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The destruction of value at AMP, once one of Australia’s leading financial insti-
tutions, throws up further questions about the Australian continuous disclosure 
regime.  It also highlights that strategic failure, once evident, is not rectified 
easily.   And, of course, it is yet another example of Australia’s golden rule of 
corporate behaviour: when in doubt, restructure! 
The requirement to disclose continuously works best in the normal course of business.  
In the face of the egregious, company transforming change of the sort which has r e-
cently confronted Pan Pharmaceuticals and AMP continuous disclosure may not be pos-
sible. 

The disclosure regime is better referred to as continual disclosure.  This is more than 
mere semantics. Even where prior strategy is being questioned to the point of abandon-
ment, it appears that companies can avoid declaring this publicly until the Board has 
adopted an alternative.  At least that is what the AMP approach implies. 

Indeed, most companies have been interpreting continuous 
disclosure as requiring a statement from directors only when 
they are committed to a course of action which might have a 
material effect on price.  The ASX has seemingly acquiesced in 
this interpretation.  

Not only do individual investors not have the benefit of co n-
tinuous disclosure but they also get relatively less disclosure 
than institutional investors.  The latter can get a warning 
ahead of events unfolding.  This might typically happen when 
an investment bank begins to canvas the reaction of institu-
tions to the possibility of a share placement.  At that point, the 
company has not agreed to proceed.  Nor might it have com-
missioned the investment bank to act on its behalf.  But parts 
of the market are being put on notice.   

Attempts will be made to ensure that trading does not occur with the information r e-
ceived in this way.  But the unequal playing field is the problem.  If one party is effe c-
tively being warned not to buy a stock because a placement might be contemplated 
while another party is buying oblivious to this possibility, the former is advantaged to 
the detriment of the latter. 

And yet, there may not be any practical alternative.  Directors need to continually rea p-
praise their business strategies and, ideally, conclude that no change is necessary.  
Would it help if this was signaled every time it was to occur?  Should the market be shut 
down pending a decision? What about those who might need to sell? In the extreme , 
would it be practical for directors to be reporting daily  as their thoughts evolve? Inves t-
ment banks need to be free to canvas security prices because it is a part of their busi-
ness.  Can this be stopped even if it is done without the authority of the company so 
that the bank can prepare a pitch for a share of a transaction? 

Perhaps the improvement the system needs is for regulators to be honest and say that 
they cannot enforce continuous disclosure.  If they admitted that, individual investors 
might better appreciate the risks with which they have to cope and not be lulled into a 
false sense of security based on some idealized view of how markets really work.  
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“It is better …. to 
assume the worst 

rather than succumb 
to the wishful think-
ing of  a board and 

accept that a solution 
is at hand on the 

first (or even second) 
attempt.”  
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An aggressive approach to workforce management has been a feature of business in the 
USA during the past two years while economic growth has been slow.   

By managing employment, productivity and compensation, business has been able to 
sustain its profitability at a higher level than would otherwise have been the case.   

Labour productivity had risen at a relatively fast pace through the 1990s helping to co n-
strain inflationary pressures despite an unprecedentedly lengthy period of economic e x-
pansion.  It has remained surprisingly high: 6.9% higher than two years ago.  

In past cycles, productivity would fall as demand dropped and business was left with e x-
cess labour which it might have been reluctant to shed for a combination of social and 
economic reasons. With the downturn in economic activity in this latest cycle, labour pr o-
ductivity growth did slow – as distinct from productivity falling – through the middle of 
2001 but business quickly started to reduce employment and put downward pressure on 
its labour costs.   

Over the year to March 2002, employment was reduced by 1.3% and has continued to 
decline.  There was also downward pressure on compensation rates which increased by 
only 1.3% over the year to 
March 2002 compared to 
an average annual rate of 
increase of 3.9% over the 
previous three years. 

Unit labour costs – the 
cost of employing labour 
after taking account of its 
productivity perform-
ance – were cut from 
both sides: by asking the 
remaining labour to do 
more and by trying to re-
ducing its price.  By 
March 2003, unit labour 
costs  were 2% lower than 
they were in mid 2001. 

This reduction in unit labour costs has helped business to rebuild profita bility.  Business 
after tax profits in the USA were 10.3% higher over the year to the December quarter of 
2002. 

“Unit labour costs – 
the cost of  employing 
labour after taking 

account of  its 
productivity 

performance – were cut 
from both sides: by 

asking the remaining 
labour to do more and 
by trying to reducing its 

price.” 
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“If  the Fed does believe 
that deflation is the evil 
that inflation used to 

be, it will be toying with 
an aggressive, early 

response lest the 
Japanese malady engulf  
the US economy too.” 

Week Commencing 12 May 2003 

(Continued from page 1) 
Perhaps another lesson (among many) to 
emerge from the AMP experience is that 
there is no quick fix for a strategic short-
coming.  It is better for an investor to as-
sume the worst rather than succumb to 
the wishful thinking of a board and accept 
that a solution is at hand on the first (or 
even second) attempt.   

Once a strategic weakness is apparent, 
the best reaction is to avoid the situation 
until there is a clear and demonstrable 
resolution which begins to deliver appro-
priate rates of return.  AMP, Brambles, 
Southcorp, Lend Lease and Mayne Group 
are all examples just in recent months of 

J A PA N :  A  M O D E L  E C O N O M Y  A G A I N   C O N T ’ D  
(Continued from page 4) 

clined by 0.1% over the year to March 
2003 and are currently at the same aver-
age level as in early 1993.  Over that same 
period, in countries such as the USA where 
inflation had been running at around 3% a 
year, prices would have risen by over 30%.  
The constraint on profit building has been 
substantial. 

No wonder that the Nikkei 225, the 
benchmark index for the Japanese 
stock market, is now barely a fifth 
of the value it was at the beginning 
of 1990.   The negative wealth ef-
fect created by the falling market 
has had a detrimental impact on 
consumer spending.  The exposure 
of banks and other financial institu-
tions to asset values has also 
made them more nervous about 
taking risks.  One of the factors un-
derlying the tendency to recession 
has been their desire to rebuild 
their balance sheets. 

Against that pressure, the Bank of Japan 
has had only limited success.  With inter-

est rates cut to near zero, it has attempted 
progressively to encourage banks 
to pick up their lending by making 
sure that they are able to do so 
freely.  At its most recent monetary 
policy meeting, the Policy Board of 
the Bank of Japan decided on a 
more expansionary monetary policy 
and agreed to increase the target 
range for banks' current account 
balances held at the Bank of Japan 
to 22 to 27 trillion yen from the 
previous range of 17 to 22 trillion 
yen.  The Bank also reiterated its 
intention to provide liquidity irre-

spective of these guidelines should that 
liquidity be required.  

And yet this is widely regarded as being 
insufficient: too little too late.  If this view 
prevails, it might be a signal for future US 
policy.  If the Fed does believe that defla-
tion is the evil that inflation used to be, it 

will be toying with an aggressive, early re-
sponse lest the Japanese malady engulf 
the US economy too. 

The Australian Market Shrinks…Again   CONT’D 
companies which have come upon a stra-
tegic impasse to which promised solutions 
have not been immediately effective.   

Hence the recommendation of thebigpic-
ture that proven performance should be 
given the highest weighting.  A company 
which has consistently been achieving a 
rate of return in excess of its cost of capi-
tal (and the target return of investors) 
should form the basis for a stock portfolio.  

An investor might give something away in 
the early stages of a recovery in following 
this advice but that is a better alternative 
than being sucked down the strategic 
black hole on a promise that recovery is at 
hand.  
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Japan’s economic situation is again 
becoming something of an interna-
tional model … of what you don’t want 
to have happen elsewhere.  It is the 
model for the fear now being ex-
pressed by the US Federal Reserve  
There was a time when the Japanese 
economy was held out as a positive model 
for the rest of the world.  Its superior eco-
nomic performance was reckoned to be 

due to a special relationship between 
business and government.  Fortunes were 
made studying how Japanese industry 
and the Japanese economy were 
so successful.  Japanese compa-
nies, so the argument went, had 
developed a culture which would 
encourage success where the rest 
of the world was destined to stag-
nate. 

Now, the Japanese economy is 
mired in a quasi permanent reces-
sion.  Deflation, the combination 
of slow growth and falling prices 
which typifies the affliction, is 
showing signs of occurring in Ger-
many and, now, the US Federal 
Reserve has expressed publicly 
that lower inflation is a worry. 

Suddenly, inflation is no longer the great 
fear it has been since the 1970s when 
higher oil prices first enveloped the devel-
oped economies and raised inflation into 
the high teens. 

In Japan, there had been some improve-
ment in the momentum of activity during 
2002 as the contraction in output which 

had been so evident during 2001 seemed 
to have past.  However, the preliminary 
report on industrial production for March 
highlighted the risk of Japan falling back 
into a manufacturing recession.  During 
the month, output fell 0.2%, the fourth 
monthly contraction in the last five 
months.  Output growth over the year to 
March was 3.8% but it had decelerated 
from a recent peak of 8.1% over the year 
to January 2003. 

The adjacent chart showing 
growth in Japanese industrial pro-
duction over the past forty years 
also highlights that the growth per-
formance has been trending down 
over virtually all of that period ex-
emplifying how the 1960s were 
really the heyday of the Japanese 
economy. 

Business conditions have barely 
been favourable for a few months 
in the past decade.  The chart of 
business conditions shows the 
diffusion index published each 

quarter by the Bank of Japan for larger 
industrial companies. A reading above 
zero indicates that there were more re-
spondents who believed that conditions 

were favourable for business than be-
lieved that conditions were unfavorable.  
There was a favourable rating in only 
eleven out of the 42 quarters since Sep-
tember 1992. 

One aspect of the adverse business condi-
tions has been the absence of pricing 
power.  Japanese consumer prices de-

(Continued on page 3) 
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US Federal Open 
Market Committee: 
“….the Committee 

perceives that over the 
next few quarters the 
upside and downside 

risks to the attainment 
of  sustainable growth 
are roughly equal. In 
contrast, over the same 
period, the probability 

of  an unwelcome 
substantial fall in 

inflation, though minor, 
exceeds that of  a pickup 

in inflation from its 
already low level.” 
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The destruction of value at AMP, once one of Australia’s leading financial insti-
tutions, throws up further questions about the Australian continuous disclosure 
regime.  It also highlights that strategic failure, once evident, is not rectified 
easily.   And, of course, it is yet another example of Australia’s golden rule of 
corporate behaviour: when in doubt, restructure! 
The requirement to disclose continuously works best in the normal course of business.  
In the face of the egregious, company transforming change of the sort which has r e-
cently confronted Pan Pharmaceuticals and AMP continuous disclosure may not be pos-
sible. 

The disclosure regime is better referred to as continual disclosure.  This is more than 
mere semantics. Even where prior strategy is being questioned to the point of abandon-
ment, it appears that companies can avoid declaring this publicly until the Board has 
adopted an alternative.  At least that is what the AMP approach implies. 

Indeed, most companies have been interpreting continuous 
disclosure as requiring a statement from directors only when 
they are committed to a course of action which might have a 
material effect on price.  The ASX has seemingly acquiesced in 
this interpretation.  

Not only do individual investors not have the benefit of co n-
tinuous disclosure but they also get relatively less disclosure 
than institutional investors.  The latter can get a warning 
ahead of events unfolding.  This might typically happen when 
an investment bank begins to canvas the reaction of institu-
tions to the possibility of a share placement.  At that point, the 
company has not agreed to proceed.  Nor might it have com-
missioned the investment bank to act on its behalf.  But parts 
of the market are being put on notice.   

Attempts will be made to ensure that trading does not occur with the information r e-
ceived in this way.  But the unequal playing field is the problem.  If one party is effe c-
tively being warned not to buy a stock because a placement might be contemplated 
while another party is buying oblivious to this possibility, the former is advantaged to 
the detriment of the latter. 

And yet, there may not be any practical alternative.  Directors need to continually rea p-
praise their business strategies and, ideally, conclude that no change is necessary.  
Would it help if this was signaled every time it was to occur?  Should the market be shut 
down pending a decision? What about those who might need to sell? In the extreme , 
would it be practical for directors to be reporting daily  as their thoughts evolve? Inves t-
ment banks need to be free to canvas security prices because it is a part of their busi-
ness.  Can this be stopped even if it is done without the authority of the company so 
that the bank can prepare a pitch for a share of a transaction? 

Perhaps the improvement the system needs is for regulators to be honest and say that 
they cannot enforce continuous disclosure.  If they admitted that, individual investors 
might better appreciate the risks with which they have to cope and not be lulled into a 
false sense of security based on some idealized view of how markets really work.  
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An aggressive approach to workforce management has been a feature of business in the 
USA during the past two years while economic growth has been slow.   

By managing employment, productivity and compensation, business has been able to 
sustain its profitability at a higher level than would otherwise have been the case.   

Labour productivity had risen at a relatively fast pace through the 1990s helping to co n-
strain inflationary pressures despite an unprecedentedly lengthy period of economic e x-
pansion.  It has remained surprisingly high: 6.9% higher than two years ago.  

In past cycles, productivity would fall as demand dropped and business was left with e x-
cess labour which it might have been reluctant to shed for a combination of social and 
economic reasons. With the downturn in economic activity in this latest cycle, labour pr o-
ductivity growth did slow – as distinct from productivity falling – through the middle of 
2001 but business quickly started to reduce employment and put downward pressure on 
its labour costs.   

Over the year to March 2002, employment was reduced by 1.3% and has continued to 
decline.  There was also downward pressure on compensation rates which increased by 
only 1.3% over the year to 
March 2002 compared to 
an average annual rate of 
increase of 3.9% over the 
previous three years. 

Unit labour costs – the 
cost of employing labour 
after taking account of its 
productivity perform-
ance – were cut from 
both sides: by asking the 
remaining labour to do 
more and by trying to re-
duce its price.  By March 
2003, unit labour costs  
were 2% lower than they 
were in mid 2001. 

This reduction in unit labour costs has helped business to rebuild profita bility.  Business 
after tax profits in the USA were 10.3% higher over the year to the December quarter of 
2002. 

“Unit labour costs – 
the cost of  employing 
labour after taking 

account of  its 
productivity 

performance – were cut 
from both sides: by 

asking the remaining 
labour to do more and 
by trying to reducing its 

price.” 
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“If  the Fed does believe 
that deflation is the evil 
that inflation used to 

be, it will be toying with 
an aggressive, early 

response lest the 
Japanese malady engulf  
the US economy too.” 
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(Continued from page 1) 
Perhaps another lesson (among many) to 
emerge from the AMP experience is that 
there is no quick fix for a strategic short-
coming.  It is better for an investor to as-
sume the worst rather than succumb to 
the wishful thinking of a board and accept 
that a solution is at hand on the first (or 
even second) attempt.   

Once a strategic weakness is apparent, 
the best reaction is to avoid the situation 
until there is a clear and demonstrable 
resolution which begins to deliver appro-
priate rates of return.  AMP, Brambles, 
Southcorp, Lend Lease and Mayne Group 
are all examples just in recent months of 
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clined by 0.1% over the year to March 
2003 and are currently at the same aver-
age level as in early 1993.  Over that same 
period, in countries such as the USA where 
inflation had been running at around 3% a 
year, prices would have risen by over 30%.  
The constraint on profit building has been 
substantial. 

No wonder that the Nikkei 225, the 
benchmark index for the Japanese 
stock market, is now barely a fifth 
of the value it was at the beginning 
of 1990.   The negative wealth ef-
fect created by the falling market 
has had a detrimental impact on 
consumer spending.  The exposure 
of banks and other financial institu-
tions to asset values has also 
made them more nervous about 
taking risks.  One of the factors un-
derlying the tendency to recession 
has been their desire to rebuild 
their balance sheets. 

Against that pressure, the Bank of Japan 
has had only limited success.  With inter-

est rates cut to near zero, it has attempted 
progressively to encourage banks 
to pick up their lending by making 
sure that they are able to do so 
freely.  At its most recent monetary 
policy meeting, the Policy Board of 
the Bank of Japan decided on a 
more expansionary monetary policy 
and agreed to increase the target 
range for banks' current account 
balances held at the Bank of Japan 
to 22 to 27 trillion yen from the 
previous range of 17 to 22 trillion 
yen.  The Bank also reiterated its 
intention to provide liquidity irre-

spective of these guidelines should that 
liquidity be required.  

And yet this is widely regarded as being 
insufficient: too little too late.  If this view 
prevails, it might be a signal for future US 
policy.  If the Fed does believe that defla-
tion is the evil that inflation used to be, it 

will be toying with an aggressive, early re-
sponse lest the Japanese malady engulf 
the US economy too. 

The Australian Market Shrinks…Again   CONT’D 
companies which have come upon a stra-
tegic impasse to which promised solutions 
have not been immediately effective.   

Hence the recommendation of thebigpic-
ture that proven performance should be 
given the highest weighting.  A company 
which has consistently been achieving a 
rate of return in excess of its cost of capi-
tal (and the target return of investors) 
should form the basis for a stock portfolio.  

An investor might give something away in 
the early stages of a recovery in following 
this advice but that is a better alternative 
than being sucked down the strategic 
black hole on a promise that recovery is at 
hand.  
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Japan’s economic situation is again 
becoming something of an interna-
tional model … of what you don’t want 
to have happen elsewhere.  It is the 
model for the fear now being ex-
pressed by the US Federal Reserve  
There was a time when the Japanese 
economy was held out as a positive model 
for the rest of the world.  Its superior eco-
nomic performance was reckoned to be 

due to a special relationship between 
business and government.  Fortunes were 
made studying how Japanese industry 
and the Japanese economy were 
so successful.  Japanese compa-
nies, so the argument went, had 
developed a culture which would 
encourage success where the rest 
of the world was destined to stag-
nate. 

Now, the Japanese economy is 
mired in a quasi permanent reces-
sion.  Deflation, the combination 
of slow growth and falling prices 
which typifies the affliction, is 
showing signs of occurring in Ger-
many and, now, the US Federal 
Reserve has expressed publicly 
that lower inflation is a worry. 

Suddenly, inflation is no longer the great 
fear it has been since the 1970s when 
higher oil prices first enveloped the devel-
oped economies and raised inflation into 
the high teens. 

In Japan, there had been some improve-
ment in the momentum of activity during 
2002 as the contraction in output which 

had been so evident during 2001 seemed 
to have past.  However, the preliminary 
report on industrial production for March 
highlighted the risk of Japan falling back 
into a manufacturing recession.  During 
the month, output fell 0.2%, the fourth 
monthly contraction in the last five 
months.  Output growth over the year to 
March was 3.8% but it had decelerated 
from a recent peak of 8.1% over the year 
to January 2003. 

The adjacent chart showing 
growth in Japanese industrial pro-
duction over the past forty years 
also highlights that the growth per-
formance has been trending down 
over virtually all of that period ex-
emplifying how the 1960s were 
really the heyday of the Japanese 
economy. 

Business conditions have barely 
been favourable for a few months 
in the past decade.  The chart of 
business conditions shows the 
diffusion index published each 

quarter by the Bank of Japan for larger 
industrial companies. A reading above 
zero indicates that there were more re-
spondents who believed that conditions 

were favourable for business than be-
lieved that conditions were unfavorable.  
There was a favourable rating in only 
eleven out of the 42 quarters since Sep-
tember 1992. 

One aspect of the adverse business condi-
tions has been the absence of pricing 
power.  Japanese consumer prices de-
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US Federal Open 
Market Committee: 
“….the Committee 

perceives that over the 
next few quarters the 
upside and downside 

risks to the attainment 
of  sustainable growth 
are roughly equal. In 
contrast, over the same 
period, the probability 

of  an unwelcome 
substantial fall in 

inflation, though minor, 
exceeds that of  a pickup 

in inflation from its 
already low level.” 
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