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Chair: What are the asset classes that are 
being lent in the market? What are you 
guys all seeing?

Martin: I n addition to equities there is a 
Þxed income market as well.

Jeff Brewer, RBS: Yes and it has its own 
unique characteristics. For example in 
the Þxed income space lending activity 
is spread across Australian government, 
Semi or State government and corporate 
bonds.  For the moment the Equity lending 
market is speciÞc to equities and to a lesser 
extent ETFs. 

John King, Mallesons Stephen Jaques: And 
on the debt side though, are they done 
under securities lending documentation 
or by way of repo?

Natalie Floate, BNP Paribas Securities Ser-
vices: I tÕs a mixture of both depending on 
the entity lending the entity borrowing. 
What we typically Þnd is a lot of lenders 
of Þxed income, if on the custodial/ agency 
side of the desk, will be done under secu-
rit ies lending arrangements for smaller 
activity and repo for larger value/ longer 
term deals. I f i tÕs a beneficial owner 
directly lending in Australia itÕs generally 
done under repo agreement. 

Chair: How did the market fare generally 
during the economic downturn? I t seems 
that Australia came through things a lot 
more positively than the likes of Europe or 
the US?

Martin: A lot of the banks domestically 
didnÕt have the exposure to the toxic assets 
that some of the overseas markets did, so 
they certainly were in a stronger Þnancial 
position. Some of the measures that were 
taken like for the government guarantees 
to raise cash certainly helped shore up the 
Australian market. 

Having the short selling ban on for such 
an extended period of time as opposed to 
what happened overseas, deÞnitely had a 

Chair: How large is the Australian securi-
ties lending market?

Pete Martin, ASLA: To give some general Þg-
ures, there is approximately $160 billion in 
lendable assets with between 15 to 25 billion 
on loan for the past six to nine months. The 
message that IÕd say for Australia is the sup-
ply side is extremely healthy but there isnÕt 
necessarily the same demand for borrow, not 
compared to what weÕve seen historically. 
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detrimental effect on the market overall.  
I t certainly put Australia on a pedestal 
and people were looking at the Australian 
market and what was required to actually 
operate within that market and the amount 
of regulation that was introduced and that 
certainly had a negative effect overall.

Chair: Have you seen the demand side 
returning?

Martin: ThereÕs a combination of factors, 
itÕs not just that there isnÕt the demand 
there. There is still a signiÞcant amount of 
business going on. The supply might not 
all be coming from the traditional agent 
lenders, there is certainly a long bias in 
many Þrms that are uti l ising their own 
long inventory.  With the funding cost 
issues that they experienced, more sophis-
ticated systems have been developed that 
will ensure they are uti l ising their own 
internal long posit ions which is under-
standable. There has been an effect on the 
overall size of the borrowing demand but 
that is only one of the contributing factors. 
I  think if you turn to the offshore demand, 
in some ways in Australia we see fewer 
viable trading strategies. There are more 
regulations, more rules that you have to 
go through than if you were transacting 
in other Asian markets. I tÕs not necessar-
ily a level playing Þeld down in Australia, 
so thereÕs a portion of business that people 
are transacting away from Australia.

King: May I  ask a question that touches on 
that? To what extent has the reinvestment 
of cash risk come to the fore post GFC? 
Because I  think weÕve seen some instances 
where thatÕs had an impact.

Brewer: Prior to the Global Financial 
Crisis, collateral re-investment, with the 
exception of a few isolated cases, was 

traditionally viewed by lending clients as 
low risk.  The GFC highlighted that col-
lateral re-investment risk was real and 
their investments could in fact Òbreak the 
buckÓ, meaning the NAV of the fund after 
expenses and investment losses was less 
than $1.00.  Post-GFC, I  suspect clients 
are spending more time evaluating their 
investment guidelines and are becoming 
much more conservative with how they 
will invest lending collateral.

Martin: That comes down to the fact there is 
more of a hands on approach from clients 
and a lot of them will look to actually tai-
lor their programme to meet whatever risk 
parameters theyÕre comfortable with.  The 
beneÞcial owners share the responsibil-
ity to make sure they do evaluate and that 
their programmeÕs being run in accordance 
with their expectations. So I  wouldnÕt say 
thereÕs a move away from cash as collateral. 
Certainly it is client speciÞc, depending on 
the level of comfort that they have, but there 
will be strict boundaries of what that can 
then be reinvested in.

Floate: And I  think with regards to cash, 
speaking as an agent lender weÕve always 
encouraged lenders/ beneÞcial owners to 
look at their reinvestment guidelines as 
a distinct mandate. A securit ies lending 
mandate should be structured and sub-
ject to the same scrutiny as an Investment 
Management mandate.

Giselle Awad, eSecLending Asia Pacif ic: 
I  agree, custody, securit ies lending and 
cash management mandates historically 
have all been bundled together. I  believe 
itÕs important for beneÞcial owners to treat 
each mandate separately and by applying 
investment management principles, they 
can establish a customised risk/ return 
proÞle for each.

Martin: I  suppose it is domicile and bor-
rower speciÞc as well depending on their 
internal funding costs. For some brokers 
$US is a cheap source of funding, so that 
would be their preference. Certainly in the 
US lending space the majority of clients 
prefer to accept $US whereas in Europe 
there is more of a move towards the non-
cash and the G10 debt as a collateral 
source. I t does depend who the lender is 
and who the borrower is ultimately as well.

King: And thatÕs just brought out all the 
other issues like looking at collateral ßex-
ibil i ty when youÕre looking at what are 
your cheapest forms as a borrower, what 
are the cheapest forms of collateral to give 
to a lender? We look down the spectrum, 
whether itÕs cash, whether itÕs equit ies, 
whether i tÕs repo and ask what makes 
sense for us? And I  think that drives con-
versations with the agent lenders about 
what they can take as collateral, because 
historically funds have been fairly con-
servative. I  think now more and more 
groups are probably looking and taking 
alternative collateral

GA: Certainly beneÞcial owners are becom-
ing more ßexible in their collateral proÞles 
but what we are also seeing, , is beneÞcial 
ownersÕ interest  in dynamic margin-
ing. That is, while market standards of 
102% to 105% margin remain, clients are 
expecting margins to change as market 
conditions do. For example, a borrower 
may be required to pledge a higher mar-
gin, following a consistent increase in their 
CDS spread. 

Stewart Cowan, J.P. Morgan: J.P. M organ 
has launched a tr i-party collateral man-
agement product, in Australia, so itÕs the 
Þrst t ime these collateral management 
products have been offered in the local 

ªBene®cial owners are becoming more ̄ exible in their collateral pro®lesº  
GISELLE AWAD, ESECLENDING ASIA PACIFIC
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a lot of misunderstanding around margin 
lending speciÞcally and especially after 
the Opes Prime case, which had nothing 
to do with securities lending, it is a totally 
different product. Explaining that both to 
the media and speaking to the regulators 
represented challenges in its own right. 
ThatÕs arguably the fault of the industry as 
a whole whereby it hasnÕt done a proactive 
enough job in terms of communicating 
these differences on a historical basis.

King: There are two other factors that were 
in play. The Þrst is the regulator had been 
asleep for 20 years in securities lending, and 
that we had a new head of ASIC. A new team 
came into ASIC at a time when the legisla-
tion was on the books but had never been 
enforced, and they had to take a stand and 
try and turn around the industry behaviour. 
At the same time, we had a couple of huge 
crashes, such as ABC Learning, Allco, Bab-
cock & Brown. Some of these crashes were 
put down (at least in part) to the evils of 
securities lending and short selling, rather 
than poor business models. I  think that this 
perception may have contributed to a lot of 
hysteria and fear.

Chair: What impact will new short report-
ing regulations have?

Seaton: I nvestors wil l get comfortable 
with the new rules and how they work. The 
different markets across Asia have many 
regulatory aspects that investors have to 
be aware of. Comparatively, H ong Kong 
and Japan have been relatively straight-
forward and stable but education and 
awareness will give investors comfort.

Alison Noble, Deloitte: I  think there is quite 
a lot of education probably still to go. 

Seaton: I  think education is probably 
the key point. Quite a few investors both 
domestically and offshore were slow to 
pick up on the new short position report-
ing rules and there was uncertainty as to 
the transaction reporting vs the position 
reporting, exactly what their obligations 
are, who is subject to the reporting etc.

Richard: Yes, we are certainly receiving a 
lot of inquiries on a daily basis from off-
shore hedge funds and even local fund 
managers on the position reporting obli-
gations: what is a short position? Do we 
include synthetic positions? Which enti-
ties do we need to register for reporting?  
Can we net positions across funds? 
 
Brewer: I  know ASLA was in contact with 
ASIC quite a bit during the Global Finan-
cial Crisis, did ASIC actively seek out views 

lifted, there was a lot of press about that, 
some bank stocks took big hits during that 
period, RBS and others. That created a 
very cautious approach with the regulator 
in terms of when they were going to lift that 
ban. There was a perception that the Aus-
tralian market was a small market and that 
it was ripe to be hit by the speculative short 
sellers. Whether those perceptions were 
correct is of course quite another question, 
but there was certainly that nervousness 
and caution within the government. 

King: To what extent was that inßuenced by 
media hype at the time, because there was 
a lot of misinformation and ignorant com-
ment on the front pages of the newspapers?

Richard: I  think there was a lack of under-
standing of what short selling was and 
the role of short selling in the market in 
allowing hedging, providing liquidity and 
all those other features that short selling 
brings to the market. So there was a lack 
of understanding at a basic level within the 
Australian community about the values of 
short selling.

Martin: I  suppose Australia had had such a 
large period of growth with continually ris-
ing markets that when the market started 
to fall people werenÕt prepared for it.  The 
reaction was to blame someone, and short 
sellers certainly got the brunt of that.

Graham Seaton, Bank of America Merrill Lynch: 
Is it fair to say that the lead-in of rising mar-
kets just meant that regulators and a lot of 
participants werenÕt sufÞciently familiar 
with short selling and the impact of it?

Martin: Yes, most deÞnitely. Even just from 
a stock loan perspective, one of the main 
issues we were dealing with was from a 
general education perspective. There was 

market. We launched our Þrst tr i-party 
cash trade last year and weÕve done a 
securit ies collateral trade this year. WeÕre 
ready to go and a lot of lenders and bor-
rowers in the market are interested in 
that.

Chair: And what do you see as the beneÞts 
to tri-party?

Cowan: Tri-party offers the ßexibility to be 
able to take equities or Þxed income, what-
ever the most efÞcient form of collateral. The 
product is huge in Europe, itÕs enormous, but 
we just havenÕt had the product in Australia.

Chair: Why is that? 

Cowan: I  donÕt think itÕs been pushed hard 
enough. Cash was always king. I t  was 
easy to pledge cash and as a lender we 
were always happy to take cash as collat-
eral. However, as the borrowersÕ balance 
sheets are much tighter it gets less and less 
attractive to pledge cash to a lender and so 
thereÕs more demand for non cash.

Chair: I f we could go back to the short sell-
ing ban, itÕs well documented as one of the 
strictest and longest imposed bans glo-
bally, but why was it left on for so long? 

Damien Richard, Mallesons Stephen Jaques: 
I t applied across the market, so it was all 
stocks, not just Þnancial stocks, which was 
a bit different to major world markets. We 
lifted our ban on covered short selling of 
Þnancial stocks in May 2009 and lifted 
the ban on non Þnancial stocks in Novem-
ber 2008. The UK FSA lifted their ban on 
short selling of Þnancial stocks in January 
2009, so January 2009-May 2009, there is 
a quite a bit of difference there and I  think 
it was probably due to the way the mar-
kets reacted. After that ban in the UK was 

ªI think education is probably the key pointº  
GRAHAM SEATON, BANK OF AMERICA MERRILL LYNCH
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within lending programmes.  There was an 
additional exemption to the short sell regu-
lations around that, there was a no action 
letter produced for lending clients. From an 
ASLA perspective itÕs been more of a gen-
eral education around what the industry 
actually does, more so than a lobbying to get 
the regulations changed. Many of the ASLA 
members would be speaking independently 
to the regulators from what their companyÕs 
view is, but certainly from an industry point 
of view weÕve tried to increase the overall 
understanding of the industry.

King: I  havenÕt participated in any nego-
tiations with the regulator. But one of the 

or have any conversations with regulators 
offshore with regards to how they run their 
securit ies lending programmes or how 
they impose short selling restrictions?

Martin: There was talk about having a global 
approach to dealing with the issues relating 
to short selling and new regulations that 
might be introduced. But I  think in Aus-
tralia theyÕve shown that theyÕre not afraid to 
actually go it alone, and they will.  Whether 
other jurisdictions will look at the positional 
reporting for short selling, maybe as a test 
case in Australia and see if thatÕs something 
that may actually come in overseas.

Basically, though, itÕs another layer of 
requirements if people want to actually 
invest in the Australian market. I  think a 
bigger inßuence on the demand to borrow 
securities, is the requirement of what you 
have to do before you can actually execute 
the shorts, and the rules are a lot stricter 
in Australia than they are in most other 
Asian countries. The requirement to actu-
ally have, or effectively have the shares 
in your possession prior to executing the 
shorts, that rule applies not just to the less 
liquid smaller cap names, but also to the 
most liquid names in the market. I tÕs a one 
size Þts all strategy.

Chair: You hear people saying that Aus-
tralia is not on a level playing Þeld with 
other Asian countries. What addit ional 
exemptions are needed to level that play-
ing Þeld?

Martin: I t would be great if some of the 
caveats that theyÕve got, say in Hong Kong, 
for example, were introduced here so that 
as long as thereÕs the understanding that 
the shares are available to borrow, thatÕs 
sufÞcient for someone to then be able to 
put a short on.

King: Also, to what extent is it realistic to 
expect you to borrow the stock in advance 
when a lot of the shorts are generated 
electronically through the operation of 
algorithms and other automated systems?

Chair: H ave people round the table been 
involved in discussions with regulators 
and if so have those been productive? 
WhatÕs the general feeling about whether 
changes will be implemented?

Martin: WeÕve had regular discussions with 
both ASIC and as part of the securities lend-
ing disclosure with the RBA and the ASX 
as well, and in general itÕs been more just 
an education process about what securi-
ties lending does actually facilitate and 
the effect some of the regulations have on 
the clients choosing to enrol their shares 
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things that I  perceive from afar is that there 
still may be a degree of commercial naivety 
on the part of the regulator, and a discon-
nect between the rule and what goes on in 
the market, such as the different types of 
trades. IÕve talked to people on securities 
lending desks and they might say: ÒWe have 
three types of classes of securities that we 
typically lend. WeÕve got the ones that are in 
short supply; weÕve got the ones that are in 
medium supply; and then there are the ones 
that are so liquid that, if someone wanted to 
borrow ten times what the normal demand 
is from borrowers, we as a lender or inter-
mediary can be reasonably conÞdent that we 
could still satisfy the whole of that demand.Ó 



32  JULY/ AUGUST 2010   GLOBAL INVESTOR/ ISF WWW.GLOBALINVESTORMAGAZINE.COM

AUSTRALIA MARKET FORUM

Floate: And thereÕs so much contexting thatÕs 
needed, I  mean StewartÕs right, there could 
be a lot of collateral movements in a security, 
in which case does anyone want to know why 
someone has borrowed the security unless 
they are borrowing it for its intrinsic value 
that is unique to the issue itself? The infor-
mation is there, we can all point to it, but I  
would question how much value itÕs adding 
apart from general transparency.

Seaton: The same point could be applied 
to the data thatÕs going to come out on 
the back of the short position reporting. 
Understanding what the data does and 
doesnÕt tell you is important.  

Martin: I f someone sees that one of the 
securities that they own in their superan-
nuation is getting heavily shorted, then 
there might be an adverse reaction to that, 
which could be totally incorrect, and the 
reality could be that the trader is bullish 
on that security and theyÕve got the short 
position on as a hedge.

Cowan: As superannuation funds continue 
to grow this enormous pool of invest-
ments, if not made available for lending 
purposes, could impact on market liquid-
ity, and when your liquidity suffers pricing 
is not as transparent. As an industry we 
donÕt want unnecessary hysteria about 
short selling and superannuation funds 
being forced to react off that hysteria. That 
could create bott lenecks in the market 
particularly as it grows.

Noble: I tÕs interesting with the superannu-
ation funds in Australia because there is a 
large industry superfund base and so some 
board members and executives come from 
a trade union background and do not nec-
essarily have Þnancial expertise, which is 
why I  think sometimes the industry funds 
tend to be more conservative and cautious.

Martin: And it was politically sensitive that 
funds wouldnÕt want to talk about securi-
ties lending, it was a hot topic.

Floate: And thatÕs the biggest cultural 
change weÕve seen in the market in regards 
to lenders, especially on the beneÞcial 
owner side. Lenders have moved away 
from securities lending revenue being the 
main focus, they  now recognise at a wider 
level within their organisations that it is 
a separate mandate and you have to have 
an awareness within the lender of the risk 
versus the return. Personally I Õm happy 
to sit down with lenders or trustees and 
explain securit ies lending, because they 
have mandates with investment manag-
ers, they understand risk and understand 

securities lending, Q&As, so it is hopefully 
beneÞcial as part of the increased informa-
tion that is out there. 

Floate: I  agree it demystiÞes the activity if 
the information is there. I f a journalist sees 
a particular security thatÕs dropping in price 
and they want to go online and see whatÕs 
happening, at least they can see the securi-
ties lending information at the ASX website. 

Coming back to the short  sel l ing 
reporting and disclosure, the securit ies 
lending information went live quite qui-
etly and there wasnÕt a lot of press or a 
lot of interpretation at the t ime. ASI C 
had commented at one point that their 
objective was to make the data available 
to ensure that all market participants had 
access to the same information, and that 
once the data was there companies would 
come forward, analyse it and sell it back 
to the market. We havenÕt really seen that 
happen yet. So I Õm curious to see what 
happens with the imminent short sell 
data - itÕs a much more inßammatory topic 
and there might be more people willing to 
focus on that. Has anyone had any queries 
in regards to securities lending data thatÕs 
been published? We have had very litt le, 
in terms of people actually looking at the 
data and coming to us and asking us to 
interpret for them.

Chair: I s that something that will evolve 
over time?

Floate: I n my personal view the securities 
lending data was about transparency, I  
donÕt think the data itself is of much inter-
est to the market.

Cowan: ThatÕs true. You donÕt always know 
why the loanÕs taking place, whether itÕs a 
short or whether itÕs another type of activityÉ .

And, for the moment at least, there seems 
to be a complete unwillingness on the part 
of the regulator to permit any exceptions to 
the rule. I t seems that they donÕt like coming 
back to the liquidity test, to recognise these 
differences in the market. I tÕs sort of a Òone 
size Þts allÓ regulatory model: youÕve got 
to have an unconditional right to vest that 
security in someone, with no exceptions. 
I  just think that, somehow or other, this 
fear, this obsession with settlement failure, 
should not involve a Òone size Þts allÓ rule.

Martin: And AustraliaÕs always had one of 
the lowest settlement failure rates pertain-
ing to that market anyway, so if settlement 
failure is the main issue then letÕs focus on 
settlement failure. But yes, all the require-
ments are not for at the time of settlement 
but the time of execution, so for a market 
that does have very few settlement failures 
anyway, there is a lot of additional regula-
tions purely for Australia as a result of the 
interpretation of the Corps Act. I f that is 
going to stay the same, all well and good, 
but provide us these additional exemptions 
so that we can increase the business ßow.

Chair: I tÕs been reported that the Bank of 
Australia is going to place more scrutiny 
on what happens in securities lending, is 
that the sense that you get? 

Martin: Well that was part of the securi-
t ies lending disclosure that went live in 
December last year, and there was a two 
tier approach, one tagging all transactions 
in CHESS which was to help the ASX man-
age the batch settlement process, and then 
separately thereÕs the positional report-
ing of outstanding securit ies lent and 
borrowed. This is part of the overall edu-
cation efforts and on the website that the 
ASX publish, there is information about 

ªAs an industry we don't want unnecessary hysteria about short selling 
and superannuation funds being forced to react off that hysteriaº  
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talking about servicing Australian domi-
ciled clients then undoubtedly a physical 
presence is a powerful message. The Aus-
tralian superannuation space is unique 
and I  believe Australian funds expect to 
see a certain level of commitment from 
their providers. 

Chair: Rob, you lend out of Hong Kong just 
now. Will banks like yourself set up ofÞces 
in Australia in the future?

Robert Antleman, Citi: Running our lend-
ing desk out of H ong Kong al lows us 
to talk to clients on a day-to-day basis, 
whether they are based in Australia or 
elsewhere in the region. H ong Kong 
has the advantage of a centrally-located 
time zone within the Asia PaciÞc region, 
allowing us to cover all markets. H ow-
ever, in signiÞcant lending markets such 
as Australia and Japan we are continually 
looking at expanding our exist ing local 
capabilit ies. With an increased local pres-
ence in Australia and Japan we believe 
demand for lending services will r ise. As 
a result, I Õd expect to see more providers 
building their teams out in these markets.  
 
King: Could I  just ask a question? I n the 
past I  think most of the lending by the 
custodians has been on an agency basis. 
More recently, weÕve seen more principal 
based lending where the custodian bor-
rows and does other things, and puts itself 
in the middle on a principal level. I s that a 
change in the market? 

Cowan: I  think personally the principal 
model is frowned upon a litt le bit more in 
these times because with the agent model 
youÕve got more diversiÞcation of r isk, 

fund is in a securities lending programme.

Awad: I Õve seen clients wanting more 
transparency and oversight, and rightly 
so, over their programmes. This is being 
demanded not only on the risk manage-
ment side but the revenue generation side 
also. We offer clients consolidated report-
ing so whether they are utilising multiple 
securit ies lending agents or cash man-
gers all exposure data is aggregated and 
reported in one place.  This allows them 
to apply a holistic approach not only to the 
oversight of their securities lending pro-
grams but it can also be further rolled up 
into the fund level 

Chair: With the size of the superfund mar-
ket in Australia and the opportunities for 
sec lending providers, why historically 
have we not seen more custodians and 
third party lenders come into the market?

Brewer: The lack of physical presence 
should not be taken as a general disin-
terest in the Australian market.  What 
youÕll Þnd is many global custodians have 
regional ofÞces and are happy to man-
age their Australian business offshore. I n 
reality, the size of the pool of assets avail-
able to be lent is quite substantial.  While 
i tÕs l ikely youÕll see some Þrms make 
moves to set up an ofÞce in Australia, 
many will be content to have their infra-
structure offshore and lend their assets 
from Japan or from H ong Kong, etc.

Awad: I  think thatÕs fair in terms of the 
securities lending trading desks and being 
able to distribute Australian loans, i tÕs 
more than feasible to do so from region-
ally based ofÞces. H owever, i f you are 

how to hedge risk. So if you clearly explain 
the role of securities lending and context 
the activity - how managers can use a short 
sale to hedge risk, or how the discrete 
long/ short mandate that they have utilises 
borrowed securities and short positions Ð 
allows them to context the activities.

Seaton:  I  think thatÕs a good point. As 
money managers such as the super funds 
are moving more into the alternative 
space, the process of making allocations 
to hedge fund managers is educating them 
about shorting activity and about where 
shorting and securit ies lending Þts into 
hedging and trading strategies.

Awad: The education process will take time 
but in the long run IÕd hope the market as a 
whole would come to identify how impor-
tant securities lending is to the liquidity 
and efÞciency of markets and in fact often 
supports a lot of investment strategies 
that investors, including superannuation 
funds participate in and beneÞt from, for 
example, a new equity issue. 

Martin: As was said itÕs not just a cheque 
coming in the mail anymore, people do 
want to have more ownership over the 
whole process and they will evaluate it 
accordingly. I tÕs not just a case of offset-
ting custody fees, which it may have been 
previously perceived.

King: ThatÕs been a huge shift, hasnÕt it?

Martin: Yes, people are seeking additional 
revenue over and above that, and I  suppose 
if youÕre not enrolled in a securities lending 
programme then youÕve got to outperform 
your peers by a signiÞcant margin just to 
stay level and with the competition between 
the funds that is an important factor.

Chair: What is the relationship between 
risk versus performance at the moment?

King: WeÕve seen a not iceable switch 
towards risk management as a focus, over 
and above the actual performance of the 
programme itself, and how the risks are 
mitigated. I  suppose thereÕs also been a 
lot more demand for reporting and up to 
date information so people know exactly 
who their shares are on loan with, what 
collateral is being held behind it. ThatÕs 
to be encouraged. So that helps ease any 
concerns and increase their understand-
ing about how the programme is actually 
being managed.

Floate: And avoids the immediate concern 
when there is a headline or there is a call 
from a unit holder or investor to ask if a 

ªThe Australian superannuation space is unique and I believe 
Australian funds expect to see a certain level of commitment  

from their providersº  
GISELLE AWAD, ESECLENDING ASIA PACIFIC
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action with the global securities lending 
associations. For example when itÕs had 
a press releases or industry consulation 
response itÕs had them be issued from all 
associations as one. For a journalist or reg-
ulator receiving this seeing the Australian 
Securities Lending logo is important, but 
seeing the logos or the US, European and 
Asian associations behind it adds a bit of 
weight. I t shows that itÕs not an Australian 
only issue, or comment, but a global best 
practise or comment from the sector.

Chair: So all the Associations are trying to 
show they are speaking with the same voice?

Martin: Yes, there is deÞnitely more coor-
dination and Australia is part of the global 
industry bodies now. I tÕs good. But even 
just with the other Australian associa-
tions, weÕre now more likely to have a seat 
at the table and be included, because weÕve 
built those links.

Chair: There is talk of further consolida-
tion of superannuation funds in response 
to government tax incentives ending. 
What will more consolidation of these 
funds mean for the market? 

Noble: I  think the bigger funds will con-
tinue to swallow up some of the smaller 
funds. Particularly as the industry con-
tinues to grow as a result of compulsory 
superannuation, the big players will con-
tinue to get bigger, so that quite a few of 
the smaller funds may be swallowed up. 
This means that there might be fewer 
superannuation funds in the market, but 
with signiÞcant securities to lend.

Awad: From a pure securities lending per-
spective, advantages exists. Clearly there 
are numerous and much more important 
factors for funds to consider before merg-
ing. However for lending, larger lendable 
assets mean you donÕt necessarily need to 
be aggregated with other clientsÕ assets to 
achieve economies of scale. Non-pooled 
assets allow for a more customised pro-
gram that meets a fundsÕ speciÞc risk/
return proÞle.   

Chair: Going forward in the next two to 
three years, what are the main devel-
opments you would l ike to see in the 
industry?

Richard: From my perspect ive there are 
two things I Õd l ike to see: one of them is 
I Õd l ike the whole regime to sett le down 
for some t ime, so I  wouldnÕt l ike to see 
dramatic changes in policy over the next 
one to two years. I Õd like to see the knowl-
edge disseminate within the industry and 

i tÕs not just that one counterparty that 
youÕre exposed to. I n the agent model, i f 
there is a problem with the agent youÕve 
have a contractual relationship with the 
borrower, and if thereÕs a problem with 
the borrower the agent wi l l  indemnify 
against the borrower default. What I Õve 
seen, particularly offshore is that theyÕre 
really interested in an agent model rather 
than the principal model.

Awad: Also if you do choose to enter into a 
principal model then you need to consider 
not just your securities lending exposure 
to the provider but  also all  other prin-
cipal agreements you may have with the 
same entity, for example, FX or cash pro-
grams,  in order to complete a proper risk 
analysis. I  would go even further and also 
consider that if you have a certain amount 
of exposure, surely other funds of similar 
size have a similar exposure to the same 
counterparty. 

Chair: WeÕve seen the likes of eSecLending 
and Northern Trust setting up in Australia 
reasonably recently. Are you new entrants 
winning business or is it staying with more 
established players?

Awad: eSecLending views the Australian 
superannuation market as sophisticated 
and growing. We have all already agreed 
that securities lending should be viewed 
as an investment strategy.  Given these 
factors, coupled with the fact that there 
is l i t t le competit ion amongst securit ies 
lending providers,  I  think as beneÞcial 
owners look to better understand their 

programmes and apply investment man-
agement principles to them then they will 
consider alternatives.  Our objective is not 
to undercut or gain market share rapidly, 
rather we look to partner with funds whoÕs 
philosophy and strategy complement ours 
and that takes time. 

Martin: The majority of firms globally 
would have a presence in the Australian 
market, whether theyÕre located in the 
Australian market or offshore. Yes, there 
are beneÞts to having the local presence 
but it doesnÕt mean those located offshore 
arenÕt active in the market.

Richard: Yes, and the regulatory system 
here in Australia is really quite amenable 
to having the offshore participants in the 
local market.  Although securities lending 
business in Australia is a licensable activ-
ity, there are various exemptions that can 
be implemented.

Martin: From a lending client perspective 
we are certainly seeing new entrants into 
the market, so there are funds now making 
their shares available to lend that previ-
ously werenÕt, but at a participant level, 
itÕs the same participants that have histori-
cally always been here.

Chair: ALSA has been praised for the work 
it has done educating people on securi-
ties lending etc. How is ALSA ensuring its 
voice is heard?

Floate: One of the strongest things I  think 
ASLAÕs done recently is increase its inter-

ªI think personally the principal model is frowned upon a little 
bit more in these times because with the agent model you've got 

more diversi®cation of riskº 
STEWART COWAN, J.P. MORGAN
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everyone get a lot more comfortable with 
the way the law works; and secondly I  
think there certainly are some problems 
that need to be addressed in relat ion to 
substant ial holder report ing, the issues 
weÕve spoken about with securit ies loans 
having to provide a firm commitment to 
del iver before a short  can be executed. 
I Õd l ike to see changes around that  to 
create greater flexibi l i ty, part icularly for 
highly l iquid stocks where there is a low 
risk of sett lement fai lure. 

Seaton: Clearly there will be more develop-
ments here in Australia, driven by market 
participants and by regulatory authorities. 
I t will deÞ nitely be interesting to see how 
both adapt and respond to these changes 
and whether the market continues to 
change or settle down somewhat.

Brewer: Australia does not want be viewed 
by offshore investors as an increased sov-
ereign risk. When you look at some of the 
changes that have been proposed recently 
by the Federal government, such as the 
Resource Super ProÞ ts Tax, investors view 
may be Òif they can make these types of 
spontaneous decisions and without indus-
try consultation, do we really want to put 
our eggs in that basket, or do we feel that 
thereÕs a better return elsewhere in Asia,Ó 
With respect to short selling, I  think most 
of us around this table were around during  
the Asian crisis, regulators implemented 
new rules but in most cases sought out and 
listened to industry groups before enact-
ing legislation. This allowed the industry 
to express their views ensuring that ulti-
mately the Þ nal rules worked. The Hong 
Kong market is a perfect example where a 
co-ordinated effort between the regulators 
and its participants provided for a work-
able short-selling regime. 

Mart in: The last  thing that offshore 
investors want is to see Australia as an 
increased sovereign risk. When you look 
at the things that have been going through 
the paper with the resource rent tax and 
people looking at Australia going Òif they 
can make these type of decisions as spon-
taneous as it seems they are, do we really 
want to put our eggs in that basket, or do 
we feel that thereÕs a better return else-
where in Asia, in some of the emerging 
markets such as H ong Kong where itÕs 
very mature.Ó I  think most of us around 
this table were around when the Asian cri-
sis went into play, and they changed their 
rules fairly dramatically but, which every-
one thought at the time was a nightmare, 
now theyÕve turned out to be probably the 
easiest ones to follow, theyÕve got good dis-
closure requirements, theyÕve got a good 

short selling model with regard to when 
you can short. M aybe we should look to 
adopt their model.

Anything that can be done that changes 
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the belief that itÕs harder to transact in 
Australia than it is elsewhere, unnecessar-
ily so, has to be a positive. ThatÕs what we 
would like to see in future. g  


