Foundations of Finance- Week 3 

Learning objectives

· Understand why financial regulation is important and how financial regulation can impact upon the flow of funds and cost of capital. 
· Outline the roles of the RBA with special attention to monetary policy and the payments systems. 
· Explain the role of prudential regulation and how APRA, the Australian Prudential Regulation Authority carries out its role. 
· Explain the role and responsibilities of ASIC and how it cooperates with other regulators. 

Self Study:
· The skill to learn in this key Aspect is to be able to identify the benefits and disadvantages of specific financial regulation on the flow of funds and the economy. 
· As an example of this, Think about the application of Critical thinking to identify the impacts of changes in the Capital Adequacy Ratio (CAR) imposed by APRA on banks and cost of capital. 

Notes 

WHY REGULATE? 
· RBA- Reserve Bank of Australia, APRA- Australian Prudential Regulation Authority, ASIC- Australian Securities and Investment Commission. 
· Free Market Economics- where prices of goods and services are freely set by supply and demand without the influence of government policy or rules. 
· Complete Regulation- All prices and trade are set by the government 
· Neither of the two is desirable in the effort to maximise economic growth and achieve an efficient flow of funds. 
· In Australia, We have a balance of regulation in a free market to protect consumers and taxpayers from excessive risk taking and provide an equitable outcome for all stakeholders.
· GFC- Global Financial Crisis 10 years ago
· GFC occurred due to the lack of regulation in the largest capital market, The United States. 
· 2 regulations: 1. RBA and the setting of interest rates in Australia, how it affects the cost of debts and the flow of funds. 2. Understand the prime regulation authorities in Australia. 

Monetary Authorities 
· The RBA is responsible for monetary policy, the payments system and the stability of the entire financial system
· APRA is responsible for prudential supervision of financial institutions including banks, credit unions, building societies, and insurance and superannuation companies. 
· ASIC is responsible for the enforcement of company and financial service laws. The objective is to protect consumers, investors and creditors. 
· [bookmark: _GoBack]ASIC is also responsible for licensing and monitoring the disclosure and conduct of Australian companies and service providers. 
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