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Good afternoon to you all. 
 
It’s a pleasure to be here at Doltone House to talk to the Chamber. 
 
Now as you can probably guess from my accent, I am neither Australian nor Lebanese.   
 
I’m here by way of Hong Kong and I have spent more of my life in Asia than anywhere 
else. 
 
What I do know from the many years I have spent in Australia in the late 80s and more 
recently as ANZ’s Chief Executive, is the relationship between Australia and Lebanon is 
a rich and deep one. 
 
It is a relationship that goes back many, many years and has produced some of 
Australia’s great leaders - and as importantly for Australia - some of this country’s 
greatest sports people. 
 
I have to say though ….. it did come as surprise to find that Rugby League, Rugby Union 
and Australian Rules Football were traditional Lebanese games. 
 
This close relationship between Australia and Lebanon is not just based on economics, 
sport or because of its long history. The close relationship is based on people. 
 
Lebanese Australians, of whom there are around 300 000, contribute to the wonderful 
and varied cultural make up of Australia’s population on a wide range of fronts … 
business, sport, food, the professions and political and community leaders like Steve 
Bracks and Marie Bashir.  
 
Equally, I know that the 20 to 25 000 Australian passport holders who call Lebanon 
home contribute greatly to Lebanon’s society.  
 
Although, Australia’s trade with Lebanon has fallen in recent years as economic growth 
in Lebanon has softened, we look forward to the barriers to commerce between Australia 
and Lebanon easing and Australia’s trade relationship with Lebanon being restored to its 
full potential. 
 
When I spoke in Melbourne earlier this year, I remarked on today’s volatile markets. 
 
Then sub-prime and associated write downs by major banks were $160 billion - more 
than the annual GDP of New Zealand.  
 
Today, back in Sydney, sub-prime losses stand at around $400 billion which is close to 
the Gross Domestic Product of Belgium. 
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As Wells Fargo chief executive John Stumpf said earlier this year: “It’s interesting that 
the industry has continued to invent new ways to lose money, when the old ways 
seemed to work just fine”. 
 
Now of course, the direct effects in the US and the impact on the global economy are 
becoming clearer. 
 
The US economy is suffering an economic downturn and other OECD countries are 
following. 
 
And the ripple effects of the sub-prime crisis are now being felt here in Australia where 
the economy is also in the early stages of a down turn. 
 
Liquidity has tightened in financial markets leading to higher interest rates for banks and, 
in turn, for business and retail borrowers. 
 
Some were quick to call an easing in the credit crisis after the bail out of US investment 
bank Bear Sterns in March.  After all, it suggested that the Federal Reserve was 
standing behind the US banks to prevent any systemic collapse.   
 
I have been more circumspect though.  My own feeling is it will take longer for this to 
work through.  To reinforce this, one measure of risk in the US - the price of insuring 
against default - has risen by more than a third in the last month. 
 
At the same time, the US stock market suggests shareholders in American and 
European banks were far less enthusiastic about the Bear Sterns news.  Why?  Because 
US and European banks are continuing to tap shareholders for additional capital and, 
will continue to do so. 
 
While I am pleased that Australian banks are in a strong capital and liquidity position and 
are still demonstrating that they know how to make money, our own share prices have 
also been impacted by these global concerns. 
 
In fact, although the Australian Banks have hardly missed a beat, their share prices have 
been as affected as the most severely damaged US and European Banks.  
 
This is in part due to investors in the local market being unprepared to support local 
stocks at a time they have apparently been shorted by foreign hedge funds despite the 
clear difference in quality. 
 
Of course, another sign of the strain is the gap between money market rates which 
determine bank funding costs, and official rates set by central banks.  The gap is still 
much wider than the recent historical average. 
 
While my nine months back in Australia has reminded me there is a lot of politics around 
banks, there is unfortunately no sign at present that we will be able to reverse the 
increases we have had to pass on to borrowers over and above official rate increases 
any time soon.    
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And so if last year’s theme was turmoil in US and European financial services, then 2008 
is the year when these financial stresses go on to harm the global economy. 
 
This is being played out in the share market where there is incredible volatility.  The ASX 
200 has fallen by around 25% since its high in October last year and the low in March, a 
move that we have not seen since the last recession in the early 1990s.  
 
 
 
From a short term perspective it’s clear the twin economic challenges facing the Reserve 
Bank are containing and subduing inflation while not tightening so hard to induce a 
severe downturn in domestic demand. 
 
The bottom line however is higher credit costs, a tightening of credit availability in 
Australia and the erosion of business and consumer confidence.  
 
At the same time, we are now seeing oil at around US$135 a barrel and a litre of petrol 
in Australia has averaged $1.55 through June. 
 
In the early 1970s, a four fold increase in oil prices almost bought the global economy to 
a standstill.   
 
Now, almost four decades on, oil prices have quadrupled again.  But The Economist 
magazine, recently observed, so far this has been a slow motion oil shock. 
 
For almost five years, the world has shrugged off rising oil prices.  Only now are we 
feeling the pain.    
 
It’s clear that high oil prices are now hurting many economies and many people.  This 
month has seen protests by French fishermen in Dunkirk, British lorry drivers in London 
and Aussie truckies in Queensland.   
 
The reality is that while there are still huge oil reserves, the era of cheap oil is over.  In 
addition to refining constraints, many of the potentially large oil producing countries have 
underinvested in exploration and finding and developing new oil fields is expensive and 
time consuming.  
 
Some environmentalists are welcoming higher prices as a way of limiting greenhouse 
emissions.   
 
Cars, particularly old ones are one of my passions and I have to say, I’m less 
philosophical when I am filling up at the petrol bowser! 
 
What’s interesting to observe is the oil shocks of the 70s eliminated oil from power 
generation.  Today’s oil shock may have the long term effect of freeing transport from 
oil’s century long monopoly. 
 
Whether that’s realistic or not, higher oil prices are a reality and the shift to a low carbon 
economy is already underway and business must get ready for it, especially in energy, 
transport and heavy industry. 
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Together, these are factors that are bound to affect the level of activity in the economy. 
 
In Australia though, we should remember that our economy and our banking system are 
probably weathering the current turmoil better than just about any other Western 
economic and financial system.  
 
Why?  Well in Asia - our region - Asian GDP, led by China, is 3 to 4 times higher than 
OECD countries and we are benefiting from that   
  
Over the last two decades we have watched the industrialization and urbanization of 
China and India.  Over that time around 700 million people have moved from rural areas 
into the cities. This is the biggest movement of people in the history of the world. 
 
In 10 years China will have 15 cities each with more people than live in Australia, and a 
further 22 cities with more than 10 million people. 
 
This enormous growth has seen GDP grow at a compound annual growth rate of 9.5 per 
cent for 30 years and means that Chinese growth is driving world materials demand. The 
Chinese steel industry is now four times the size of the US steel industry. 
 
The compound effect of this growth is that Asia accounted for just 20 per cent of global 
GDP in 1980.  Today, it is close to double that. 
 
This century is the Asian century. 
 
So where does Australia and New Zealand fit in all this? 
 
First of all we are part of Asia, and much of our wealth and economic growth is already 
coming from Asia.  That’s most obvious with the success of our resources industry. 
 
Now as a nation and as businesses, we can make a decision to sit back and see others 
in the region succeed and passively accept the indirect benefits, or we can be part of 
Asia’s success story. 
 
At the same time, Chinese banks and increasingly Chinese companies are also growing 
and using their size to look at strategic opportunities outside China. 
 
To help you think about this, it is worth remembering that the largest bank in the world by 
market capitalisation is not Citibank; it’s not Bank of America; and it’s not HSBC. 
 
As of July 2007, it was a Chinese bank - ICBC with a market capitalisation of $340 billion 
and over 17,000 branches including more than 110 which are overseas. 
 
Today, in fact the top 3 banks in the world by market capitalisation are Chinese. 
 
In Australia, I believe it is the banks from Asia that will form the next wave of 
competition.  
 
While successive governments have done a great job at opening up the Australian and 
New Zealand economies, I believe we are increasingly disadvantaged by the Four Pillars 
Policy.  
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The reality is the structure of Australia’s banking industry and its regulations are largely a 
legacy of a period over two decades ago.  It was a period when Australian financial 
markets were heavily regulated, there was little competition in the supply of financial 
services, and the Australian economy was essentially inward-looking. 
 
While financial markets and the role of banks as financial intermediaries have changed 
dramatically since the financial deregulation of the 1970s and 80s, the so-called ‘Four 
Pillars’ policy , which prohibits any further mergers between Australia’s four largest 
banks – ANZ, Commonwealth Bank, NAB and Westpac – remains in place. 
 
Although this Policy was recently restated by the Treasurer, I believe there remains a 
compelling argument that far-reaching changes have occurred in the financial services 
sector.   
 
These changes mean the financial services sector should be regulated like any other 
sector in Australia if we are to compete effectively in an increasingly global competitive 
environment. 
 
Let me give you an example of the issues that lack of scale is causing Australian banks.   
 
ANZ had been BHP's house bank since the turn of the twentieth century, but in fact no 
Australian trading bank acted as a lead bank in BHP Billiton's acquisition of WMC 
Resources in 2005.   
 
In fact the difficulties Australian trading banks have in competing for "mega deals" have 
been evident for some time. 
 
This is unsurprising in a way as Australian trading banks are now small by international 
standards.   As consolidation continues overseas, that gap will only grow and we will be 
increasingly disadvantaged as we look at international expansion, investing in our 
franchise to deliver more competitive products for customers and in attracting liquidity at 
reasonable cost.  
 
I believe Australia’s national interest requires us to allow the banks to ultimately grow to 
a size where they can compete and grow internationally.  
 
Strangely, this already seems to be recognised in other industries.  There is no ‘four 
airline policy’ or ‘four supermarket policy’.   
 
At the same time, we are also coming to terms with the rise in importance of sovereign 
wealth funds. 
 
In November, the Abu Dhabi Investment Authority bought a $8 billion stake in Citigroup, 
significantly easing capital concerns at the bank.   
 
China Investment Corporation has also invested over $5 billion in Morgan Stanley after a 
similar investment in Barclays Bank. 
 
Of course, the role of sovereign wealth funds is not limited to firms in difficulty.   
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Standard Chartered recently highlighted that it was one bank, like ANZ, that has not 
forgotten how to make money.   
 
We welcome strategic, long term investors like the sovereign funds. 
 
Standard Charted already boasts two of the more transparent sovereign wealth funds 
from Dubai and Singapore - as long-standing shareholders.  
 
The obvious questions coming out of these transactions are: Why now? And should we 
be concerned?  
 
The answer to ‘why now?’ can be found in the rapid growth in the size of sovereign 
wealth funds. In the Gulf this reflects high oil prices, and in Asia it arises from the 
sustained economic boom and savings habits of its people and their governments. 
 
The potential cash flow from sovereign wealth funds is enormous.  They are important 
pools of liquidity and it’s clear their significance is only going to grow. 
 
The world’s largest sovereign wealth fund is the Abu Dhabi Investment Authority which 
manages just under $1 trillion, mostly coming from windfall oil profits in the United Arab 
Emirates.  By contrast, Australia’s Future Fund holds around $60 billion. 
 
However, concern among OECD governments about the motivations of investments by 
sovereign wealth funds is prompting some sovereign funds to rebalance holdings 
geographically, primarily towards the booming economies of Asia.  
 
Western governments and regulatory authorities, including Australia, will need to weigh 
carefully their concerns about the impact of the sovereign funds against the risks of 
forfeiting the benefits that their infusions of capital can bring. 
 
It was very positive to note Treasurer Swan’s announcement in China last week that 
Chinese banks have been given permission to invest in Australia’s capital markets and 
into funds management.  That’s a positive step for the financial services sector in 
Australia. 
 
It serves to highlight the opportunity for Australia to make more decisions that can help 
our financial services sector become real players on the world stage. 
 
I believe that to be a truly successful economy in the 21st century, we need to create 
industries and companies which are regionally, if not globally relevant. 
 
But we must do this quickly.  The world will not wait for us. 
 
Thank you very much for listening to me today.  
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