goal identified by Mr. Kanai was the need to
promote corporate reorganization. This would be achieved by
establishing guidelines regarding the process of corporate re-
organization and debt forgiveness through private-sector con-
sultation in which the authorities participated (along the lines
of the principles of the International Federation of Insolvency
Professionals and the “London Approach”). In addition, Mr.
Kanai noted that the Law on “Special Measures for Industrial
Revitalization” would be used.
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78. The third goal noted by Mr. Kanai was the enhancement
of debt forgiveness by financial institutions. This would be
implemented by enhancement DIP (Debtor-in-Possession)
finances, by using debt-equity swaps, and by supportive tax
treatment, and other measures by public financial institutions,
concerning the above-mentioned guidelines.

79. The fourth goal of the integrated approach to the NPLs
of banks and excessive corporate debt discussed by Mr. Kanai
was that loan assets be sold. In order to effect this, the con-
tracts and transaction procedures for trading loans would be
standardized, and the Resolution and Collection Corporation
would be enhanced to include trustee and other business.

80. Mr. Kanai examined another key set of measures taken
to revitalize the financial and corporate sector, namely those
aimed at limiting the shareholdings of banks. In order to ef-
fect this, he noted that the amount of shares that a bank can
hold was to be limited to the equivalent of the bank’s capital.
Any portion of shareholdings exceeding this limit would have
to be sold within a certain period. Mr. Kanai described how
the Banks’ Shareholding Acquisition Corporation (BASAC)
was being established, jointly by banks and other institutions,
in order to facilitate this. As a temporary measure, shares held
by banks were to be purchased by BASAC at market value,
and such purchases would be supported by public-sector fund-
ing. ETFs (exchange-traded investment trust funds), invest-
ment trust funds, and investment defined contribution pension
funds would be actively used for the sale of shares acquired
by BASAC. Mr. Kanai mentioned that a work plan for BASAC
would be developed as soon as possible.

81. The second broad topic Mr. Kanai analysed was the struc-
tural reform in the securities markets. He identified four re-
forms in this area, remarking first that the acquisition of
own-shares by issuing companies (“treasury stock”) would
be allowed under certain conditions. To achieve this, Mr. Kanai
noted that relevant rules would be revised and the capacity of
the Securities and Exchange Surveillance Commission would
be strengthened to prevent insider trading and price manipu-
lation. In addition, the net-asset requirement per investment
unit in shares would be removed. The second measure aimed
at reforming the securities markets mentioned by Mr. Kanai
was the introduction of defined contribution pension schemes
and defined benefit pension schemes. He identified third the
creation of a book entry system for securities, in order to en-
able paperless trading and shorten the settlement period. Fi-
nally Mr. Kanai remarked on the introduction of an
Exchange-Traded Fund (ETF) linked to stock price indexes,
which could contribute to market activity by enabling conve-
nient and prompt investment in small amounts of money.

82. Mr. Haruhiko Kuroda, Vice Minister for International
Affairs, Ministry of Finance, Japan, gave the lunchtime
speech in which he discussed capital market reforms in
Asia. He noted that the East Asian region as a whole has a
capital surplus, and argued that healthy capital markets which
efficiently recycle long-term funds within Asia will contrib-

ute to solving those economic and financial problems still
remaining in each country. Mr. Kuroda discussed the lessons
that have been learned from the Asian crisis, noting that at the
time the scope and magnitude of short-term capital flows were
not fully recognized by either the lending or borrowing coun-
tries or by international organizations. He argued that suffi-
cient attention was not paid to early warning signs, and that
the disclosure of accurate information about economic con-
ditions in the emerging markets would have played an impor-
tant role in formulating correct market perceptions and in
preventing abrupt changes in capital flows. To prevent future
crises, Mr. Kuroda observed that Asian countries have been
seeking to build strong financial sectors, domestic capital
markets, and frameworks of supervision.

83. One key area Mr. Kuroda analysed as being necessary was
the development of capital markets, and especially bond mar-
kets, as they can provide an important balance to over-reliance
on banking loans which have been the main source of funds for
corporate growth in Asia. He identified four key areas for the
development of bond markets. The first was infrastructure.
Mr. Kuroda commented on various reforms aimed at improv-
ing the infrastructure of the Japanese bond market. These in-
cluded restructuring the Bank of Japan’s Financial Network
System, for example, by introducing a Real Time Gross Settle-
ment (RTGS) system, the consideration of appropriate legisla-
tion to integrate the bond settlement systems, and the
simplification of the tax system. The second key area of impor-
tance for the development of bond markets, identified by Mr.
Kuroda, was the need to broaden the investor base. One way to
do this is to offer attractive bonds, for example, by issuing as-
set-backed securities (ABS) that increase the variety of bonds
in the markets, while at the same time raising creditworthiness.

84. The third area of relevance noted by Mr. Kuroda for the
development of the bond markets was credit rating. He con-
tended that small companies are having difficulty in tapping
the bond market because potential investors are unable by
themselves to judge their creditworthiness, and that large com-
panies in Asia are also said to have experienced some diffi-
culty with credit ratings. Mr. Kuroda thought this could be
because the dominant non-Asian rating agencies do not pos-
sess in-depth understanding of the region, and therefore rate
Asian companies lower than is warranted, just to be safe. He
observed with interest that some Asian rating companies are
exploring the possibility of collaborating among each other,
thereby enriching their historical data and expanding their
ratings coverage. He also commented that the US credit rat-
ing agencies are expected to learn more about how things work
in Asia. Mr. Kuroda stressed that public regulators should pay
closer attention to the credit rating agencies’ performance,
while maintaining a dialogue with them.

85. The fourth key area for the development of bond mar-
kets is credit enhancement. Mr. Kuroda argued it was impor-
tant to bridge the gap between investors’ appetite for risk and
the quality of bonds. In response, he noted that Japan had
established two credit enhancement facilities for bond issu-
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ance to help Asian issuers from crisis-affected countries tap
international markets. In 1999, the Japan Bank for Interna-
tional Cooperation expanded the coverage of its credit guar-
antee scheme to include public bonds issued by developing
countries. The Asian Currency Crisis Support Facility was
also established in the ADB, and funded by Japan, to assist
the crisis-affected countries of Asia in their recovery.

86. Mr. Kuroda discussed regional financial cooperation in
Asia, and recognized that joint efforts and cooperation among
East Asian countries were crucial for the financial stability of
the region. To this end, he observed that the Finance Ministers
of ASEAN + 3, (namely PRC, Japan, and the Republic of Ko-
rea), met in Chiang Mai, Thailand, last May, and agreed to cre-
ate a network of bilateral swap and repurchase agreement
facilities. Mr. Kuroda commented that it was obvious that in a
large-scale crisis like that of 1997, the international commu-
nity as a whole must cooperate to meet the foreign currency
needs of crisis-hit countries. He argued, therefore, that the new
swap arrangement was designed to provide supplementary as-
sistance to that of the international financial institutions. He
expected that several bilateral arrangements would have been
concluded by the time of the next ASEAN + 3 Finance Minis-
ters’ Meeting in May. Mr. Kuroda maintained that the Chiang
Mai Initiative will be effective as a mechanism to handle future
currency and financial contingencies in the region. In addition,
he thought the development of a financial cooperation frame-
work would help promote serious policy dialogue, and greater
mutual understanding and cooperation, in response to economic
developments in the Asian region. This in turn was expected to
further enhance regional financial cooperation among Asian
economies to prepare for future contingencies.

87. Mr. Kuroda concluded by discussing the Japanese
economy. He noted that the economy grew by 3.2% at an
annualised rate in the fourth quarter of last year, that GDP
grew 1.7% in 2000, but that recently the recovery appeared to
be stalling. Exports have decreased, with the result that in-
dustrial production has weakened, private consumption re-
mains broadly flat, and the unemployment rate is at a
historically high level. Mr. Kuroda argued, however, that as a
result of restructuring efforts, the balance sheets of Japanese
companies have improved, and that they have enough finan-
cial strength to increase investment once the situation clears.
Provided there was no further deterioration in the external
situation, such as a prolonged weakness in the US economy,
Mr. Kuroda maintained that the slowdown would be tempo-
rary, taking into account the impact of the measures for mon-
etary-easing implemented by the Bank of Japan (BOJ). These
included changing its operating target from the overnight call
rate to the outstanding balance of the checking accounts at
the BOJ, with an eye to stabilizing the consumer price index
above zero, and increasing its outright purchase of long-term
government bonds, where this is thought necessary for pro-
viding liquidity.

88. Mr. Kuroda was confident that there would not be a cri-
sis, such as a crash of JGBs or a sharp decline of the yen

because Japan was still running a current account surplus of
above 2% of GDP with net foreign assets at almost 20% of
annual GDP, and because Japan does not have either a fiscal
or current account deficit and does not need foreign money to
finance its deficit. He acknowledged that NPLs still remained
on banks’ balance sheets, and that they were depressing banks’
core profitability, which ultimately was affecting the recov-
ery of the economy. Mr. Kuroda noted that to respond to this
the Government announced a package of economic measures
in April which required banks to remove outstanding NPLs
classified in certain categories within 2 to 3 years, and which
also placed certain limitations on banks’ equity holdings. A
scheme would also be established to buy up at market price
those equities that banks were required to sell. Mr. Kuroda
commented that Japanese companies were also under intense
pressure to become more efficient: mergers and acquisitions
were in vogue, cooperation beyond traditional business rela-
tionships was being strengthened, companies were reconsid-
ering their employment policies, and deregulation was
underway. Mr. Kuroda argued that such structural adjustment
takes time to produce results, but was crucial for the economy
to transform itself to meet the challenges of the new century.

Session 2: Viewpoint of International
Financial Institutions

A. International Monetary Fund (IMF)

89. Mr. Garry Schinasi, Section Chief, Capital Markets
and Financial Studies, International Monetary Fund (IMF),
discussed the role of capital markets in Asia. He argued that
one of the important lessons of the crises of the 1990s—and
not just the Asian crisis—was that the performance and struc-
ture of a country’s financial system is an important fundamen-
tal factor for assessing that country’s overall economic
performance and prospects. He noted that many Asian coun-
tries are making strong efforts to reform their financial systems
and move in the direction of a market-intermediated financial
system away from an exclusively bank-intermediated system.
He noted a concern, however, that many of the measures that
were being taken were only necessary, and not sufficient, for
effective securities markets. A critical element was a recogni-
tion that finance—both in banks and markets—is primarily
about pricing and allocating capital and risk.

90. Mr. Schinasi discussed several key factors in the Asian
context. He noted that Asia has high domestic savings and
investment needs, large gross capital inflows and outflows,
and bank-dominated financial systems. He argued that, in Asia
as elsewhere, securities markets can improve opportunities
and returns for savers, reduce costs for borrowers, and im-
prove opportunities for pricing risk, and therefore for effec-
tive risk management. From a national perspective they can
reduce the concentration of risk in the banking and payments
system, and improve the ability to prevent systemic problems
by disbursing the ownership of risk. Mr. Schinasi contended
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that there are two important reasons why Asia needs securi-
ties markets. He said, first, it is simply a more transparent and
in some ways a more effective way of pricing and distribut-
ing risk, namely of diversifying the financial system. Second,
in order to attract and sustain capital flows from abroad, and
to allocate more effectively domestic savings at home, inves-
tors prefer well designed and regulated markets that are deep,
liquid, and transparent, to those that are not. Given the choice
investors will gravitate to the safer markets that are more likely
to ensure liquidity, even during turbulent periods.

91. Mr. Schinasi discussed the factors which were necessary
to support the establishment of effective private securities mar-
kets. He identified five key elements vital for the development
of corporate debt markets: 1) well-functioning money markets;
2) an appropriate balance between excessive regulation and
regulatory delay on the one hand, and weak regulation and su-
pervision of markets on the other hand; 3) the elimination of
impediments to market development from within the financial
industry itself, most often in the form of market power in the
financial industry which seeks either to stifle access to mar-
kets, or to impede the functioning of markets; 4) investment
banking expertise; and 5) the existence of a domestic investor
base. Mr. Schinasi stressed, however, that these factors were
necessary, but not sufficient characteristics of securities mar-
kets, and that there were other more fundamental determinants
including legal structures, cultures and histories. Mr. Schinasi
stated that there was accordingly no simple recipe for how to
foster the development of securities markets.

92. Mr. Schinasi concluded by examining some key charac-
teristics of securities markets, and stressed two of them. The
first was market liquidity. Mr. Schinasi noted that this cannot
be dictated by regulation, but must be promoted and nurtured
by instilling investor confidence, in part by fostering market
integrity, investor protection, and an effective market infra-
structure. Similarly, Mr. Schinasi identified the existence of
an investor base with an appetite for evaluating and trading in
credit risk as being a critical factor in developing markets.

B. World Bank

93. Mr. Noritaka Akamatsu, Lead Financial Economist,
Financial Sector Development Department, World Bank,
described what the World Bank does in the area of capital
market reform and development around the world, and then
summarised what the Bank was doing in Asia. He noted that
the World Bank’s operations in financial sector development
could be divided into several categories as follows: 1) Finan-
cial Sector Assessment Programs (FSAP); 2) traditional op-
erations in the financial sector; 3) lending operations: including
Structural Adjustment Loans (SAL), Private Sector Adjust-
ment Loans (PSAL), and Financial Sector Adjustment Loans
(FSAL); Financial Intermediation Loans (FIL), back-stop fa-
cility loans; 4) and non-lending operations: including research,
Technical Assistance (TA), TA loans, and grant-funded and
fee-based activity.

94. Mr. Akamatsu noted that the FSAP program was created
in recognition that the IMF and the World Bank needed to be
better prepared to respond swiftly and effectively to crises in
the financial sector in client countries, such as those which
broke out in Asia in 1997. He explained that an FSAP is de-
signed to make a comprehensive assessment of the state of
the financial sector of a country with a focus on: i) short-term
vulnerability to shocks, and ii) developmental challenges, and
policy recommendations for reforms. It covers capital mar-
kets as part of the financial sector. A decision to conduct an
FSAP in a country is based on an agreement with the govern-
ment of the recipient country. Mr. Akamatsu confirmed that
during Fiscal Year 2000, the World Bank and the IMF con-
ducted twelve pilot FSAPs which included India and
Kazakhstan from Asia and Central Asia. He observed that in
this Fiscal Year, 15 FSAPs had been conducted so far exclud-
ing those currently going on or in preparation, and that it is
planned to conduct about 20 FSAPs every year.

95. Mr. Akamatsu stated that one specific type of assessment
the World Bank does in an FSAP is an assessment of a
country’s compliance with various international standards,
particularly those for financial sector regulation and supervi-
sion. The standards include the IOSCO Principles, the Basle
Core Principles for bank supervision, and the IAIS Standards
for insurance supervision. Mr. Akamatsu noted that assess-
ment against the IOSCO Principles is not being done for ev-
ery country where an FSAP is conducted, but only for those
for which a need was recognized in consultation with the host
government. On the other hand, assessment against the Basle
Core Principles has been done for all countries so far. Mr.
Akamatsu remarked that FSAPs use IOSCO Self-Assessment
Questionnaires and Methodologies.

96. Mr. Akamatsu explained that the second category of ac-
tivities the World Bank undertakes, namely the traditional
World Bank operations, can be divided into several sub-cat-
egories. They can be divided into lending operations and non-
lending operations. A Structural Adjustment Loan (SAL), one
key type of lending operation, which is lent against a
government’s commitment to implement a set of reform mea-
sures agreed with the Bank, can be designed specifically for
the financial sector, and is then called a Financial Sector Ad-
justment Loan (FSAL). Another type of SAL which is often
used to promote non-banking financial sector reform is a Pri-
vate Sector Adjustment Loan (PSAL). A general SAL can also
include conditionalities to reform the financial sector. Mr.
Akamatsu noted that these various SALs involving financial
sector policies are often supported by TAs to strengthen the
banking and the NBFI sectors.

97. A Financial Intermediation Loan (FIL) is a World Bank
loan designed to provide credit to banks on condition that the
banks follow a specific lending program (for example SME
lending). It is also designed to strengthen the banking sector
particularly in terms of assessing borrowers’ creditworthiness,
typically supported with TA. In comparison, Mr. Akamatsu
commented that a Back-Stop Facility Loan is a new lending
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instrument with which the Bank has experimented. One ex-
ample of this is a sort of standby credit by the Bank to sup-
port liquidity in domestic debt securities. The loan is designed
to support the sustainable financing of issuers of debt securi-
ties. The issuers may be required to follow a certain invest-
ment or financing program. Another objective of such a
scheme may be to support the development of the domestic
bond market.

98. Mr. Akamatsu noted that in addition to the loan-supported
research and TAs, the Bank is trying to do more non-lending
operations which are independent from its lending operations.
He observed that many of the Bank’s client countries, includ-
ing some in Asia, have attained a middle-income country sta-
tus and are able to borrow competitively from the international
capital markets or other commercial sources (as well as from
bilateral sources). The importance of the multilateral lenders
such as the World Bank is therefore decreasing. He main-
tained, however, that some of these countries still need policy
advice and TAs which the World Bank is able to provide. Mr.
Akamatsu observed that for these countries, the Bank’s ad-
herence to the practice of linking TAs to loans is not very
convenient. In some contexts, therefore, Mr. Akamatsu sug-
gested that the World Bank is trying to become a combina-
tion of a consulting firm and a lending institution.

99. Mr. Akamatsu noted that TA can be financed in various
ways. It can be financed with a moderate size Bank loan
designed specifically for that purpose, or with a grant from
one or more bilateral sources. For example, a Capital Mar-
ket Development Project (CMDP) is a TA loan designed to
finance a set of TA projects to provide comprehensive sup-
port for capital market development. The World Bank, by
its charter, can lend only to the public sector such as the
central/federal government, local governments and/or state-
owned companies. Therefore, the contents of a loan-funded
TA tend to be heavily public sector-oriented. In contrast,
the International Finance Corporation can provide TA for
private businesses. TA can be provided also on a fee basis if
the beneficiary government pays out of its own funds rather
than borrow from the Bank.

100. Mr. Akamatsu summarised the World Bank’s capital mar-
ket operations in Asia, focusing first on work relating to bond
market development. Following the Asian crisis in 1997, the
Bank provided a range of urgent assistance, both financial
and technical, in which the financial sector was at the core of
the assistance program. Aside from assisting the restructur-
ing of the troubled banking sectors, the Bank focused on sup-
porting domestic bond market development. In Asia, the World
Bank conducted a study of the domestic bond markets in 1995,
and produced a publication known as “The Emerging Asian
Bond Market”. In the wake of the crisis, the Bank immedi-
ately focused on supporting the “implementation” of policy
measures to develop the market. It also used a significant in-
ternal budget to provide policy and technical advice directly,
which made this crisis management assistance different from
conventional Bank assistance.

101. Mr. Akamatsu described how in Thailand, for example,
the World Bank assisted the Ministry of Finance to create
the Domestic Bond Market Committee, to define the
Committee’s terms of reference and to implement them. The
Committee established eight Task Forces to address spe-
cific issues. While the Bank was closely involved in the
policy dialogues regarding many of the relevant issues, the
Task Forces themselves decided and implemented most of
the issues. The Bank instead provided assistance to address
specific technical issues for which some external expertise
was needed. Mr. Akamatsu noted that the Bank attempted
to provide similarly comprehensive assistance for Korea,
but its management was organized differently. He stressed
that because countries differ in their institutional strengths,
and their need and readiness to work with the Bank, the
Bank needed to be flexible. He noted that in Indonesia, the
Bank’s assistance had so far been devoted to public debt
management.

102. Mr. Akamatsu observed that other Bank operations on
capital market development in Asia have often been com-
bined with, or placed under, differently titled projects. In
PRC, for example, the Bank started assisting the govern-
ment in its policy towards interest rate liberalization, gov-
ernment debt market development, and the government bond
settlement system. In India, the Bank provided advice on
the migration from the account period settlement with a prac-
tice called Badla to a rolling settlement. This was a TA pro-
vided as a result of the FSAP. In contrast, Bank’s operations
in the transition economies of Central Asia have been driven
by the need for economy-wide privatisation similar to that
in Eastern Europe.

103. Mr. Akamatsu noted that one issue commonly recognized
as important across many countries, including parts of Asia,
was that of corporate governance. He observed that the Bank
was assisting a number of countries in the region with a range
of issues concerning this, and also confirmed that the Bank is
monitoring the impact of information technology, globaliza-
tion of the market, and growing inter-market competition. Mr.
Akamatsu concluded by stressing that the World is preparing
itself to play a useful role in these developments regionally,
or internationally, as well as in each domestic market, and is
reviewing its resource requirements in order to respond more
effectively to assist the needs of the clients.

Part II: Designing a Financial Market
Structure in Post-Crisis Asia—How to
Develop Corporate Bond Markets

104. In the second part of the Round Table, Dr. Sayuri Shirai,
Associate Professor, Keio University, Visiting Scholar, ADBI,
and Dr. Masaru Yoshitomi, Dean, ADBI, talked about their
report on “Designing a Financial Market Structure in Post-
Crisis Asia—How to Develop Corporate Bond Markets”. This
was followed by a question and answer session.
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105. Dr. Shirai noted that after the Asian crisis, two strong
views became increasingly prevalent. The first was that the
heavy dependence on the banking sector was the cause of the
crisis and that the banking system did not perform properly
in Asia. This was thought to contribute to the double mis-
matches, and implied that less emphasis should be placed on
banks in the future. The second view was that there was a
need to focus more on developing domestic capital markets,
and particularly bond markets.

106. Dr. Shirai identified a series of stylized facts about fi-
nancial market structures in Asia. Although banking systems
had been dominant in financing firms’ new investment, coun-
tries were increasingly depending on capital markets. Corpo-
rate bond markets were, however, largely underdeveloped.
This was due to limited issue sizes, relatively short maturi-
ties, illiquid secondary markets, and the fact that most bonds
are guaranteed or privately placed. Dr. Shirai noted that the
role of the banking sector in different countries’ bond mar-
kets varied considerably. In different markets across Asia,
banks undertook different combinations of the roles of issu-
ers, underwriters, investors, and guarantors. Dr. Shirai ob-
served that corporate bond markets were underdeveloped due
to a range of factors: underdeveloped government bond mar-
kets and a lack of benchmark bonds; a limited supply as there
were few large, reputable firms willing to borrow; limited de-
mand because of low per capita incomes and asset accumula-
tion, and a preference for bank deposits; underdeveloped
institutional investors; government policies such as liquidity
requirements, regulations on investments, and interest rate
policies; and an overall lack of adequate informational, legal,
and judicial infrastructures.

107. Given these observations, Dr. Shirai emphasized that the
following fundamental questions need to asked. Why are com-
mercial banks generally dominant at the relatively early stage
of economic development and corporate formation? What do
existing theoretical and empirical studies say about the raison
d’etre, functions, and features of bank loans? If these studies
stress banks’ unique roles, then what went wrong with the bank-
ing system in Asia? Why are corporate bond markets largely
underdeveloped? Why does it take a long time to establish
viable and sound capital markets, particularly bond markets,
even in advanced countries? And, Will Asian countries be able
to develop bond markets in a relatively short time span?

108. Dr. Shirai examined the fundamental differences between
bank loans and corporate bonds. She noted that firms’ choices
between bank loans and bond finance depend on three fac-
tors: the severity of the information asymmetry between ulti-
mate creditors and ultimate borrowers; the stage of economic
development and whether the relevant country had large, repu-
table firms and both institutional and individual investors; and
the development of the informational, legal, and judicial in-
frastructures.

109. Dr. Shirai discussed the problems arising from informa-
tion asymmetries. She noted that ex ante they can lead to ad-

verse selection problems because those companies which seek
to borrow money are most likely to be borrowers who prefer
risky projects. Moral hazard problems can also arise and leads
to companies breaking their commitments and yield bad out-
comes. Ex post problems can also occur because the exist-
ence of liquidation costs may lead to the discontinuation of
loans to viable borrowers. Dr. Shirai observed that there were
different methods to reduce agency problems. With bank loans,
these included, inside information, repeated transactions,
monitoring with expertise and inside information, collateral,
and diversifications amongst borrowers. With bond finance,
remedial methods include standardized information, the role
of investment banks, monitoring with publicly available in-
formation, risk-ratings, and diversifications among investors.
Dr. Shirai outlined the importance of the stages of economic
development and corporate formation a country was at, for
the choices of borrowers between bank loans and bond fi-
nance.

110. Dr. Shirai described the main features of the informa-
tional, legal and judicial infrastructures for bank loans and
bond finance. She noted that two areas had different objec-
tives. With banks loans, the key objective was how to limit
excessive risk-taking behaviour by banks, and how to avoid
systemic banking crises. The main instruments to achieve this
objective were enforceable banking laws, prudential regula-
tions, the existence of supervisory authorities, deposit insur-
ance systems, a lender of last resort, and collateral and
insolvency laws. With bond finance the key objective was how
to ensure public confidence in the bond market. The main
instruments to achieve this objective were enforceable secu-
rities law, proper accounting, auditing, disclosure rules set on
issuers; a securities commission, risk-rating and other infor-
mation generating agencies; and a comprehensive judicial
system. Dr. Shirai argued that a banking system can survive
even without adequate informational, legal, and judicial in-
frastructures (provided that banks hold proper incentives), and
that banks emerge at the early stages of economic develop-
ment and corporate formation. In contrast, she maintained that
bond finance requires stringent informational, legal, and in-
stitutional infrastructures, and consequently takes time to de-
velop.

111. Dr. Shirai asked the question what went wrong with com-
mercial banks in Asia if existing studies stress the unique ad-
vantages of banking systems. She stated that there were three
main factors for the failure of Asian banks: government inter-
ventions in directing credit for projects selected by govern-
ments; bailing out banks regardless of viability; and bank
ownership structures. Together these factors reduced banks’
incentives to process inside information and monitor firms.
There was a heavy reliance on collateral without adequate
monitoring, there was also inadequate prudential supervision,
and finally “relationship-based” banking turned into
“cronyism”.

112. Dr. Shirai addressed the issue of why corporate bond mar-
kets are largely underdeveloped in Asia. She gave five con-
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tributory factors: 1) limited supply; 2) limited demand; 3) in-
adequate informational, legal, and judicial infrastructures; 4)
underdeveloped government bond markets; and 5) illiquid
secondary markets due to a range of government policies, in-
cluding interest rate policy on government and corporate
bonds, stamp duty, liquidity requirements, and regulations on
asset portfolios. Based on these observations, Dr. Shirai con-
cluded that commercial banks are likely to remain dominant
in post-crisis Asia, and that it will take time to develop viable
corporate bond markets.

113. Given this, Dr. Shirai asked what can Asian countries do
to minimize the risks of double mismatches. She noted the
first response is to strengthen the soundness of the banking
sector. This requires removing government policies that dis-
tort banks’ incentives to collect information and monitor bor-
rowers, enhancing internal risk management, and also adopting
prudential regulations. A second policy is to improve the in-
formational, legal, and judicial infrastructures that promote
the development of corporate bond markets. The role of the
banking sector in the corporate bond market needs to be re-
considered, given that banks can also act as issuers, under-
writers, investors, guarantors in the bond markets. Dr. Shirai
concluded that banking systems and corporate bond markets
are therefore complementary.

114. Dr. Shirai examined the advantages and disadvantages
of “universal bank-type” businesses. She noted that the uni-
versal banking model has several major advantages. It allows
for the full exploitation of “insider information” and moni-
toring functions of banks. It may be cheaper due to savings of
fixed costs. It gives banks more control over profits from se-
curities businesses, and this may lead to economies of scale
and scope. Dr. Shirai observed, however, that the bank hold-
ing company model also has several advantages. It shields
banks against risks that securities activities may entail with
“firewall provisions”. It promotes a level playing field be-
tween banking and non-banking competitors. It may mitigate
conflicts of interest (such as those occurring in insider trans-
actions), and may thus be easier to supervise. It promotes capi-
tal markets, and may improve efficiency by removing
unprofitable activities with high costs and low quality ser-
vices. Dr. Shirai noted, however, that it may be difficult to
implement “firewall provisions”.

115. Dr. Shirai drew five tentative conclusions from the
analysis. First, universal banks are currently dominant in
Asia. Second, the intermediate financial structure in Asia
has the following features: banks are major buyers and in-
vestors, they follow a buy and hold strategy, and reliance on
banks’ interim monitoring leads to underdeveloped credit
rating agencies, and to few conflicts between bank creditors
and securities holders. Third, the difference between bank
loans and bonds comes from a lengthening of the maturity,
so this mitigates a maturity mismatch. Fourth, namely, the
question of which of the organizational forms for banks (uni-
versal banking, holding companies or subsidiaries) was bet-
ter, still needed to be resolved. Finally, Dr. Shirai noted that

it is desirable to institute a separation between banks and
commercial firms, thereby limiting banks’ holdings of non-
financial firms’ equity.

Question and Answer Session

116. Mr. Tak-Lam Norman Chan, Deputy Chief Executive,
Hong Kong Monetary Authority, made three comments on
the merits of a corporate bond market. First he noted that
the absolute size of corporations matters very much, and
that in this context there may be a threshold for the size of
companies below which it is not effective to operate a bond
market. He noted that the median size of firms in the United
States was high versus the median size of companies in Asia.
Mr. Chan observed next that many Asian corporations have
a short history, so it is difficult for investors to assess their
risks. He noted this could be mitigated by the assignment of
appropriate collateral. He argued that sometimes the rating
agencies overreacted because normally bonds do not have
collateral backing them up. Finally Mr. Chan suggested vari-
ous ways for breaking the dominance of banking systems,
including the use of securitization and negative pledges. Mr.
Prasarn Trairatvorakul argued that bankers also face diffi-
culties in getting information, and that the measurement of
risks, though difficult, should be enhanced. Dr. Ruben Lee,
Managing Director, Oxford Finance Group, discussed two
issues which were relevant for non-government bond mar-
kets in Europe, and which could also be relevant in Asia: the
enhanced use of covenants with appropriate disclosure, and
the fact that there is a liquidity-returns trade-off in private
placements.

117. Mr. Mitsuo Sato, Senior Advisor, Daiichi Life Research
Insti tute,  argued that the notion that there was a
complementarity between bond markets and the banking
system was too optimistic. He observed, for example, that
Japanese banks had been strongly opposed to deregulation
of the bond market. He also argued that if there was a sepa-
ration between securities firms and commercial banks, then
there would be a dedicated group of people interested in
the securities markets, which does not occur in a universal
banking model. Ms. Lilia Bautista noted that there were
issues concerning confidentiality that arose in an universal
banking context  which might conflict with the desires of a
regulatory commission for disclosure. Ms. Yeo, Lian Sim
noted that the core activity of banks was that of lending,
but that under a universal banking model, banks can offer a
range of services. Mr. Garry Schinasi identified a differ-
ence between wholesale and retail banks. The wholesale
ones are international and global and carry large invento-
ries of risks in different categories. The retail banks tend to
operate in small communities. He also noted that the uni-
versal model of banking and the non-universal model were
converging. Professor Anthony Neoh argued that while
structural discussions were important, the most important
issue was pricing.
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Part III: Joint IOSCO-CPSS
Recommendations for Securities
Settlement Systems

118. In the third part of the seminar, Mr. Salvatore Lo
Giudice, Senior Economist, Market Regulation Depart-
ment, CONSOB, Italy, discussed the CPSS-IOSCO (Com-
mittee on Payment and Settlement Systems of BIS/
International Organization of Securities Commissions) Rec-
ommendations on securities settlement systems (SSS), and
Mr. Stephen Lumpkin, Principal Administrator, Director-
ate for Financial, Fiscal and Enterprise Affairs (DAFFE),
OECD, discussed some issues relating to the future of na-
tional financial markets and trading centres.

119. Mr. Lo Giudice noted that the Task Force that wrote the
CPSS-IOSCO Recommendations was created in response to
a changing environment in the securities markets due to a range
of trends: the increased importance of markets in intermedi-
ating flows of funds and providing a vehicle for managing
risks; the growth in the volume of cross-border securities trans-
actions fuelled by the growth in “collateral transactions” (in-
cluding repos and securities lending); changes in market
infrastructure (such as the evolution of central counter-party
(CCP) services, and the convergence of existing infrastruc-
ture); the development and modernisation of SSSs in many
countries (in particular emerging economies); and greater
speed and virulence with which financial turmoil can spread.

120. Mr. Lo Giudice observed that these trends had two im-
portant consequences. First, market participants had become
dependent on clearing and settlement facilities not located in
their own jurisdictions. Second, although the current arrange-
ments for settling cross border transactions rely heavily on
intermediaries, a desire has grown for more efficient and ro-
bust settlement arrangements through remote access, links, and
integration. Mr. Lo Giudice then commented on the various
existing standards for settlement. He argued that: 1) the G30
standards for securities settlements (1989) no longer repre-
sented best practices in some areas, and did not address some
key issues; 2) IOSCO principle No. 30 was not detailed, and
at too high a level to be practically implemented; 3) IOSCO’s
document “Towards a legal framework for clearing and settle-
ment in EMC” focused on legal frameworks, and was not uni-
versally applicable; 4) the CPSS “Principle for Systemically
Important Payment Systems” related only to payment systems;
5) the European Central Bank’s standards were applicable to
the Eurosystem only, and did not address some issues; and 6)
the other initiatives, including the FIBV paper on “Clearance
and Settlement Best Practices” (1996), and the ISSA recom-
mendations (2000), were private sector initiatives which did
not have widespread support or official endorsement.

121. Mr. Lo Giudice noted that the CPSS-IOSCO Recommen-
dations had two broad objectives. The first was safety, which
meant containing systemic risks in securities settlement sys-

tems and payment systems, and protecting investors. The sec-
ond was efficiency, which meant lowering costs both to us-
ers, and thereby enhancing their returns, and to issuers, and
thereby increasing the rate of capital formation. He identified
three key aspects of the scope and characteristics of the rec-
ommendations. They should be universally applicable to all
types of securities including equities and fixed income, and
to emerging as well as developed markets. They should em-
ploy a functional approach, given the diversity of institutional
arrangements internationally, and should not be narrowly fo-
cused on CSDs. Finally the recommendations should be “risk
driven”.

122. Mr. Lo Giudice identified the key risks in clearing and
settlement in securities markets, and described how the vari-
ous recommendations sought to respond to these risks. He
defined first the notion of legal risk as being the risk that losses
could arise because laws are applied in an unexpected way
and/or fail to support system rules, property and other legal
rights. He noted that Recommendation 1 responded to this by
suggesting that settlement systems should have a well founded,
clear, and transparent legal basis.

123. Mr. Lo Giudice defined the concept of pre-settlement risk
as being the risk that a counterparty to an outstanding transac-
tion for completion at a future date, will fail to perform on the
contract or agreement during the life of the transaction. He noted
that the effects of this could include one market participant
having to pay the replacement cost of the failed trade, liquidity
pressures on the whole market (if settlement is delayed), and
even potentially systemic risk. Mr. Lo Giudice observed that
solutions to these problems include: timely verification of trades
on a T+0/T+1 basis (Recommendation 2), the reduction of
settlement cycles to T+3 (Recommendation 3), the use of trade
netting, while assessing the costs and benefits of a CCP (Rec-
ommendation 4), the use of securities lending to minimize fails
(Recommendation 5), and the immobilization or dematerial-
ization of securities in CSDs (Recommendation 6).

124. Mr. Lo Giudice identified the notion of settlement risk
as involving two key risks. The first is principal risk where
the seller of a security delivers a security but does not receive
payment, or the buyer of a security makes the payment but
does not receive delivery. Such an event would mean that the
full value of a transaction is at risk, and had the potential to
generate systemic risk. The second element of settlement risk
is liquidity risk, where a counterparty does not settle an obli-
gation for full value when due, but on some unspecified date
thereafter. Mr. Lo Giudice discussed three recommendations
made in the report to respond to settlement risk as follows.
Recommendation 7 states SSS should eliminate principal risk
by linking securities transfers to funds transfers in a way that
achieves delivery versus payment. Recommendation 8 states
that final settlement on a DVP basis should occur no later
than the end of the settlement day, and that intra-day or real-
time finality should be provided where necessary to reduce
risks. Recommendation 9 discusses Central Securities Deposi-
tory (CSD) risk controls.
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125. Mr. Lo Giudice summarised a series of other risks in the
securities markets the Task Force identified, and described
how recommendations were made in the report to address these
risks. The other risks included: 1) the possibility that the fail-
ure of a bank that provides cash accounts to settle payment
obligations for CSD members could disrupt settlement, and
result in significant losses and liquidity pressures for those
members; 2) the operational risk that deficiencies in informa-
tion systems or internal controls, human errors, or manage-
ment failures will result in unexpected losses; 3) custody risk,
which could arise from the loss of securities held in custody
occasioned by the custodian’s insolvency, negligence, mis-
use of assets, fraud, poor administration, or inadequate record-
keeping; 4) conflicts of interest amongst different stakeholders
in SSS; 5) the existence of a quasi-monopoly situation in an
SSS; 6) governance and access costs and inefficiencies; 7)
opaqueness in an SSS, and 8) inadequate regulatory oversight.

126. Mr. Lo Giudice anticipated that the recommendations
would be implemented in most jurisdictions via a national
plan, developed with cooperation between the private and
public sectors. He also noted that the IMF and World Bank
could potentially also be involved in assessing implementa-
tion via the Financial Stability Forum’s key standards, via
Reports on Observance of Standards and Codes (ROSCs), and
via the Financial Stability Assessment Programs (FSAPs).

127. Mr. Stephen Lumpkin, Principal Administrator, Di-
rectorate for Financial, Fiscal and Enterprise Affairs
(DAFFE), OECD, discussed some issues relating to the fu-
ture of national financial markets and trading centres. He ex-
amined the question of why should trading centres, be they
regional, national, or international, develop in the first place,
and identified four underlying factors. The first was the
minimisation of search costs, namely the expenses of finding
counterparties in a market. The second was the minimisation
of transport costs. Mr. Lumpkin contended that a trading
centre’s location is important because it may determine how
far a market participant in a different location will have to go
to get there. He argued that because transportation costs do
exist, it would suggest some dispersion of financial markets.
The third key factor Mr. Lumpkin noted in determining the
development of financial centres was economies of scale. He
argued that as the magnitude of trading and market activity in
a given trading centre increases, benefits accrue to market
participants and to their operations. Mr. Lumpkin discussed,
fourth, the importance of liquidity, noting that investors ev-
erywhere prize markets in which they can trade cheaply,
quickly, and without large price reactions. As a market at-
tracts participants by virtue of its liquidity, it becomes even
more liquid, and therefore even more attractive to potential
participants, and so on in a virtuous cycle.

128. Given the above factors, Mr. Lumpkin examined the ques-
tion of why regional and national trading centres continued
to exist at all. He identified five broad reasons: 1) Informa-
tion barriers which can arise from differences in language,
accounting standards, and incomplete knowledge regarding

foreign investment opportunities, and which dissuade inves-
tors from investing in foreign securities. 2) Illiquidity and small
country bias. Given that the liquidity of a market is very im-
portant to institutional investors, Mr. Lumpkin contended that
small countries may be at a disadvantage in this respect, while
deep and liquid markets benefit greatly. 3) Regulatory barri-
ers which governments may erect for a variety of reasons,
some of which may be perfectly justified, but whose effect
may discourage foreign investment by domestic investors, or
discourage domestic investment by foreign investors. 4) The
primacy of sovereign debt. As typically the largest issuer of
domestic currency debt securities, and as the ultimate source
of regulatory authority, Mr. Lumpkin argued that the govern-
ment is often the most important player in the domestic fixed-
income market, and might prefer that a market be domestically
located. 5) The existence of a domestic currency may be an
important factor supporting the existence of a domestic mar-
ket, given that use of such a market may eliminate foreign
exchange risk for domestic issuers and investors.

129. Mr. Lumpkin identified seven big trends affecting the
future of national financial markets and trading centres: 1)
Globalisation, which he referred to as the increasing integra-
tion of nations’ economies. Mr. Lumpkin noted that key ele-
ments of globalisation include rising trade in goods and
services, rapid dissemination of technologies, and rising cross-
border capital flows. 2) The dismantling of regulatory barri-
ers. Mr. Lumpkin noted that ultimately, it is issuers and
investors, not financial institutions, that are the primary driv-
ing force behind the globalisation of the financial interme-
diation process. 3) Institutionalisation of Savings. Mr.
Lumpkin remarked that there had been a marked increase in
the institutionalisation of savings, as populations age, national
“pay-as-you-go” pension programs lose their long-term cred-
ibility, and private pension funds and mutual funds have
grown. 4) Technology. Mr. Lumpkin discussed how the ad-
vent of electronic trading platforms had the potential to in-
crease the competition faced by regional and national trading
centres, making previously static markets and market activi-
ties more mobile, and eliminating the need for physical prox-
imity in many market functions. 5) Disintermediation. Mr.
Lumpkin described how the advent of direct market financ-
ing for large borrowers, techniques such as securitization, and
the institutionalisation of savings, has led to the
disintermediation of financial institutions. 6) Transparency.
Mr. Lumpkin noted an increasing desire among investors for
transparency, especially in traditionally opaque fixed-income
markets. 7) The trend toward alliances among exchanges. Mr.
Lumpkin argued that the ultimate goal is to provide firms that
do business on a worldwide basis with the opportunity to be
listed on exchanges around the world, so that investors around
the world will have the opportunity to trade the stocks of in-
ternational companies after the home exchange of the com-
pany has closed.

130. Mr. Lumpkin analysed the implications of this analysis for
the future viability of national financial markets. He noted that
from the point of view of a small open economy, there are three
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reasons why there could be concern about the future viability of
national financial markets: access of domestic investors to glo-
bal capital markets, access of domestic issuers to reasonably
priced capital, and the employment and other spin-off benefits
of having a developed domestic trading centre. Mr. Lumpkin
argued that the first of these concerns was perhaps the easiest to
address, because if a global market develops as a result of inter-
linkages of domestic markets, then domestic investors would
enjoy direct access to global markets. He thought the most diffi-
cult issue was the second, given that smaller countries, a domes-
tic intermediated debt and small cap stock market may not be at
a sufficient scale to be competitive. Mr. Lumpkin noted that the
lack of reasonably priced capital, particularly for small and me-
dium-sized firms could slow economic growth. When examin-
ing the third issue, although Mr. Lumpkin accepted that possibility
that there might be a loss of employment if a portion of a domes-
tic financial sector relocates to a global financial centre, this would
also be likely to lead to new-found efficiencies in the financial
sector, and would free up resources for other productive uses.

131. Mr. Lumpkin argued that the developments he had out-
lined would be positive for the world economy, and especially
for the economies of the OECD area. He therefore recom-
mended that policy not impede developments that improve
the efficiency or stability of the markets. He noted that the
move towards global efficiency may be complicated by na-
tional borders. The main beneficiaries of globalisation will
be the receiving countries, and those experiencing most of
the costs will be the smaller countries losing portions of their
financial centres. If there is no diminution of services offered
and costs are cut, global financial markets will become more
efficient and all users of financial services will experience a
net gain. Mr. Lumpkin stated, however, that on an interna-
tional scale, there are few opportunities for the winners to
compensate the losers. He argued this could encourage coun-
tries at risk to consider policies to hamper these developments,
but that ultimately such policies would only create growing
distortions and would be doomed.

132. Mr. Lumpkin maintained that at a national level regula-
tory bodies should support the appropriate, comprehensive
international regulation of global financial markets, whether
through an international super-regulator or through the evo-
lution of existing structures. National regulatory bodies should
also seek to ensure an optimal level of transparency in mar-
kets, and redundancy in the networks to support the efficiency
and resiliency of markets. Finally, Mr. Lumpkin maintained
that the development of efficient and robust markets that par-
ticipants are comfortable with, is paramount as increased trad-
ing leads to the positive externality of greater market liquidity,
and hence, stability.

Part IV: Overview of Institutional
Investors in Asia

133. In the fourth part of the seminar, the key issues under
discussion were how to promote institutional investors in Asia,

and the regulatory framework necessary for their sound de-
velopment. The part was composed of four sessions. In the
first, an introduction to the issues was presented. In the sec-
ond, long-term trends in the Collective Investment Schemes
(CIS) sector were discussed. In the third session, some issues
related the legal and regulatory frameworks for CIS were ex-
amined. Question and answers were discussed in the last ses-
sion. The chairman for the second day of the Round Table
was Dr. William Witherell, Director, Directorate for Fi-
nancial, Fiscal and Enterprise Affairs (DAFFE), OECD.

Session 1: Introduction

134. Ms. Shamshad Akhtar, Manager, Finance and Indus-
try Division (East), Asian Development Bank (ADB), dis-
cussed the current situation in Asia with regards institutional
investors. She noted that institutional investors play the fol-
lowing key roles: efficient pooling of investments to provide
long-term funding and stability to capital markets; risk mitiga-
tion and diversification for intermediaries’ and investors’ port-
folios; reduced reliance on, and exposure to, commercial banks;
financial innovation, in that they provide an impetus for the
modernization of capital markets and contribute to competitive
bidding for corporate securities; transparency and information
disclosure by strengthening corporate governance and market
integrity; and protection of minority shareholders from market
manipulation and exploitation by controlling groups.

135. Ms. Akhtar remarked that a robust and efficient institu-
tional investor sector requires three key factors: the availability
of long-term funds channeled by exploiting pension and insur-
ance funds; the presence of a well-developed and modern se-
curities market, and supportive depository, clearing, and
settlement infrastructure. She then commented on the condi-
tions that are sufficient for institutional investors. These include
an adequate regulatory framework; adequate investment op-
portunities in sound companies demonstrating good governance,
disclosure and compliance; the existence of a rational tax re-
gime that treats equity and debt securities equally, that does
not create disincentives by taxing premiums, but that does pro-
vide tax incentives for pension collection; the enforceability of
financial regulations and property rights; conducive regulations
that promote competition, sound practices and transparency;
the development of professional fund managers; and the pres-
ence of a network for investors’ advocacy and education.

136. Ms. Akhtar noted a range of constraints limiting the growth
of institutional investment, including: the dominance of the
banking sector in financial intermediation; the existence of large
rural populations who have no access to collective investment
vehicles or other modern high-yielding instruments; the depen-
dence on family conglomerates which rely more on internal
corporate earnings than on capital markets; the difficulties of
leveraging alternative domestic long-term funds due to the slow
growth of securities markets and institutions; the pre-emption
in some countries of private sources to meet immediate fiscal
requirements; and investment criteria restrictions placed on pen-
sion funds and insurance companies.
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137. Ms. Akhtar discussed the three main types of institutional
investors in Asia in turn, namely pension systems, the insur-
ance industry, and investment companies and mutual funds.
She noted that although Asian pension systems vary substan-
tially both in terms of their coverage, and the terms and condi-
tions they offer, several groupings may be identified. These are
mandatory provident funds, mixed pension systems based on a
combination of pay-as-you-go (PAYG) and occupational plans;
and a variant of a mixed pension system or a multi-pillared
system. Ms. Akhtar noted that the ADB has been promoting
pension reform in most developing market countries by seek-
ing to raise funding, streamline benefits and contributions,
strengthen administrative systems, and develop capital markets.

138. Ms. Akhtar identified a range of issues and challenges fac-
ing pension systems. These included increasing old-age depen-
dency ratios and inadequate coverage of the existing populations;
unfunded and generous PAYG schemes for government and pub-
lic sector employees; the economic unsustainability of current
pension systems, complicated by the difficulties of formulating
viable policy options and selling them to the electorate; conflict
between the competing objectives of earning adequate returns
on investments and the need to “mop-up” government securi-
ties at low returns; relatively low retirement ages; weak admin-
istrative structures for collecting contributions, record
maintenance, and pension payments; weak design of benefits
due to high replacement rates, and a lack of portability of pen-
sion systems; regressive and uncertain tax treatment of pension
savings; and a lack of depth in the capital markets.

139. Ms. Akhtar commented that the Asian insurance industry
is small compared to those in North America and Europe. At
one end of the spectrum are Japan and Korea where life insur-
ance sector penetration is among the highest in the world. At the
other end, in a number of transitional and very poor countries,
life insurance is virtually non-existent. Ms. Akhtar identified the
following issues and constraints facing the insurance industry:
low statutory paid-up capital and solvency requirements; inap-
propriate financial reporting; limited consolidation of the insur-
ance sector; difficulties in rationalizing and consolidating the
insurance industry, because of vested interests and a lack of ef-
fective oversight; the difficulties of using public capital to re-
capitalize the industry; ineffective retailing of insurance products;
a lack of competitive pricing; weak management; and the weak
capacity of regulators and supervisors of the insurance sector.

140. Ms. Akhtar noted that the mutual fund industry is at dif-
ferent stages of development across Asia. She observed that
for the industry to grow, the following impediments needed to
be addressed: the fairly high front-end fee structure, including
both management fees and switching fee, and a lack of govern-
ment incentives, particularly advantageous tax treatment.

141. Ms. Akhtar identified five broad sets of obstacles hinder-
ing the development of institutional investors: 1) Macroeco-
nomic constraints, such as unstable price behaviour, negative
real interest rates, a lack of exchange convertibility, onerous
tax regimes and unequal tax treatment of debt versus equity,
and structural constraints in the design of old age security sys-

tems that operate on a PAYG basis. 2) Capital market constraints,
including a lack of depth and breadth in the markets, low mar-
ket capitalizations with limited numbers of stocks, the illiquid-
ity of government bond markets, the absence of domestic
corporate debt markets, and a lack modern clearing, settlement,
and depository systems. 3) Regulatory constraints including
that in some economies large proportions of pension and insur-
ance funds are preempted, in order to provide cheap sources of
finance for government, restrictions on the composition of in-
vestment portfolios, low capital standards, and a lack of effec-
tive supervision. 4) Weak governance standards, which allow,
for example, privately-controlled groups to further the inter-
ests of market participants other than fund beneficiaries. 5) Weak
legal infrastructure, including inadequate trust provisions, con-
tract law, and bankruptcy law, and also difficulties in the en-
forceability of contracts.

142. Ms. Akhtar concluded that economic growth and the ac-
cumulation of savings in a secure environment, is essential
both for social protection and to prevent individuals from slip-
ping below the poverty line. She noted that at present Asian
capital markets are too volatile for individuals to entrust their
savings, and in some economies do not have the sort of vol-
ume to enable them to indulge in proper diversification. By
bringing together the savings of individuals, institutional in-
vestors take the stakes and risks, and wield the clout which
individuals cannot, and by doing so, they can increase the
overall stability of the markets.

Session 2: Development of Collective
Investment Schemes (CIS) and Pension
Funds

143. Mr. John Thompson, Counsellor, Directorate for Fi-
nancial, Fiscal and Enterprise Affairs (DAFFE), OECD,
examined recent trends in CIS in OECD Countries. He first
noted that different kinds of CIS operate in different coun-
tries, including mutual funds (US), unit trusts (UK, Australia,
New Zealand, Singapore, Hong Kong, China), investment
trusts (Japan and Korea), European contractual funds (Fonds
Comons de Placement, Kapitalanlagefonds), and European
corporate funds. A key difference is between open-ended
funds, which have an unlimited number of shares, and are
redeemable at Net Asset Value (NAV), and closed-ended funds
which have a fixed number of shares, are listed on exchanges,
and which fluctuate in price depending on supply and demand
factors.

144. Mr. Thompson observed that CIS typically have several
common characteristics. They allow small investors to pool
their savings, and thereby obtain more opportunities in capi-
tal markets and diversify their portfolios. Mr. Thompson noted
that normally small investors cannot trade efficiently, but also
that the Internet was beginning to enable such investors to
raise their efficiency of trading. Mr. Thompson remarked that
CIS normally have a defined legal and governance structure,
are subject to special laws and regulatory structures, have their
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own internal systems to resolve conflicts of interest, are sub-
ject to disclosure rules, and are typically managed profession-
ally with transparent investment policies and low costs of
execution.

145. Mr. Thompson assessed the size of the CIS Market in
2000 to be $6,900 billion in the US, $4,500 billion in Eu-
rope, $450 billion in Japan, and $180 billion in Korea. He
noted various factors underlying the growth of CIS in OECD
Countries. These included: disintermediation, namely the
process whereby the capital markets are gaining at the ex-
pense of banks; the strong performance of the US and Euro-
pean bond and equity markets since the early 1980s; the
importance of funded pensions (and especially defined con-
tribution plans) for retirement; and the institutionalization of
wealth. Mr. Thompson observed that financial institutions are
now targeting individual savings for portfolio management.
He also identified a range of institutional reforms in OECD
Countries that were increasing the demand for CIS, includ-
ing deregulation, pension reform, CIS reform, and the UCITS
Directive in the EU.

146. Mr. Thompson discussed the distribution channels for
CIS. He noted that in the early days, they had been controlled
by the fund promoters, namely banks with their branch net-
works, full service brokers with their account executives and
sales personnel, and insurance companies with their sales
forces. This was enhanced because of the reputations of the
promoters, and also the large amount of proprietary funds they
managed. Mr. Thompson observed, however, that there was a
growing diversification of channels. New providers included
pension plans, discount brokers, fund specialists, independent
financial advisors (IFAs), cross selling, and over the Internet.
Consumers were more oriented towards fund performance.
Mr. Thompson suggested that in the future the industry might
be organized on an open architecture basis with few ties be-
tween fund promoters and distributors.

147. Mr. Thompson then described the range of investment strat-
egies CIS pursue, noting that with more competition and infor-
mation, the range of strategies had increased. The strategies
include investing in equities, bonds, money markets, balanced
funds, or funds with a choice over their asset allocation.
Amongst the types of strategies followed in equity investments
were those investing in growth stocks, value stocks, small cap
stocks, high technology stocks, sector investments, and inter-
national stocks. Mr. Thompson noted that there were different
degrees of manager discretion, ranging from funds following
an index, to discretionary funds, to those pursuing active value.
Mr. Thompson observed that there is an informational asym-
metry between the small number of large intermediaries and
the dispersed group of small investors. He noted, however, that
the infrastructure for information dissemination concerning CIS
had developed over time from the general financial press,
through the specialized CIS Press, through the rating services
(for IFAs and for retail investors), to the Internet.

148. Mr. Thompson concluded by identifying the following
issues and problems concerning CIS. The issue of market ac-

cess in different countries remained controversial, and this is
closely related to international agreements on international
trade in services. There remain gaps in information about the
performance of some CIS, and the costs associated with them.
CIS are likely to have a growing role in corporate governance.
There is a growing trend for ethical and environmental funds.
Competition is growing from newer products, including closed
end funds, exchange traded funds, and customized investment
baskets. The markets might be facing a turning point in their
performance, after a long period of rising prices, and it is
unclear whether the growth in CIS would continue in the face
of a sustained bear market.

149. Mr. Yuta Seki, Financial Industry Analyst, Capital
Market Research Unit, Nomura Research Institute, exam-
ined the current situation of CIS in Asia. He identified several
factors why CIS are important in Asia. They may facilitate
the optimization of personal financial wealth asset manage-
ment, by providing individuals a vehicle for diversification
into more risky assets with a long time horizon. The estab-
lishment of professionally managed CIS may broaden the in-
vestor base, and deepen the capital market. Mr. Seki argued
that this could act as a counter-balance to the previously ob-
served trend of participants in Asian capital markets all mov-
ing in the same direction simultaneously, and thus contributing
to the bubble-burst cycles. He noted that fostering the fund
management industry may also positively impact domestic
financial industries, through the development of financial tech-
nology and internationalization of financial market activities.
Mr. Seki observed that many Asian countries are moving to-
wards making the fund management industry more competi-
tive.

150. Mr. Seki identified a range of key trends affecting the
development of CIS in Asia. He noted that a high domestic
savings rate is a common characteristic in Asian countries,
but that there had been a low penetration rate of CIS in Asia.
Mr. Seki argued that although the assets under management
in Asia have been rapidly growing during the past decade,
this was not because of the growing popularity of CIS, but
rather because of overall household asset accumulation. He
observed that it was difficult to explain the unpopularity of
CIS in Asia. Amongst the reasons could be cultural issues,
the biased capital markets in the region—such as the pres-
ence in Japan of the Postal Savings system in gathering house-
hold assets which might have created a “safety zone” isolated
from the competitive market mechanism, and the fact that se-
curities houses and fund managers may not have made great
efforts to win investors’ trust.

151. Mr. Seki discussed the Japanese environment for CIS.
He noted that the Japanese government had conducted three
major regulatory reforms governing CIS over the past de-
cade. Amongst the key elements of the first two reforms were
the liberalization of the licensing system, the expansion of
permitted investment assets, and enhanced disclosure and
reporting. As a result of this deregulation, Mr. Seki noted
that the number of asset management companies in Japan
increased significantly, especially with the entry of Ameri-
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can and European asset managers. Mr. Seki described how
the third “Tokyo Big Bang” program started to be imple-
mented in 12/1998, and the evolution of the investment trust
system was one of the major goals of this program. In 1999,
a CIS working group was set up in the Financial System
Council, the advisory board for Ministry of Finance, and
this working group sought to revise two laws: the Special
Purpose Company Law and the Investment Trust Law. These
two revisions passed the Diet in 5/2000, and became effec-
tive 11/2000.

152. Mr. Seki observed that the new Investment Trust Law
had two drastic changes. First, it broadened the range of in-
vestments allowed. Under the former legislation, an invest-
ment trust was supposed to be a collective fund mainly for
investing in public securities, but now investment in almost
all types of financial assets is allowable. The second change
in the law was to redesign investment trust schemes. Mr. Seki
noted that three types of investment trust schemes are now
allowed in Japan. Two are contractual-type investment trust
structures: a non-discretionary investment trust, which is the
most common structure in current Japan, and a discretionary
investment trust, which is a newly established form of invest-
ment trust. Under a discretionary investment trust, trust banks,
which formerly played only a custodian role, can manage
funds by themselves. The third type of fund allowed is a cor-
porate-type investment trust, called an investment corpora-
tion. Units of an investment corporation are similar to the
shares of an ordinary corporation, and the investment corpo-
ration structure resembles the US mutual fund structure.

153. Mr. Seki discussed three aspects of innovation in CIS in
Asia, focusing on new products. The first was the develop-
ment of Real Estate Investment Trusts (REITs), or property
funds. In Japan, these newly allowed funds are called J-REIT.
Mr. Seki noted the four major characteristics of J-REITs: 1)
J-REIT funds will be invested in commercial real estate and
net operating income will be distributed to unit holders—this
implies that they be provided stable, relatively high-yield,
“cash machines”, as the net income of REIT was not expected
to depend on any capital gains of the underlying assets. 2) J-
REITs are tax-transparent, which implies that double-taxa-
tion can be avoided if an investment trust pays out over 90%
of income available for dividends. 3) Regardless of corpo-
rate-structure, J-REITs must be operated externally. 4) Units
of J-REIT will be traded on a stock exchange.

154. The second type of innovation in CIS Mr. Seki described
was the introduction of the defined contribution pension plan.
He noted that they were being established against a back-
ground of rapidly aging populations, an increase in the mo-
bility in the labour market and the need for portability of
pensions, worsening economic performance, diminishing con-
fidence in defined benefit plan, and projected excessive debt
in corporate pension funds. Mr. Seki observed that the key
benefits of defined contribution pension plans are that the
benefits are determined by returns from pension funds, that
employees can choose their own plan among many financial
products, and that employees may enjoy tax benefits even if

they change jobs. Mr. Seki remarked on the impact of this
development on the fund management industry, with the en-
try of new players and a race to develop new products.

155. The third type of innovation relevant for CIS Mr. Seki
analyzed was the creation of Exchange Traded Funds (ETF).
He noted that these are listed funds or investment trusts that
hold portfolios of common stocks which closely track the
performance and dividend yield of specified price indexes.
Mr. Seki noted that ETFs had several benefits: they could be
traded at any time during the trading day, unlike most invest-
ment trusts which can be redeemed only next day after an
investor request; ETFs have no sales loads, although broker-
age fees will apply; they are passively managed; and they
generally have lower management and expense fees.

156. Mr. Hugh Davies, Executive Director, Prudential Cor-
poration, analysed the development of pension systems and
their relevance for capital market development in Asia. He
stressed that the most important factor underlying the push to-
wards better pensions systems in Asia is demography, and the
ageing of the workforce. He noted that Japan is a prime ex-
ample, where there will be as many adults over the age of 80 by
2020 as there are children under the age of 8. One in four people
will be over 65. He noted that the US Census Bureau had pre-
dicted that 422 million people will be over 60 in Asia by 2025,
more than double the number today. The percentage of work-
ing-age people in the population will also be shrinking.

157. Mr. Davies argued that long term savings schemes,
whether life insurance or pensions have many benefits not
only for the individual, but also for the national economy.
Such schemes bring together the small savings of individuals
and channel them into productive and stable long-term in-
vestments. Mr. Davies observed that it is in countries whose
financial systems are least modernised, that the development
of institutional pension schemes will have the greatest impact
on capital markets. A major benefit is that, through domesti-
cally mobilised capital accumulation, countries become more
self-sufficient and less reliant on foreign funds and loans.

158. Mr. Davies summarised how seven economies in the
region—Hong Kong, China; PRC, India, Singapore, Malay-
sia, Vietnam and Taipei,China—are addressing the pensions
issue. Discussing Hong Kong, China first, he noted that the
Mandatory Provident Fund (MPF) system coming into op-
eration provides for joint contributions by employer and em-
ployee, each contributing 5% of the employee’s relevant
income to a registered MPF trust scheme, subject to a maxi-
mum and minimum level of income for contribution purposes.
The accrued benefits will be fully vested in the scheme mem-
bers and can be transferred from scheme to scheme when
employees change or cease employment. A self-employed
person will have to contribute 5% of his relevant income. In
normal circumstances, benefits must be preserved until re-
tirement.

159. Mr. Davies observed that the last twelve months had
been hectic as preparations for the MPF have gone ahead
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and the scheme has been launched. He believed the effect
on the Hong Kong capital markets would be substantial. It
is estimated that annual MPF contributions will amount to
more than HK$10 billion in the initial years of operation,
rising to some HK$60 billion per year when the system
matures after 30 years. As a result a significant local institu-
tional investor base will develop. Mr. Davies observed that
the MPF should prompt strong demand for Hong Kong dol-
lar fixed assets allowing the local bond market to develop as
a source of funds for SAR government entities and
corporates, as well as mainland borrowers. There will also
be increased demand for trust and custodial services, invest-
ment management and scheme administration.

160. Mr. Davies noted that PRC’s situation is complicated by a
number of factors: the size of the country, its diversity, its enor-
mous numbers of people, the restructuring of State Owned En-
terprises (SOEs), which is resulting in the dismantling of the
former pensions and welfare systems of the earlier socialist
model, and the impact of the one-child family policy, which
despite its positive impact in contributing to the raising of liv-
ing standards, will add to the financing difficulties as PRC moves
to establish a nation-wide social safety net. Mr. Davies observed
that the PRC Government is establishing a hybrid public/pri-
vate pension system, which is still at an experimental stage,
and has so far been applied only in limited geographical areas.

161. The model is based on the Three Pillars approach. Pil-
lar One is a reformed mandatory state-run “pay as you go”
contributory system. Pillar Two is a supplementary fully-
funded defined contribution pension, to which employers are
encouraged to contribute (but with little success to date, given
that there is no compulsion and no tax benefits). Pillar Three
is an entirely voluntary individual privately managed savings
scheme, which is becoming increasingly popular among the
better-paid urban workforce. Mr. Davies noted that the first
pillar is most developed, that for the second pillar, unlike many
other emerging markets, PRC is not facilitating the creation
of competing privately managed funds, but rather a centralised
and state-managed system, and that the third pillar will con-
sist of voluntary privately managed arrangements.

162. Mr. Davies identified two problems that are occurring in
the transition to the new environment: first, the fact that the
present generation of pensioners and those going to retire over
the next 15 years will not have made sufficient contributions
to be eligible for the new pension; and, second, the real like-
lihood that many SOEs will be financially unable to meet their
pensions obligations. He observed that the government has
thus needed to raise money through bond issues to enable
enterprises to meet these liabilities, and argued that this un-
derlines the need for PRC to move rapidly to expand the capi-
tal markets. Mr. Davies stressed that there is a determination
in the country to take the necessary steps to do this. One key
issue he discussed was the urgent need to allow foreign insti-
tutional participation in the capital markets.

163. Mr. Davies observed that India faces many similar prob-
lems to PRC. Its population is growing rapidly, is ageing, 89%

of the working population have no formal provision for old-
age security, the existing four public occupational pension
programs suffer weaknesses, particularly because of their low
returns due to a regulatory requirement to invest only in gov-
ernment securities, and early withdrawals are also not
penalised. Mr. Davies described a series of reform proposals
now under consideration to respond to these problems. They
include that the pensions system: should be accessible by all
people at any point of presence, such as nation-wide post of-
fices, or banks; should be individualised, portable, voluntary
and easy to understand; should not receive any government
subsidies or tax incentives, but should have a 10% penalty on
early withdrawal; should have no lower limit on contributions;
should have accounts which may be used as collateral against
bank loans, while leaving the pension funds untouched; should
have private fund managers, with a target 0.25% cap on
charges; and finally should be such that upon retirement the
accumulated funds should buy an annuity.

164. In discussing Singapore, Mr. Davies noted that the Cen-
tral Provident Fund (CPF) had contributed significantly to the
economic development of Singapore and to the welfare of its
citizens. He commended its flexibility, with three separate
accounts, allowing individuals to use some of their CPF sav-
ings for different approved purposes, including house pur-
chases and medical insurance. He noted, however, that it does
involve unusually large contributions in normal circumstances,
of 20% of salaries by employees plus 20% by employers. Mr.
Davies discussed how the investment of CPF contributions
had been steadily broadened over time from a highly conser-
vative strategy that guaranteed a safe return, to a more
liberalised spread of vehicles, while retaining important safe-
guards. He noted that further liberalisation is taking place this
year, the effect of which would be to increase the proportion
of savings over which individuals take their own financial plan-
ning responsibility. Mr. Davies argued that the CPF had pro-
vided a very large pool of capital for Singapore’s capital
markets over many years, and had been a crucial factor be-
hind the development of the country’s role as an international
financial centre.

165. In discussing Malaysia, Mr. Davies observed that the EPF
in Malaysia had the same origins as Singapore’s CPF, but that
its management over the years had been somewhat different.
He contended that despite a rising trend of contributions, Ma-
laysia, with its ageing population, must find new ways of pro-
viding for the retirement needs of its people. This is
particularly so, since expectations of higher living standards
mean that today’s and tomorrow’s retirees will be looking for
more retirement income than their parents. He argued that the
EPF is therefore likely to prove inadequate for increasing num-
bers of individuals whose retirement provision could be en-
hanced by additional privately-funded pensions. He believed
that if further supplementary savings vehicles were encour-
aged by the government, there would be knock-on benefits
for the markets more generally.

166. Mr. Davies argued that Viet Nam would have a demo-
graphic and pensions time bomb in about 20 years’ time. He
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noted that the country has relied heavily on the traditional
family support mechanisms to protect the older generations,
supplemented by basic social provision for the more desti-
tute, but that the hyperinflation rates in the 1980s have greatly
reduced the payout value for pensioners. Mr. Davies stressed,
however, that reforms were being introduced. The Vietnam-
ese authorities have invited some foreign insurance compa-
nies into Viet Nam, and this has attracted enormous attention,
and the flow of premiums into life insurance policies has been
considerably faster than the most optimistic forecasts. He ob-
served that the creation of pension funds is not expected for
another few years. Mr. Davies argued that a decision to open
up the financial market further would create a strong founda-
tion for the pensions industry. Viet Nam has one of the most
under-developed capital markets in the region. However, things
are changing for the better, witnessed by the opening of the
stock market and the government’s recent experiment with
issuing bonds at an interest rate determined by the market.

167. Mr. Davies observed that Tapei,China will face demo-
graphic pressure within a few years on retirement benefits. At
present, however, there is no government-run pension scheme.
The only statutory driving force on the local pension market
is the Labour Standards Law (LSL). Under the LSL, compa-
nies are required to cover all the pension costs of employees.
Employers must contribute a minimum of 2% of employees’
salary, up to a maximum of 15% to the Central Trust of China.
This fund has a minimum return guarantee, based on two-
year term deposit rates and coverage of any shortfall by the
government treasury. The individual’s fund cannot be trans-
ferred out of the Central Trust except for retirement payment.
The private pensions market in Taipei,China is still small and
participation is not common.

168. Mr. Davies concluded by noting some general trends.
More people are living longer, with higher expectations of a
reasonable quality and standard of life. The challenge for each
society is to find the best solution, suitable for its own citi-
zens, based on its own traditions and expectations, but one
capable of meeting the aspirations of both the retirees and of
those in the workforce into the future. In order to be success-
ful, these solutions will have to go hand in hand with the de-
velopment and modernisation of local capital markets.

169. Professor Eisuke Sakakibara, Keio University,
Former Vice Minister for International Affairs, Ministry
of Finance, Japan gave a lunchtime speech on the current
economic situation in Japan.

Question and Answer Session

170. Professor S. Ghon Rhee, K.J. Luke Distinguished Pro-
fessor of International Finance and Banking, University of
Hawaii, noted that unfunded pension liabilities comprise up
to 100% of GDP in some countries, and wondered what an
appropriate policy response to that was, given also that these
countries might already have a large amount of government
debt relative to GDP, and that corporate debt might be rising

in the recession. Ms. Lilia Bautista suggested that company
pension funds appeared not to be regulated in many coun-
tries, and wondered whether this was true. Mr. Aitken ob-
served that many companies are out-sourcing the pension
funds to fund managers, who are normally regulated. Mr.
Prasarn Trairatvorakul observed that there was a close corre-
lation between the size of CIS and the performance of the
capital markets. He then asked the question as to whether
governments should allow CIS to invest abroad.

171. Ms. Shamshad Akhtar noted that the ADB advocates that
governments should allow fund managers to invest overseas.
However, she observed several factors that might go against
such a policy. For example, countries may have very limited
long-term funds, and allowing them to go abroad would even
further reduce the amount, and it may be politically sensitive
to allow investment abroad. The ADB promotes a policy mix
for the provision of pension funds. This includes seeking to
improve public resource management, tightening retirement
and benefits packages, and for those countries which own large
state assets, selling them to fund liabilities. Mr. John Thomp-
son noted that all OECD countries had removed controls on
investment, and argued that funds should seek to maximise
the interests of the final investor, and that national consider-
ations should not bias this goal.

172. Mr. Mitsuo Sato suggested that institutions must seek to
improve the corporate governance of the companies in which
they invest, in order to enhance their returns. Mr. Ian Johnston
enquired about the rate of growth of investors in CIS com-
pared to the rate of growth of direct holdings in shares. Mr.
John Thompson responded that in most markets, it is the in-
stitutional side which is growing faster. Mr. Ian Johnston noted
that in Australia there was regulatory concern that individu-
als’ investments in privatised shares are not sufficiently di-
versified. Professor Neoh noted that the sequencing device of
a demographic reserve, set aside from fiscal reserves, could
facilitate transition periods for the provision of pensions. This
might be relevant for countries with a large amount of assets
which were to be privatised, a percentage of which could be
placed in the demographic reserves.

Session 3: Legal and Supervisory
Frameworks for CIS

173. Mr. Robert Aitken, Financial Services Authority (FSA),
UK, described the activities of IOSCO, and the UK experi-
ence, concerning legal and regulatory frameworks for CIS. He
noted that Working Party 5 of IOSCO had done a range of work,
including developing principles for the regulation of CIS, de-
tailing best practice standards in a number of areas of CIS op-
erations, and analysing particular aspects of CIS operations from
the various countries’ regulatory stand- points. The Working
Party initially established some principles covering both the
regulation and supervision of CIS, including international co-
operation in relation to cross border activity, and then followed
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this up with more detailed work on some technical aspects of
CIS. Mr. Aitken noted that members shared not only their cur-
rent legal and regulatory regimes covering such issues but also
their more detailed and practical experiences of these issues.
He stressed that as cross-border activity grows, and factors such
as the Internet demonstrate that there are no boundaries, the
continued work of Working Party 5 is viewed as vital by IOSCO
in enhancing the co-operation and the exchange of information
between member states.

174. Mr. Aitken identified several subjects on which Working
Party No 5 was currently working, including: the relative risk
assessment of CIS operators, using a questionnaire and risk
model; simplified prospectuses; CIS investment restrictions;
corporate governance of CIS; and CIS performance advertis-
ing. Other issues being examined are countries’ standards con-
cerning past performance disclosure, and countries’ standards
regarding investment restrictions.

175. In his discussion of the UK experience, Mr. Aitken noted
that the legal basis for the FSA was going to be established in
the new Financial Services and Markets Act, and he
summarised the anticipated timetable leading up to the pas-
sage of the legislation. He then outlined the structure of the
new “FSA Handbook of rules and guidance”, noting that it
contained a five-level structure. Block 1 contained the high
level standards including principles, businesses and individu-
als’ and senior management responsibilities. Block 2 contained
the business standards, and included being detailed informa-
tion about prudential and conduct of business rules, market
conduct and money laundering. Block 3 contained the manu-
als for regulatory processes about authorisation, supervision
and enforcement. Block 4 contained information about re-
dress, complaints and compensation. Finally Block 5 con-
tained specialist sourcebooks with detailed rules.

176. Mr. Aitken summarised the FSA’s new operating frame-
work, by describing how the statutory objectives and prin-
ciples guiding the FSA would feed into a continuous cycle of
activity in which risks were identified, then assessed and
prioritised, then optimal regulatory responses were decided,
then resources appropriately allocated, and finally regulatory
performance was evaluated. Changes in the scope of regula-
tion, and major new product developments would also input
into this cycle. Mr. Aitken noted that the chief aims are to
identify the main “risks” to the statutory objectives imposed
on the FSA, to assess their impact and probability, to create a
preliminary risk profile of firms and risk categories, and to
catalogue and detail the FSA’s regulatory toolkit. Mr. Aitken
argued that while regulation in the past has tended to focus
on individual institutions, and while this was still important,
a regulator needs to look beyond individual institutions if it
wishes to be pre-emptive in identifying and mitigating risks.

177. Mr. Aitken noted that the FSA had concluded that risks to
its objectives would come from three main sources: 1) the ex-
ternal environment, for example an economic downturn or mar-
ket turbulence; 2) consumer and industry wide risks, for example
new products or new technology; and 3) regulated institutions.

He noted that the new legislation requires the FSA to adopt a
proportionate approach to regulation so that it must consider
the costs to institutions and consumers as a result of regulation
in conjunction with the benefits derived. Mr. Aitken observed
that the priority the FSA gives to a particular risk depends on
its assessment of two factors: impact and probability.

178. Mr. Aitken summarised the principal indicators used to
assess the impact of individual firms, by sector, as follows: for
banks, it is their total assets/liabilities and deposits (weighted
according to type of holder); for life assurers, their total assets/
liabilities; general insurers—gross premium income; for secu-
rities and futures firms, their total assets/liabilities, financial
resources requirements, number of registered individuals, vol-
ume and value of daily trades; for fund management firms in-
cluding CIS operators, their funds under management; and for
investment advisory firms, their number of registered individuals
and annual turnover. Mr. Aitken observed that probability as-
sessments would be based on an assessment of business and
control risks. He observed that the FSA sub-divided business
risks into issues relating to: market, credit, operational and le-
gal risk; financial soundness; strategy; and the nature of a firms’
customers, products and services. Control risks arise from in-
stitutions; marketing, selling and advice practices, systems and
controls; organisation; and board, management and staff.

179. Mr. Aitken outlined the broad types of regulatory tools
available to the FSA as follows: diagnostic tools—to iden-
tify, assess and measure risks; monitoring tools—to track the
development of identified risks; preventative tools—to limit
or reduce identified risks and prevent them crystallising or
increasing; and remedial tools—to respond to risks when they
have crystallised.

180. Mr. Aitken noted five main elements the FSA would use
in its relationship with its regulated institutions: 1)
authorisation (including initial risk assessment), which re-
quires firms demonstrate, both initially and on a continuous
basis, that they are meeting the “threshold conditions”; 2)
baseline monitoring, which is designed to ensure institutions
comply, on a continuing basis with their regulatory require-
ments; 3) sectoral reviews, which validate information pro-
vided by firms, and thematic work which assesses the risks
posed by a particular issue; 4) programmes designed to miti-
gate specific risks in individual institutions (but Mr. Aitken
noted that the FSA does not have a zero failure regime); and
5) work undertaken after particular risks have escalated or
crystallised.

181. Mr. Aitken stressed that the FSA aims to give institu-
tions a greater incentive to behave in ways which reduce their
regulatory burden. So institutions which represent a low risk
to the FSA’s objectives and which may in the past have been
subject to regular routine monitoring visits, should see such
visits cease. Instead such visits will be replaced by a combi-
nation of sample visits to monitor general compliance stan-
dards in a sector; visits as part of sectoral reviews or cross-FSA
thematic work, and visits to deal with issues that arise from
the FSA’s baseline monitoring of returns. While Mr. Aitken
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noted that some of the current close and continuous interac-
tion with the FSA would lessen considerably, institutions may
have contact with the regulator in differing ways as the toolkit
is developed. He also emphasised that with the introduction
of senior management responsibilities, firms will need to en-
sure that they take their regulatory responsibilities seriously.

182. Mr. Yoon, Yeo Kwon, Director, International Co-op-
eration Division, Financial Supervisory Commission
(FSC), Korea, presented the experience of Korea regarding
the legal and regulatory frameworks for CIS. He noted that
there are two major types of investment funds allowed in
Korea: investment trusts which are governed by the Securi-
ties Investment Trust Act, and mutual funds, which are gov-
erned by Securities Investment Company Act.

183. Mr. Yoon first discussed investment trusts. Anyone who
wants to start a trust management company must obtain a li-
cense from the FSC. He noted that there are several types of
related institutions, including custodians, distributors, and gen-
eral administration trustee companies. Each type is required
to register with the FSC. Mr. Yoon described how trust man-
agement companies are obliged to report periodically and dis-
close their business operations, via a three-stage process. First,
they have to submit a business report and an operational re-
port to both the FSC and the Korea Investment Trust Compa-
nies Association (KITCA). Then, the FSC and the KITCA
disclose these documents to the public. Then KITCA com-
pares the operating results including the details of changes in
the companies’ net asset value for their each trust property
and discloses the results to the public.

184. Mr. Yoon stressed that CIS are subject to strict pruden-
tial regulations. He noted that the relevant regulations are
mainly concerned with sound management and the use of
undisclosed asset operation information. For instance, trust
management companies are required to observe investment
limits. Mr. Yoon observed that the FSC is entitled to take cor-
rective actions against any companies that engage in activi-
ties which are deemed harmful to the beneficiaries, or
detrimental to the fair trading of securities. He also noted that
the prudential regulations forbid any unfair use of undisclosed
asset operation information.

185. Mr. Yoon remarked that utmost attention and efforts have
been exerted to establish and monitor CIS in order to protect
investors. For example, the FSC had strengthened the qualifica-
tions which fund managers in both securities trust companies
and mutual funds are required to obtain. Trust management com-
panies are required to hire qualified fund managers as full-time
officers and employees. Securities investment companies have
to register with KITCA all matters concerning fund managers,
and all fund managers must meet appropriate qualifications.

186. Mr. Yoon discussed how regulation aims to promote
sound business practices. He noted that management and sell-
ing companies must provide prospective buyers with a pro-
spectus on investment trusts, and must explain the major
elements of the prospectus. There are also auditing require-

ments for all management companies, and Mr. Yoon observed
that the FSC has the right to order the auditors to hand over
the relevant data, draft a report, or take other necessary mea-
sures, when deemed necessary to protect the interest of in-
vestors. All securities trust companies are required to compile
a report on the operation of the trust property, and make it
available to the beneficiaries of the trust property at least once
every six months.

187. Mr. Yoon examined the role and importance of internal
control systems. He noted that trust management companies
are required to appoint outside directors, an audit committee,
and compliance officers. Only people who have never worked
for the concerned management company as managing direc-
tors may be appointed as outside directors. Companies whose
total amount trust assets is greater than 6 trillion Korean won
should appoint no less than 3 outside directors, and the num-
ber of outside directors should not be less than half the total
number of directors. An audit committee is mandatory for
any management company with total trust assets of more than
6 trillion Korean won, and no less than two-thirds of the num-
ber of members of the audit committee should consist of out-
side directors. Compliance officers are responsible for
monitoring the implementation of internal control standards.
Management companies are required to appoint at least one
compliance officer.

188. Mr. Yoon discussed how securities investment compa-
nies are required to adopt strict internal control systems for
sound management and investor protection. He noted that the
roles of the three main types of officers—executive directors,
supervisory directors, and auditors—have been reinforced.
Executive directors’ main responsibilities are to administer
and to represent the business affairs of a securities investment
company. They are obliged to report on the company’s busi-
ness status and progress to the board of directors at least once
every three months. Mr. Yoon noted that supervisory direc-
tors, on the other hand, supervise the business management
of executive directors, and, when deemed necessary, have the
right to request the auditors to submit an audit report. An
auditor’s main role is to report promptly to the supervisory
directors when an executive director violates any statute or
article of incorporation concerning the performance of his
duties, or undertakes an action that might cause significant
losses to the securities investment company concerned.

189. Mr. Yoon concluded by examining the impact the con-
solidated supervisory organization—established in 1/1999
from the merger of the banking, non-banking, securities and
insurance regulators—had had so far on the Korean economy.
He stated that the establishment of the consolidated supervi-
sory authority had improved regulations and systems, and
clarified the direction of supervisory policies, with the aim of
raising transparency in supervisory policy and enhancing over-
all prudent regulation by adopting effective measures against
unlawful acts. He observed that the regulator had conducted
item-by-item evaluations of policies, including compliance
systems, risk management systems, construction of fire-walls,
and publicly disclosed the results in order to induce volun-
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tary efforts and more autonomous restructuring of the finan-
cial industry. In addition, Mr. Yoon noted that the regulator
had implemented a real-time surveillance system to monitor
trades through an advanced computer system, with on-line
connections between trust investment companies and the su-
pervisory organization. He observed that the supervisory sys-
tem could now determine the source of any extraordinary
transactions directly after detection, through contact with the
compliance officer of the related company.

190. Mr. Ian Johnston, National Director, Financial Ser-
vices Regulation, Australian Securities and Investments
Commission (ASIC), described the Australian experience
regarding the legal and regulatory frameworks for CIS. He
noted that the Australian collective investments industry is a
significant, and rapidly growing sector of the economy, pro-
viding a major source of investment funds. There is a large
variety of managed investment schemes, with currently over
$255 billion invested in the Australian managed investments
industry (excluding superannuation monies, and over $590
billion with superannuation included). Of this, 51% is sourced
from the Australian retail sector while the remaining 49% is
sourced from the wholesale sector.

191. Mr. Johnston described the key features of the regula-
tory framework. He noted that the Australian regulatory frame-
work for CIS underwent a radical change in 1998 with the
commencement of the Managed Investments Act (MIA). A
single responsible entity now has ultimate responsibility for
all aspects of the operation of regulated schemes. The respon-
sible entity is required to be a public company holding a li-
cence from ASIC to operate the scheme. In order to obtain a
licence, the relevant entity must demonstrate the capacity and
expertise to operate the scheme. Mr. Johnston commented that
the licensing requirement therefore acts as an initial gateway
for potential participants in the managed investments indus-
try. Only operators meeting minimum financial requirements
will be licensed.

192. Several other aspects of the regulatory framework were
noted by Mr. Johnston. For the most part, schemes, must be
registered with ASIC. Registration does not, however, create
or incorporate the scheme, but merely records the scheme with
ASIC. Documents have to be lodged with the regulator, and
investors’ rights must be clearly set out in the documents.
Mr. Johnston observed that compliance monitoring on the part
of the operator is introduced through a requirement for either
half of the board of the responsible entity to be independent,
or for a separate compliance committee to be established. A
further, independent layer of monitoring is imposed through
the compulsory appointment of an auditor to audit compli-
ance with the compliance plan annually. Mr. Johnston stressed
that self-regulation therefore plays an important role.

193. Mr. Johnston noted that the MIA expressly allows ASIC
to require scheme property to be held by an agent as a licence
condition—but otherwise, an independent custodian is not
mandated by the law. For this purpose, ASIC has set down
stringent requirements for custodianship, which may be met

by the responsible entity itself. However, those requirements
may, in many cases, effectively require the responsible entity
to appoint an independent custodian. Mr. Johnston stressed
that the current regime does not involve any mechanism to
filter out or exclude schemes on the basis that the scheme or
investment plan itself is a bad investment. Rather, this is left
to market forces. Investors are free to make their own assess-
ment as to the quality and riskiness of the investment, pro-
vided they are given all information relevant to their decision
to invest.

194. Mr. Johnston identified a series of challenges for the regu-
lator. He noted that the MIA allowed a transition period of
two years for existing schemes regulated under the previous
regime to prepare for compliance with the new regime. He
noted that ASIC had put much time and energy into assisting
the industry to transition, and that the new regime caused ASIC
to review its approach to a number of types of investment
schemes which had been brought more clearly within the scope
of regulated activity. He observed that while ASIC had ob-
served a gradual improvement in compliance cultures and at-
titudes following the reform of the regulatory regime,
embedding compliance had been difficult for the smaller com-
panies in the managed investments industry. Mr. Johnston
remarked that ASIC had needed to develop and publish nu-
merous new public policy statements describing how it would
administer and enforce the new laws, and that the operation
of the new laws generated a number of issues and teething
problems. In the course of surveillance, ASIC had also faced
the difficult challenge of how to apply universal standards
across the incredibly wide variety of industry participants and
diverse schemes that are now regulated in Australia.

195. Mr. Johnston identified several reforms planned for the
future in the financial services sector. He noted that the gov-
ernment has proposed laws to introduce an integrated regula-
tory framework for the entire industry. Part of the objective
for the reform is to provide consistent regulation of function-
ally similar markets and products. This will involve the
harmonisation of existing, diverse regulatory arrangements
for the various financial markets and products, including man-
aged investments, life and general insurance and superannua-
tion. Mr. Johnston noted that another reform is to establish a
single licensing regime. All the various participants in the fi-
nancial services industry will require what is to be called an
Australian Financial Services Licence. Mr. Johnston remarked
that a single disclosure regime had been proposed, so as to
bring about a single standard for the offer of all financial prod-
ucts, apart from shares and debentures. He noted that it was
hoped that the establishment of a general disclosure standard
would bring about consistency and assist investors to make
comparisons across financial products.

196. Mr. Johnston concluded that enormous challenges are
likely to face ASIC when the new laws take effect either later
2001 or early 2002, as ASIC’s role will expand considerably.
Already, as of 7/1998, ASIC has been responsible for con-
sumer protection and market integrity across the financial
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services sector generally. ASIC will now also be responsible
for administering a greatly enlarged licensing regime encom-
passing virtually all participants in the financial services in-
dustry.

197. Ms. Yeo, Lian Sim, Assistant Managing Director,
Capital Markets, Monetary Authority of Singapore (MAS),
presented the Singaporean experience regarding the legal and
regulatory framework for unit trusts. She noted that unit trusts
had been gaining favour in Singapore for various reasons.
Savings traditionally placed in deposits have been invested in
equities, investment in bonds had also become more popular
lately, and the public has become more aware of the benefits
offered by professionally managed funds.

198. Ms. Yeo described the current manner in which MAS
regulates unit trusts. Each unit trust must have a trust deed
which contains required covenants describing the responsi-
bilities of trustee and manager, a key one of which is that a
trustee has a duty to safeguard the interests of the unit-hold-
ers. The trust deed must be approved by MAS. Each trust
fund must also have a prospectus issued by the manager. The
manager is responsible for full and accurate disclosure, and
is subject to statutory liability.

199. Ms. Yeo then outlined the new regulatory approach MAS
was going to adopt. It would authorize funds directly, instead
of approving documents, and it would recognize foreign funds.
Under the current feeder-fund regulatory structure, Ms. Yeo
noted that the manager and trustee must both be public com-
panies incorporated in Singapore. She argued that although
this regulatory structure for feeder-funds for investment in
foreign funds means that the interests of Singapore investors
are well protected, because there is direct legal access to the
manager and trustee, it does impose high costs on the inves-
tor. In the future, MAS would allow foreign funds to be of-
fered directly in Singapore. Ms. Yeo anticipated that this would
lower the costs of foreign funds, and expand the range of funds
available. It is also expected that an increase in foreign fund
offers would facilitate a wider diversification of investment
portfolios.

200. Ms. Yeo noted that a range of Exchange Traded Funds
(ETFs) based on global/foreign share indices are being intro-
duced in Singapore. These would be different from unit trusts,
in that they had better price discovery, and could be bought or
sold throughout the trading day. Ms. Yeo also commented that
the SGX-AMEX linkage allows co-trading of ETFs on the
two exchanges, thus hopefully enhancing liquidity and trad-
ing opportunities. Ms. Yeo identified a range of drivers for
the growth of CIS. On the supply side, these included the
entry of foreign funds and the introduction of ETFs, and on
the demand side, these included an increased awareness of
managed instruments, and the increased flexibility of the Cen-
tral Provident Fund (CPF) Investment Scheme.

201. Ms. Yeo summarized how the CPF operates. She noted
that it is a defined contribution scheme which enables saving
for retirement, places the responsibility on individuals to plan

their investments, but allows the CPF Investment Scheme to
utilize investment opportunities in the market. Each employee
contributes 20% of his salary tax-free, and his employer con-
tributes another 20% to the individual’s CPF account, which
is then divided into three sub-accounts: an ordinary sub-ac-
count, a special sub-account, and a medisave sub-account.
Elements of the ordinary sub-account and the special sub-
account may be invested in different unit trusts with different
risk weightings. Ms. Yeo argued that the benefits of the CPF
are that it enables members to achieve more attractive returns
for old-age security, that it balances higher returns with a need
to safeguard principal sums, and that it caters to diverse risk
profiles of investors.

202. Ms. Yeo noted that a range of prudential safeguards had
been imposed on CPF-Approved Unit Trusts. In particular,
the CPF Board had to determine the investment guidelines,
and an independent investment consultant was required to
evaluate a fund manager and the suitability of individual unit
trusts, and to determine the risk-classification of a fund. In
addition, quarterly risk-adjusted performance reports were
provided to investors.

203. Ms. Yeo observed that financial advising was becoming
more holistic—leading to more educated investors, greater
availability of funds for investment, an increasing variety of
investment options, and increasing demand for financial ad-
vice. As a result, Ms. Yeo noted that a Financial Advisers Act
had been proposed. She anticipated that there would be sev-
eral benefits from a single regulatory framework for financial
advisers. They included that financial advisers would be au-
thorized to provide personal advice on a wide range of alter-
native investments, including shares, unit trusts and insurance
products, that the new law would promote uniform standards
of business conduct, and that the new law would reduce the
costs associated with multiple licenses.

204. Ms. Yeo concluded by identifying the two main goals of
the regulatory development work-in-progress: first to construct
a regulatory framework to maintain a sound investment envi-
ronment, and second to empower investors with greater choice
and more information.

205. Mr. Gregory Mocek, Special Counsel to the Chair-
man, Commodity Futures Trading Commission (CFTC),
US, analysed the US experience of commodity pool opera-
tors (CPO), and abuses that occur in the CPO marketplace.
He noted that the CFTC is the regulator for certain CIS in the
US futures markets, called commodity pools, which are ve-
hicles engaged in the business of investing customers’ money
in commodity interests. Mr. Mocek remarked that it is not
the pools themselves, but the persons or companies who so-
licit funds to invest in a commodity pool, the CPOs, who fall
under the oversight of the CFTC. He stressed that although
there are abuses, the vast majority of American CPOs pro-
vide benefits and add liquidity to the marketplace by offer-
ing investment diversification, professional trading
management, and limited liability to those who would rather
invest in a collective environment.
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206. Mr. Mocek noted that the CFTC must be certain that the
futures markets are safe in order to ensure that US and inter-
national investors are protected from fraud and abusive prac-
tices. He emphasised that markets have become more
international and diverse, and that fraud is thus not only a
domestic US problem. He argued that this meant that regula-
tors must pay attention to each other’s regulatory structures,
as well as enforcing and prosecuting offenders of their own
national regulations and CIS laws.

207. Mr. Mocek described how CPOs are regulated by the
CFTC. He noted that, essentially, the US Commodity Ex-
change Act provides a statutory definition of a CPO, and if a
company or person falls under that definition, it must register
with the National Futures Association, which is the self-regu-
latory organization that is the front line regulator for the fu-
tures industry in the US. Mr. Mocek commented, however,
that the definition of a CPO gives the CFTC flexibility to ex-
clude persons if they are beyond the intent of the definition.
In practice this means that the CFTC exempts certain types of
pools from registering. In addition, Mr. Mocek remarked that
there are many pools that operate legally that are unregis-
tered. He stressed that the bulk of CPO fraud in the US oc-
curs in situations where the CPO is unregistered but not
exempt.

208. Mr. Mocek observed that over the last ten years, the CFTC
had prosecuted over 1,000 persons and entities. Many of those
were CPOs. He described the typical pattern of CPO fraud as
follows. The CPO is many times an educated and intelligent
person, who is highly articulate. The CPO has some type of
trading system which he thinks can provide incredible invest-
ment profits. The CPO solicits his futures trading expertise to
a select group of people (such as friends, members of his
church or club, co-workers at his plant, alumni of his school).
The CPO publishes a false track record of his trading results.
The CPO fraudulently issues incorrect account statements to
his customers—always showing profits. The CPO starts los-
ing money for most of his clients, yet continues to tell them
he is making profits. The CPO begins to Ponzi (pyramid) cus-
tomers’ investments by using one investor’s money to pay off
another. The CPO commingles his personal funds with those
of his investors. The CPO starts using investor funds to pay
for his personal lifestyle.

209. In order to illustrate how easy it is to fall into the trap of
an international CIS fraudster, Mr. Mocek described two ex-
amples of such fraud. The first concerned somebody he referred
to as “Mr. M”. Mr. M was in the real estate business in Ohio,
but after losing most of his money in bad real estate invest-
ments, he decided to start a new life in Florida. In 1992, he
opened M International Investment Corporation. Then he
opened two investment funds, incorporated a trading corpora-
tion in Belize, and opened a Bahamian corporation, to act as
trading manager for the trading corporation. Mr. M printed up
expensive-looking sales brochures that described his new in-
vestment funds, and told prospective investors that he had $450
million under management, and that he had a secret special
computer program that allowed him to achieve returns of ap-

proximately 51% per year. He then found a few prominent busi-
nessmen to invest, and used their names to find other investors.
He hired young salesman from local wealthy families to solicit
other investors. From 1992-2000, Mr. M raised $127 million
dollars from 170 US and foreign investors. While he did invest
some of his clients’ money in securities and in futures con-
tracts—he also invested in many other things, including a failed
mortgage company, a failed golf and country club resort, a failed
cigar lounge, and a very expensive personal lifestyle.

210. By the time the SEC and the CFTC caught up with
Mr. M, he had lost $46 million dollars of his customers’
money. By violating US futures laws, Mr. Mocek observed
that Mr. M had figured a way to stay in business for quite
some time—basically because he sent his customers reports
that falsely showed that he was making profits, concealed
the fact that he was losing their money, and because he used
new investor monies to pay off older investors that wanted
to cash out of his funds.

211. The second example Mr. Mocek described concerned a
man referred to as “Mr. A”. Mr. A became a commodities
consultant and charged his clients upwards of around $2,000
an hour—yet he did this while he allegedly owed millions in
back taxes. Mr. A reportedly also advised foreign governments
and companies on financial issues, yet he filed for personal
bankruptcy. Mr. A distributed sales literature and a marketing
resume to companies, and spoke at seminars. Despite the fact
that Mr. A had these reported tax problems, a previous run in
with the CFTC, and sported murky credentials, he was able
to raise approximately 3 billion dollars from Asian financial
institutions by claiming to have a conservative futures trad-
ing program, and selling bonds that guaranteed an average of
4% interest to institutional investors. By the time the SEC
and the CFTC sued Mr. A and his companies, Mr. A had lost
and/or spent close to $600 million. So far, approximately only
$85 million worth of assets had been found.

212. Mr. Mocek remarked that the CFTC is diligently investi-
gating and prosecuting CPO fraud cases, and that it works
closely with foreign criminal and civil authorities to share
information. It is developing advanced investigation and co-
operative enforcement techniques to combat abuses in CIS,
and is seeking civil monetary penalties to deter future mis-
conduct. However, Mr. Mocek stressed that the best way to
deter fraud was to inform people how it happens. He con-
cluded by expressing the hope that through continued inter-
national cooperation, and the development of Memoranda of
Understanding between countries, all regulators could pro-
tect their citizens from market participants trying to circum-
vent CIS regulatory schemes.

213. Mr. Stephen Lumpkin examined some issues concern-
ing the consolidated supervision of CIS in the OECD. He noted
that over the past decade, a number of OECD countries had
implemented, or had announced plans to implement, struc-
tural reorganisations of their financial supervisory frameworks.
These changes had generally reflected efforts to realign su-
pervisory structures with a profoundly changed institutional
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environment. Mr. Lumpkin observed that there had been in-
creased consolidation within institutional sectors, and con-
vergence across institutional types, as institutions have sought
opportunities to cross-sell products, expand across borders,
and achieve scale economies. These developments have led
to a blurring of traditional lines of demarcation among the
four pillars of the financial system, namely banks, insurance
companies, pension funds, and securities firms.

214. Mr. Lumpkin recognised that the existence of integrated
financial service groups complicates the task of supervision.
This is because as financial groups and conglomerates
centralise their risk assessment and management, it becomes
more difficult to oversee them on a purely institutional basis,
due to the complexity of their corporate structure and the in-
ter-linkages therein. He argued that monitoring of firewalls
in such circumstances becomes increasingly important, yet
increasingly difficult. At a minimum, Mr. Lumpkin maintained
that the formation of complex financial groups increases the
need for information sharing, co-ordination and co-operation
among supervisory authorities with responsibility for differ-
ent institutional components of a financial group, so that a
group-wide perspective may be achieved.

215. Mr. Lumpkin stated that supervision of the financial ser-
vices industry varies greatly in detail across countries. Many
factors play a role in shaping the ultimate regime a given coun-
try adopts. The relevant factors include: the unique circum-
stances of the country; the different initial conditions around
which the financial services industry is structured in the coun-
try; political and social structures and government, industry
and societal relations; and the relative importance of the
country’s financial services industry.

216. Mr. Lumpkin contended that the challenge in designing
supervisory structures is to create a framework that helps en-
sure the safety of the financial system as a whole, while at the
same time enhancing competition and improving efficiency.
He argued that the diversity of supervisory regimes in prac-
tice suggested that there is no consensus as to the existence of
a “best” approach to achieve this end. He noted one typology
that identifies three broad approaches to the structure of fi-
nancial supervisory regimes: (1) institutional/sectoral, in
which supervision is focused on the type of institution, (2)
functional, in which supervision is directed at the underlying
business activities, regardless of the service provider, and (3)
objectives-based, in which supervision is organised accord-
ing to the objectives of supervision. Mr. Lumpkin observed
that not only are all three models found in practice, but also
that increasingly a consolidated approach is employed with a
combination of the three approaches.

217. Mr. Lumpkin recognised that two divergent views re-
garding the proper aim of financial supervision had been put
forth. The “twin peaks” approach proposes the establishment
of a single conduct of business agency and a single prudential
supervisory agency to ensure the soundness of the system as
a whole and control all risks for all types of financial institu-
tions. Mr. Lumpkin noted that the twin peaks approach had,

however, been criticised as being “too all embracing and fail-
ing to recognise the significant differences between institu-
tions and types of business”. An alternative approach called
for a structure of financial supervision based on a broader
range of objectives, comprising: 1) a systemic regulator (which
covers banks and other depositories); 2) a separate prudential
regulator for securities firms, insurance companies and other
non-bank financial institutions; 3) a conduct of business regu-
lator for retail financial business; 4) a separate conduct of
business regulator for wholesale financial business; 5) self
regulation for exchanges; and 6) a competition authority,
which need not be limited to financial businesses.

218. Mr. Lumpkin observed that the consensus approach now
has three objectives: 1) Systemic stability, which means en-
suring the safety of the financial system as a whole plus the
reliability and integrity of payment systems. 2) Prudential
oversight, which covers the safety and soundness of individual
institutions, in the absence of systemic consequences, with a
view toward protecting consumers and investors from losses
in the event of an institution’s insolvency. 3) Conduct of busi-
ness regulation, which focuses on market misconduct, ad-
dresses information asymmetries, and covers other aspects of
the ways in which financial institutions carry out their busi-
ness activities with clients.

219. Mr. Lumpkin argued that, given the potential shortcom-
ings of exclusively institutional and functional approaches to
supervision when institutions are diversified, the tendency
towards conglomeration in financial services had strength-
ened arguments in favour of supervision based on the objec-
tives of regulation. He noted that the range of supervisory
structures in place suggests that there is no single approach to
the institutional structure of financial supervision that is “best”
in all circumstances. Supervisory frameworks must be adapted
to meet the requirements of the specific environment in which
they are to be implemented, taking into account the size and
complexity of financial institutions and the institutional set
up in the country. It has become more widely accepted that
large, complex institutions with systemic importance should
be treated differently than small institutions, and that some
type of “group-wide” approach is needed for complex groups.

220. Mr. Lumpkin remarked that the different legislative
frameworks under which consolidated supervisory agencies
have been created and the diverse activities they undertake
give rise to significant differences in their operational struc-
tures. He identified four general structures: 1) An institutional
model in which supervision is organised according to institu-
tional groups, supplemented by a policy function, which may
be incorporated into the institutional divisions or may be stand-
alone. 2) An operational model in which supervision is
organised according to the type of supervisory activity, with-
out regard to the types of institutions involved, with typically
a separate policy division. 3) A functional model in which
supervision is organised according to the type of financial
product/service. 4) A mixed model in which supervision is
organised on an operational basis, but within supervisory ac-
tivities there are clear institutional groupings and practices.
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221. Using these four generalised models as benchmarks for
comparison with actual structures, Mr. Lumpkin determined
that the majority of consolidated supervisory agencies are ei-
ther structured along institutional lines, or have a mixed ap-
proach. Most agencies have not established separate units for
prudential supervision of financial conglomerates or other
complex groups. In general, supervisory oversight of these
entities is carried out by the regular supervisory divisions.
Mr. Lumpkin maintained that it had proven exceedingly dif-
ficult to have one entity deal with all types of institutions.
While the supervisory agency itself may be consolidated,
operationally there are distinct units that typically focus on
particular types of institutions. Consequently, the operational
structure of integrated agencies in some cases begins to ap-
proach the structure of separate agencies that existed prior to
consolidation.

Session 4: Question and Answer Session

222. Professor Anthony Neoh asked what was the experience
in the UK of regulating complex groups. Mr. Robert Aitken
replied that a range of regulatory activities were undertaken.
There was contact at the high-level and managerial levels of
these entities. A close and continuous relationship was estab-
lished. Much more contact with overseas regulators for these
institutions than for others was required. Large positions were
monitored internationally. Mr. Ian Johnston noted that in Aus-
tralia new legislation will assist regulators to look across a
whole bank. An MOU was being created among all the regu-
lators so they could share information, and they liaised every
quarter. Sometimes there were cultural differences between
the different regulators, particularly between regulators
charged with maintaining systemic stability who might be
more cautious about acting against a large firm than a con-
duct-of-business regulator. There were also issues about firms
which were members of a clearing house, and which were
supervised by both a banking and a securities regulator. The
securities regulator might in some circumstances be wary
about telling the banking regulator about potential problems,
because were the banking regulator to stop credit lines to the
institution, the firm could fall, with adverse consequences for
the clearing house.

223. Mr. Garry Schinasi commented that in acute situations,
enforcing the law has to be balanced by systemic consider-
ations. He noted that monetary stability was not equivalent to
financial stability except in a crisis. In a crisis, the monetary
aggregates start to implode and a central bank has to act to
stop a credit crunch. There may therefore be a dichotomy
between free markets and monetary stability. Mr. Schinasi also
noted that at the core, there are probably only thirty to fifty
institutions which operate using a global financial architec-
ture. He argued that what was most likely to push these firms

into dangerous positions was monetary policy, not financial
policy. The consequences would be imprudent risk-taking or
excessive leverage. Mr. Schinasi was concerned that at a glo-
bal level no institution was watching the mix of monetary
and financial policies. Ms. Yeo, Lian Sim noted that she was
concerned about avoiding a major crisis caused not by bad
monetary policy, but by bad pricing, excessive risk-taking or
hedging. Mr. Schinasi responded by saying that a key reason
why such activity is undertaken is that capital is available too
cheaply—as a result of monetary policy.

224. Professor S. Ghon Rhee noted that a regulatory shift from
a merit to a disclosure-based approach required a functional
specialisation in the appropriate regulatory bodies. Ms. Alexa
Lam noted that there was a difference between supervision
during normal times and crisis management. Supervision and
surveillance are intended to prevent crises, but crisis manage-
ment requires a very different type of regulatory mechanism.
She recognised the problem of herding in markets, but ar-
gued that a big problem is only a problem when it cannot be
worked out on a reasonable time basis. Ms. Lam suggested
that each crisis is different from each other one, so solutions
have to be different, and have to reflect relevant national in-
terests. She believed it would not be easy to devise a rulebook
for crisis management. Mr. Schinasi argued that herding has
bigger consequences in finance as compared to other indus-
tries because of the nature of banking.

225. Ms. Alexa Lam argued that a risk-based approach to regu-
lation may be beneficial in a regulator with limited resources,
but that it was necessary to balance the costs and benefits of
the approach. Mr. Akamatsu contended that the IMF’s work
will continue to be valuable in preventing future crises, as a
result of the enhanced surveillance it was undertaking. Dr.
Yoshitomi maintained that the recent Asian crisis was differ-
ent from previous ones, and was essentially a capital account
crisis. He maintained that for a new disease, new medicine is
required. He then outlined the seven policy recommendations
that he and the Asian Policy Forum had developed for such a
crisis. They included choosing an appropriate exchange-rate
regime, short term capital controls, strengthening the bank-
ing sector, developing a long-term capital market, “bailing
in” the banks, limiting the holding of domestic currency by
non-residents, and the provision of high levels of international
capital liquidity.

Conclusion

226. Dr. William Witherell, Director, Directorate for Financial,
Fiscal and Enterprise Affairs (DAFFE), OECD, concluded the
proceedings by thanking everybody for their participation, and
in particular Professor Anthony Neoh for his excellent chair-
manship of the previous Round Tables, and by noting that this
Round Table had once again been a resounding success.
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ANNEX

Third Round Table on Capital Market Reform in Asia

ADB Institute, Tokyo, 10 to 11th April 2001

Organisers: OECD, ADB Institute

Chair’s Summary Statement*

The OECD-ADBI third Round Table on Capital Market Reform in Asia was held at the Asian Development Bank Institute
(ADBI) in Tokyo on 10th and 11th April 2001.  The meeting was chaired by Mr. Anthony Neoh, Chief Advisor to China
Securities Regulatory Commission and Dr. William Witherell, Director, Directorate for Financial, Fiscal and Enterprise Affairs,
Organisation for Economic Co-operation and Development (OECD). Mr. Neoh is also the former Chairman of the Securities
and Futures Commission of Hong Kong Special Administrative Region, People’s Republic of China, and the former Chairman
of the Technical Committee of the International Organisation of Securities Commissions (IOSCO).  The meeting was jointly
sponsored by the OECD and the ADBI.  Dr. Masaru Yoshitomi, Dean, ADBI, and Mr. Seiichi Kondo, Deputy Secretary-General,
OECD, made welcoming remarks.

The Round Table was attended by Chairmen and other top-level representatives of securities market regulatory bodies, as well as
high ranking officials of governments and central banks from the People’s Republic of China, Hong Kong Special Administra-
tive Region of the People’s Republic of China, Indonesia, Malaysia, Philippines, Singapore, Taipei,China and Thailand.  Also
present were senior officials from securities market regulatory bodies, governments and central banks of OECD member coun-
tries and international organisations.  Experts in the field from stock exchanges, industry, and academic circles also participated
in the meeting.

The Round Table was held in co-operation with IOSCO, IMF, the World Bank and ADB.  It provided an important occasion for
senior executives of Asian economy regulatory organisations who are members of IOSCO, their colleagues from OECD coun-
tries, and experts in the field of capital markets to discuss future initiatives in capital market reforms in Asia.

This Round Table is the third in a series. The first Round Table on Capital Market Reforms in Asia was held in Tokyo in April
1999 and the second one was held in Tokyo in April 2000. The main topic of the third Round Table was “Institutional Investors
in Asia”. In addition, the following three topics were discussed as well:
(1) Progress in Capital Market Reform in Asia, (2) Designing a Financial Market Structure in Post-Crisis Asia—How to Develop
Corporate Bond Markets, and (3) Joint IOSCO CPSS Recommendations for Securities Settlement Systems.

Part I: Progress in Capital Market Reforms in Asia

Looking at developments in the capital markets, after a big increase in equity prices in 1999, the equity market declined consid-
erably in the latter part of 2000, continuing into 2001. There is a perceived vulnerability of emerging Asian markets to a global
economic slowdown. Judging from the continuing weakness of equity markets, structural problems are still key issues to be
addressed to enable the region to take advantage of improvement in the world economic climate when it comes.

Thus, economies in the region are making efforts to increase the resilience of their financial  markets. They are also dealing with
the challenges posed by globalisation and technological advances. In this regard, there is a marked tendency among the markets
in the region to increase the quality and the variety of services they provide so as to satisfy customer demands. This tendency
towards greater attentiveness to the needs of the customer is being accelerated by the competition among the markets within the
region and with exchanges overseas. At the same time, regulators and market participants are beginning to plan for the prospect
of global electronic networks and/or remote access to major trading platforms, as they may provide new opportunities for the
markets in the region.

In this regard, the following topics were particularly noted.

The rapid expansion of Internet trading is one of the biggest challenges for securities regulators in the region. While facilitating
its development, regulators need to address the issues of minimum standards of investor protection, for example in the regulation
of on-line trading or IPOs via the Internet.

* Terms and names used by Chair in his statement released  jointly by ADBI and OECD, may not follow ADB conventions.
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Demutualisation and the merger and alliance of exchanges pose new challenges to the securities regulators. With demutualisation,
exchanges can be expected to assume fewer functions as self-regulatory bodies in setting and enforcing rules for investor protec-
tion and market integrity. Securities regulators need to pay particular attention to this issue.

 The issues related to the establishment of “second boards” or second-tier exchanges were discussed as well.

Part II: Designing a Financial Market Structure in Post-Crisis Asia—How to Develop
Corporate Bond Markets

The ADB Institute, which organised the Asian Policy Forum as its Secretariat by inviting 17 policy-oriented research institutes
in Asian economies, presents an analytical framework that is needed to derive policy recommendation s on how to develop
corporate bond markets in bank-dominated Asian economies.

Main points of the recommendations are as below.

Asian countries should place priority on strengthening the soundness of the banking system in the short- to medium-term, while
at the same time initiating to develop a domestic corporate bond market. Given the dominance of the banking sector and, at the
same time, declining profitability from traditional banking businesses in Asia, the banking system and the corporate bond
market could become complementary to each other, not substitutes. For instance, commercial banks are likely to play a major
role as underwriters, investors, issuers, and guarantors of bonds while they continue to provide traditional banking services.

This means that the banking sector will become important institutional investors in the corporate bond market in developing
countries in Asia. This is because other potential institutional investors, such as pension funds, insurance industries, and provi-
dent funds, are largelyunderdeveloped, reflecting a low level of per capita income and asset accumulation. Thus, it is important
to formulate a regulatory system that can cope with the new types of risk that would be encountered by commercial banks and to
promote new risk-management skills. Furthermore, the banking sector could be major issuers given that there are few large
reputable firms that are able to issue bonds at reasonable costs in Asian developing countries. In this regard, it might be a good
idea to establish long-term credit banks (that issue bank debentures and provide long-term loans) in order to promote the
development of the bond market in the intermediate situation.

However, in designing such an intermediate financial market structure between the bank-dominantand market-based one, a care
should be taken so that banks will not be too powerful in the future, undermining the development of a highly liquid and broad
bond market.

Another recommendation made at the meeting was the idea of using asset securitisation and credit enhancement as a means of
creating a viable corporate bond market for institutional investors in the region. In appropriate cases, issues can be structured at
high investment grade level, even exceeding sovereign rating.

Part III: Joint IOSCO CPSS Recommendations for Securities Settlement Systems

The IOSCO Technical Committee and the Committee on Payment and Settlement Systems (CPSS) set up a Task Force to
develop “Recommendations for Securities Settlement Systems”. The draft of the recommendations was released in January
2001 for public consultation, which will last for three months.

The meeting discussed these recommendations.

The report identifies minimum requirements that securities settlement systems should meet and the best practices that systems
should strive for. These encompass the legal framework for securities settlements, risk management, access, governance, effi-
ciency, transparency, and regulation and oversight. The proposed recommendations are designed to cover systems for all secu-
rities, including equities, corporate and government bonds and money market instruments, and securities issued in both
industrialised and developing countries. They also aim to cover settlement of both domestic and cross-border trades.

The participants, in general, agreed that the recommendations do adequately address all the relevant topics and issues and
provide a useful guidance for the development/modernization of securities settlement systems in Asia. They also discussed
possible obstacles in implementing the recommendations in Asia. Among these obstacles was the existence of weak legal
systemsrelative to advanced economies.
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Part IV: Overview of Institutional Investors in Asia

The main issue of this part is how to develop institutional investors in Asia and the necessary regulatory framework for their
development.

1. Introduction

Institutional investors, such as insurance companies, collective investment schemes (CIS) and pension fund managers, have
been gaining in importance in the capital markets of both OECD and non-OECD countries. The presence of institutional inves-
tors is one of the strongest stimuli favouring the development of capital markets.

a) Highlights of the Experience of Institutional Investors in OECD Countries

As background to the common factors of the development of institutional investors in the OECD countries, the following issues
were noted, namely: Ageing populations and pension reforms, technological progress in communications and information pro-
cessing, deregulation of the banking and securities industries. Positive effects of institutionalization on the development of
capital market, the importance of the role of professional fund managers and the necessity of appropriate regulation on invest-
ments by institutional investors were also noted.

b) Current Situation in Asian Countries

Many countries in the region have high aggregate rates of savings, but these savings are often held in traditional outlets such as
bank deposits. The institutional investors sector is in general underdeveloped. Nevertheless the same factors that facilitated the
development of institutional investors in the OECD countries are now developing in the region and it can be assumed that
institutional investors can develop fairly well in this region in the near future.

In the field of insurance, the Asian insurance market has changed significantly in the past decade. During this period new
legislation and regulations reformed some of the most important markets. These reforms have begun to produce growth, diver-
sity in coverage and competition-driven pricing. The penetration index—i.e. life insurance premiums as a percentage of GDP—
is relatively low in mo st Asian countries, except for Korea and Japan. This indicates that the scope for expansion of the
life-insurance sector is considerable. Liberalisation and further improvements in regulatory systems and other elements of the
infrastructure will largely determine the prospects for insurance markets in Asia.

In general, many participants pointed out that though there has been a progress in this area, there are still a number of impedi-
ments to the development of institutional investors in the region.  It was also pointed out that in some cases institutions and fund
managers in Asia are lacking in the necessary independence from government and industry to operate in the interests of inves-
tors. The participants discussed how to strengthen the fiduciary duties of fund managers toward investors. They also discussed
the role of foreign institutional investors in domestic markets and how they contribute to the professionalism in the asset man-
agement industry, which is a crucial parameter for the development of institutional investors.

2. Development of Collective Investment Schemes (CIS) and Pension Funds

The development of Collective Investment Schemes (CIS) is one of the key factors in the development of capital markets.
Though the CIS industry in most Asian countries is still rather underdeveloped, the potential for growth is believed to be quite
high.

a) Main Points of Recent Trends and Prospects for the CIS Industry
in the OECD Countries

The factors which facilitated the development of institutional investors in general can be pointed out as elements supporting the
growth of the CIS. In particular the extraordinary growth of CIS in the OECD countries reflects several factors:
(1) CIS are the main avenue for small inventors to take advantage of the investment opportunities in bond and equity markets,
which have been producing very attractive returns.
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(2) Many governments have taken measures to strengthen the legal and regulatory framework for CIS.
(3) CIS are very well adapted to retirement plans, especially defined contribution plans.

Investment performance and fees and expenses of the CIS were also discussed as one of the key relevant issues in this field and
it was stressed that the monitoring and evaluation ofperformance of portfolio managers is important part of the duties of those
responsible for fund governance.

As for the prospects for the CIS industry in the OECD countries, there are good prospects in principle. In particular, CIS are
expected to play a major role in providing retirement income.  The rising sophistication of investors and better information have
stimulated diversification among distribution channels and an increasing variety of products and this trend is expected to con-
tinue.  The availability of investor information will be an additional force for modernisation.

b) Current Situation of CIS in Asia

Though the CIS sectors are rapidly growing, the share in the financial market is still low in Asia.  But the potential for growth is
believed to be quite high, especially for the larger economies.

The structure of the banking industry in most Asian markets has hampered the growth of mutual funds. Lack of competition has
led to situations where banks have redirected fund investors into deposits. Custodial arrangements tend to be costly.

A major barrier to the development of CIS is the design and prudential regulation of private pension funds. Main obstacles to the
development of Asian mutual funds are: stocks are preferred as an investment to CIS; volatile performance of some domestic
markets; underdeveloped money market funds; only a few countries have private retirement schemes; lack of distribution chan-
nels; and tax disincentives.

Efforts are underway to develop the CIS industry by removing some of these obstacles. For example, some Asian economies are
restructuring or selling off publicly managed CIS. The entry of foreign funds or foreign involvement in the CIS sector is being
encouraged so as to introduce best practices in domestic fund management. The introduction and the development of mandatory
provident funds can also highlight the need for long-term investments and CIS.

The participants agreed that, though in general there are potentially good prospects in CIS in the region, a lot of effort is still
needed for their significant acceleration. The participants also discussed the performance of CIS products and the situation of
fees and expenses of the CIS in the region.

c) Pension Funds

The introduction of defined contribution pension systems is now most actively considered in the OECD countries where a
funded pension system does not exist at present. This is a system that has direct consequences for capital markets in that
individuals own financial assets directly.

The pension sector in many Asian countries faces a great deal of challenges, including the dominance of PAYG systems, high
administrative costs, inadequate coverage, reactive regulatory systems, archaic investment regulations, and inadequate financial
infrastructure.

Many new Asian pension systems are based on a defined-contribution formula (fully funded by definition). Hence, also in this
case the need to ensure the financial security of pension benefits is a public policy issue, especially where these plans have (or
will) become the main providers of pension benefits.

Reform of pension systems, in particular the shift to funded pensions can provide the region with a good opportunity to facilitate
capital market development. The participants discussed policy measures, which can exploit this opportunity for further develop-
ment of the capital market.
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3. Legal and Supervisory Frameworks for CIS

For the sound development of CIS, an appropriate regulatory framework is indispensable. Among the statements issued by the
OECD and the IOSCO, there are common understandings on the importance of investor protection and the necessity of indepen-
dent custodian, appropriate disclosure etc. IOSCO is still working on these issues and developing further elaborated principles.

A possibility, that over-regulation could stifle the growth of institutional savings, and, on the other hand, a risk, that loose
regulation may lead to lack of appropriate investor protection and thus undermine the confidence of investors in the relevant
products, were discussed. In this regard, the necessity of an appropriate sequencing of policies for the sound development of the
institutional investors in the region was emphasized.

Another big challenge for regulators is how to deal with the different types of industries in the CIS business. A key issue for
regulators is how to maintain the integrity of regulation; that is to avoid duplications as well as gaps in regulation and to secure
consistency of regulation. The creation of an integrated single regulator may be an answer to this challenge. On the other hand
the US iscoping with this problem under a segmented regulatory system. The pros and cons of a consolidated regulatory system
and a segmented regulatory system were discussed.

The summary of the discussions will be available on the following web sites.

OECD: http://www.oecd.org/daf
ADBI: http://www.adbi.org

For further information, contact
OECD: Mr. Fujiki Hayashi, Head, Outreach Unit for Financial Sector Reform, Directorate for Financial, Fiscal and Enterprise

Affairs, OECD, Paris,
tel. (33) 1 45 24 18 38;
fax. (33) 1 45 24 18 33

ADBI: Mr. Naoki Kajiyama , Director, Administration, Management & Coordination, Asian Development Bank Institute,
Tokyo,
tel. (81) 3 3593 5500;
fax. (81) 3 3593 5571
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