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I. INTRCDUCTION

When I was asked to address this Conference the
suggested topic was the "Harmonization of Securities
Regqulation -- Where Are We Heading?" I was taken with the
phrase == especially the concept cof "“harmonization“. It i=
an idea that is particularly appropriate in this Olympic
year. As you complete preparations for the Games which
will take place here in Seoul this September, the rest of
the world can appreciate the enormity of your task as
hosting the Games presents a challenge of truly Olympian
proportions. The infrastructural problems seem daunting to
say the least. The thousands of participants have to be
fed, housed, entertained, and sadly, even protected. Yet,
none of these problems determines how fast participants can
run, how high they jump, or how well they swim. Those
gkills are tested on the playing field. The same should be
true in the econemic arena. Investment decisions should be
dictated by the economic merits of the transaction and not
artificially and unduly affected by structural limitations.
The Clympic Games are a tribute to the ceoperative spirit
that resides in peoples of all countries -— and in a sense,
represent the espitome of an efficient marketplace.

This =pirit of cooperation would serve us in the
international economic arena ag well. As the world's
securities markets become increasingly interrelated, it is
likewise increasingly important that the uniquely fungible
commedity known as capital be allowed to move in a
relatively unencumbered fashion between and among markeis.
In order to facilitate the free flow of capital, I believe
it is the securities regulators' challenge, as cverseers of
securities markets, toc ensure that artificial and
tnefficient impediments to the flow of capital, thea
lifeblood of growth and development, are eradicated. At
the same time, we must ensure the integrity, safety and
soundness of marketplaces, both from a national and
international perspective, without detracting toc much from
the ability of participants to compete in these markets.

We emphatically should not be in the business of creating a
regulatory climate that unduly favors domestic capital
markets at the expense of the efficient operation of
international markets.

However, I fear that whenever this elemental
propocsition emanates from the mouth of a U.5. regulator,
the rest of the world shudders and believes that we are
trying to impose our securities law framework on everyone
else. T would like te set the record straight on that
unfounded notion. I do believe that the U1.5. securities
markets are the most seophisticated, open and developed in
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the world, and thus serve as a ussful model for other
natioens to study.

Nevertheleas, as last October's market crash so
vividly demonstrated, the world'e securities markets,
although related, 4o not operate in lock-step and are not
wholly integrated. Purthermore, the U. 5. Securities and
Exchange Commission recognizes the different goals and
policies of different nations or markets and understands
that our disclosure, accounting and legal standards may not
be appropriate in all, or even most, cases. The Xey,
however, is harmonjzation =-=- the ability of distinct
structutres to work well together. It is jncumbent upon all
those who wish to participate in the world's securitjies
markets to work together if the challenges presented by
internationalization are to be successfully met.

The Securitie= and Exchange Commigsion has been trying
to salve some of these problems by unilateral action and by
entering into bkilateral agreements designed to improve
international securities markets. Many of the difficult
problems facing us, though, escape unilateral, or even
bilateral, sclutions. A truly multilateral forum for
addressing trans-systemic problems is necessary. In fact,
there are a number of internatienal forums in which the
Commiseion actively participates such as the International
Organization of Securities Commissions (IOSCO)} and the
Crganization for Economic Copperation and Development
{(DECD}. I have had the pleasure of representing the
Commission on INSCD, which has been successfully prometing
cooperation between securities regulatore of different
countries. We are heading in the right direction toward
breaking down barriers to capital flows, but our continuing
challenge is to keep pace with rapid financial ang
technological innovation while maintaining the integrity,
safety, and scundness of our securities markets for
investors.

In the time we have here today, it is impossible to
discuss in depth the myriad issves facing us as we move
toward a global securities market., Thus, I will touch upon
gome of the most important developments, including issuing
gecurities multinationally, international enfeorcement,
international accounting standards, market linkages, and
the international takeover phencmencon, with esmphasis on the

~efforts to harmonize securities regulaticns in these areas.

Before proceeding teo new developments, however, it will kbe
useful to examine the recent treng towards
internationalization of the securities markets, and the
interplay between U.5. and other markets.
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IT. ATTONALTZATION OF THE SECURITIES MARKETS

For the past several years, we have witnessed the
growth in internaticnal capital markets with a sense of
awe. Several factors have contributed to this phenomencn
such as general economic prosperity, reduced inflation,
lower interest rates, enhanced techneloegical capabilities,
more sophisticated trading strategies, desires to diversify
rigk, institutiornalization of markets, and fewer regulatory
impediments. '

The evidence is indeed dramatic -- in the debt market,
the value of international bond issues increased nearly
six-fold from 1980 to 1986 to $225 billion {although the
market slumped in 1987 to $138 billion), The growth in the
international equity markets was even more explosive with
the value of Eurcequity issues increasing sixty times from
1383 to 1986 to %12 billion, and in the first half of 1987
totalled 57.5 biliion. During the twelve months prior to
the market crash, Eurcequity offerings of common and
preferred stock averaged $2 bhillion per month. Since then,
this figure dropped to an average of only %300 million per
month through March.

At the same time that the world's securities markets
were growing in size and scope, the relationship among them
was becoming more complete and complex. While markets
retain distinect characteristics az a result of unilateral,
pelitical, technological and regulatory differences, the
world's securities markets are now, without a doubt,
inextricably intertwined. This proposition was
demonstrated rather vividly by the market crash of last
October, According to an oft—used bromide, "“when New York
sneezes, Tokyo catches cold." Well, in this case, mest of
the world's securities markets caught the flu and several
are still feeling a bit gueasy because of it. These days
howevar, I believe the adage overstates the case. The
United States securities markets influence on other markets
continues to be substantial but is no longer all-
encompassing. Generally speaking, the U.S. markets remain
the most innovative and open in the world. Yet other
markets have undergone rapid maturation and can clearly
stand on their own. 1In fact, other markets have grown much
more rapidly in the recent past than has the U.5. capital
market, although this is attributable in large part to the
precipitous decline in the value of the dollar. What "has
become clear though is that decisions made in one nation or
marketplace can have cross-market or border effects, We
must all appreciate the need to create linked and
coordinated, that is, harmonized, regulatory structures, if
we're to deal effectively with the problems ang
opportunities posed by global trading markets.
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Of course, securities regulators do not directly
effect the capital formation process. Capital formation
depends upon econonic fundamentals such as saving rates and
the willingness of people to work, factors outside
regulatore’ control. However, securities regulations may
be 80 oneyous or restrictive so as to dissuade indirect
investment. It is ocur responsibility to regulate markets
for the transfer of capital in a manner which will not
inhibit their use.

The goal is a compelling one because international
securities trading potentially benefits all market
participants. The free flow of international capital
promotes a more efficient allocation of resources by
increasing the depth and liguidity of capital markets and
by providing improved opportunities for cerporate planning
and investment dec¢islon-making. Corporations and other
issuers can broaden their ownership base and thus promcte
market stability and liquidity. International investors
benefit because they have new oppertunities to diversity
investwent risks and to seek higher returns. Broker-
dealers benefit because they canh broaden product lines
offered to domestic customers and can attract new foreign
customers or better service the wants of existing foreign
customers, And marketplaces benefit because transnational
trading and clearing linkages can result in increased
potential order flow for both markets, increased price
aefficiency, more capital keing available for market-making,
improved trade clearance and settlement processing, and
increased wisibility.

There are, however, significant obstacles to further
internationalization. In addition to direct obstacles to
the free flow of capital such as taxes, exchange controls
and investment controls, perhaps greater obstacles result
from cultural and historic differences in varisnus natienal
approaches to capital formation. Disclosure, auditing and
accounting principles, trade processing, trade and quote
dissemination, market surveillance and enforcement are all
affected by such differences.

With this framework in mind, let's look at recent
efforts toward harmonization of securities regulation and
the additional steps needed to overcome the obstacles I've
just mentiched.

III. E TIATTVES WIT ESP TINATIC
SECURITIES O RG

Judging from the Conference agenda, you will probably
be getting a detailed primer on the dos and don'‘ts of
securities issuance inveolving the U.S. markets. However, I
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day quotation information with the Stock Exchange of
Singapore. The Commission in recent years alsc has
approved several trading linkages between U.S. and Canadian
stock exchanges.

In addition, some private vendors offer eecurities
information on an internaticnal basis, and even
international execution capabilities in certain world class
equities. Cne of the most ambitious projects is an
automated order entry and execution system, planned by
Reuters and the Chicago Mercantile Exchange, that weuld
allew trading in financial futures around the world, during
the hours that the CME is closed. Further on the horizon
is the EEC's planned Interbourse Data Information System -~
a network that will provide continuous price reporting and
trading ameng the major Eurcpean securities exchanges.

Even where no formal trading or information exchange
is made, exchanges in differant countries are using common
technoclogy. The Paris Bourse, for example, is using the
technology from Toronto's Computer Assisted Trading Systems
for its order routing system.

B. Clearance and Settlement

In addition, if the internaticnalization of the
world's securities markets is to proceed, we nust establish
efficient and compatible national and international
clearance and settlement systems. At present, there are
wide ranging differences in settlement periods among world
narkets, from two business days in Belgium and five days in
the United States, to one month in Frahce. Although the
United States has developed an automated depocsitory and
book entry clearance and settlement system, mature markets
such as the United Kingdom and Japan are still in the
developmental stages in clearing and settlement.
Ultimately, we hope that all countries will have fully
automated clearance and settlement systems. Currently, the
lack of ceordination among clearance and settlement systems
in major world markets increases the costs and rlsks of
global securities trading.

Even without compatible systems, it may be possible to
develop clearing linkages amcng the major internaticnal
markets. From the Commission's perspective, such linkages
should facilitate cross-border settlements without
compremising the essential scundness and integrity of the
U.5. national clearance and settlement system. The
Commission already has approved a number of linkages
between U.5. c¢learing agencies and foreign clearing
entities where we have been satisfied that adeguate
safeguards exist to reduce the risk of default.
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The Commission will centinue to encourage linkages
between U.5, and foreign clearing entities to facilitate
cross-border settlements. Notwithstanding such linkages,
however, differences between the various naticnal clearance
and settlement systems continue to he an impediment to a
truly global warket. Part of the problem is that clearing
and settlement systems generate substantial income and can
be an element of competition among markets, adding an
obstacle to cooperation in this area. Accordingly, we have
been working with the securities regulators of other
nations, in forums such as T05CC, to develop compatible
clearance and settlement systéms. The Commission staff is
also exploring the development of uniform time frames,
central matching and settlement procedures, and multi-
currency settlements on an international basis.

V. N ATTON CCOOUNT I NG & NG S

While the enforcement issues that I will discuss in a
moment may capture the lion's share of public attention,
the harmonization of international accounting and auditing
standards is even more crucial to glebal securities
issuance and trading. Differences in accounting standards
impose costs as a result of reconciling divergent financial
informaticn when laws or practices differ and make
investment decisions more difficult due to the lack of
comparable, timely financial information.

To address this problem, the aceounting and auditing
professions of the U.S. and variocus other countries have
several projects to encourage veluntary harmonization, such
as that of the Interpationpal Accounting Standards Committee
{IASCY), of which Korea is a Board Member, which was formed
with the express purpose of articulating international
accounting standards and has jissued 26 aceoounting standards
and commenced sixX new projects and the review of two
standards.

Inplementation, however, is a problem. The IASC has
no way to enforce compliance with its pronocuncements. It
must depend on the best-efforts undertaking of its member
organizations to promote acceptance and compliance. So
far, veoluntary implementation has achieved some succass.
Many of the companies listed on the Teronte Stock Exchange
have been persuaded to comply with IASC standayds. In '
Europe, listed companies in Italy are requiregd te follow
IASC standards in the absence of local requirements and the
listing reguirements of the London Stock Exchange likewise
call for compliance with IASC standards.

The International Federation of Accountants (IFAC),
which Xorea is also a member, is another organization whose
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whose purpose is the development of a cocrdinated worldwide
accountancy profession with harsonized standards. Like the
International Accounting Standards Committee, IFAC depends
on voluntary acceptance of its anditing guidelines. Both
the United Nations and the OECD have also established
intergovernmental working groups to harmenize accounting
and reporting standards. These working groups, like the
IFAC and the IASC, depend mainly on persuasion and member
support for effectiveness.

The influence of the Burcpean Economic Community (EEC)
on the harmonization process has been significant.
Although its directives leave a number of options from
which member countries may choose in the process of
incorporating directive provisions into naticnal law,
nember countries are bound by the Treaties of Rome to enact
such provisions inte their national law. Thus, unlike the
private sector and Intergovernmental bodies referred to
above, the EEC has some ability to implement its
proncuncements.

The Commissicon's staff is currently working with
ICSCe to examine practical means of promeoting the use of
common standards in accounting and auditing. In the area
of accounting standards, a working group of IOSCO is
working with the IASC to revise internatienal accounting
standards. Among the tasks of this group is to address the
problems of completeness and lack of specificity in scme of
the internatjonal standards and to eliminate many of the
free choice coptions permitted in other standards. Where
options cannct be eliminated, the group will specify one
metheod as the benchmark for internaticnal filings. The
working group envisieons that in international filings,
those adopting other metheds would recconcile their results
to those that would have been produced by the benchmark
approach.

In contrast to accounting principles, differences in
auditing standards are not susceptible to accommodation
through reconciliation. Auditors arcund the world are
subject to different independence standards, they perform
different preocedures, and they gather varying amounts of
evidence to support their conclusions. Therefore, the
Commission intends to continue its efforts to establish-
putually agreeable auditing standards by participants in
the IFAC auditing projects.

¥I. ERECEHT INTERHNATIONAL ENFORCEMENT DEVELOPMENT
Crucial to the maintaining the integrity of all

securities markets, is a vigorous enforcement program
against those who viclate established securities laws.
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sons who deliberately choose not to abide by the rules
Aable to obtain an unfair advantage over those who do
e‘by the laws and fair deallng practices. You can
glne the consequences if the participants played by
Etheir own rules in Olympic sporting events. From the
_f«qylsslan s perspective, the domestic and internaticnal
pressure for increased participation in, and easler access
dt'1:1'1~'.=.- U.8. markets, necessarily results in increased
_ fnrcement responsibilities. A critical issue for the
Feommission in respending to changes in the international
stihancial marketplace is how such changes will impact the
mmissionts enforcement efforts. The Commission is
sncerned that persons not be allowed to violate 7.5,
_L'curltles laws from abread. By the same token, the
ginmmlsslnn does not want the U.S. to be used as a haven for
Ethose who violate the laws of other nations.

A. Developments= in Market Surveilllance

. While the Commission encourages the development of
ftransnatlonal trading, the increased electronic linkage
Thetween securities markets complicates the surveillance and
Woversight of market activity. Without enhancead -
gshrv3111ance techniques, internationally-linked markets
Awill be more susceptible to fraud.
o When the Commission approved llnkages betwean United
£States and foreign markets, it has insisted that adequate
ﬁarranqements be made for market surveillance and
Pinformation sharlng regarding these linkages. These
Zarrangements have involved private contractual agreements
tibetween the exchanges, as well as understandings directly
rahetween requlatory authorities, The linkages between the
*American and Toronto stock exchanges, Boston and Montreal
»stock exchanges, and American Stock Exchange and European
: Options exchanges are examples of these kinds of
!arrangements.

The chmissiun also encourages international
participation in the Intermarket Surveillance Group, an
organization through which many of the United States
securities exchanges share surveillance information.
International participation will allow requlators and stock
exchange managers to adequately oversee internaticnally
linked markets.

B. Develeopments in Investigations

The principal problem confronting the Commissien in
its efforts to police the internaticnalized U.S. securities
markets is that relevant information regarding illegal
securities activities is frequently located ocutside U.5.
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borders and thus may not be subject to U.5. jurisdiction.
Although U.S. securities laws have been construed to cover
transactions initiated in the U.5. and consummated abroad,
as well as those initiated abroad and concluded in the
U.S., actuaily obtaining information located outside U.S.
borders requires deference to the jurisdiction of ancther
sovereign nation,

In order to address this problem, the Commission has a
number of formal bilateral agreements related to
information gathering for securities enforcement purposes.
The first such agreement was the 1982 Memorandum of
Understanding (MOU) between the U.S. and Switzerland. The
S5EC has since entered into MOUs with authorities in Japan,
the United Kingdom and three provinces in Canada, and has
had very positive experiences in utilizing these
mechanisms. The Commission is currently negotiating MOU's
with France, Italy, Australia and ¥ew Zealand. I would
also note that these MOU's are specifically tallored to
address the particular problems and concerns of the signing
parties.

The MOU with the Canadian provinces, which was signed
on January 7, 1988, is the most far reaching enforcement
agreement. It covers the full range of offenses addressed
by the U.5. securities laws. Further, this MQU is the
first agreement whereby the Commission may reguest a
foreign regulatory authority to employ its compulsery
powers Lo require persens Lo give testimony or produce
documents. Although the Commissien currently does not have
the authority to provide the same assistance to a foreign
regulatory authority, it agreed to obtain that authority.

A= a result, in May the Commission approved a
legislative proposal which would provide it with the
requisite authority. If enacted by Cohgress, the proposed
legislation would let the Cormission investigate securities
violations on behalf of foreign regulators. It would also
allow the Commission to maintain the confidentiality of
decuments received from foreign autheorities. And it wcould
let the Commission base sanctions against securities
prefessicnals on the findings of a foreign court or foreign
securities authority. The Commission believes that passage
of its legislative propeosal would also facilitate mutual
assistance agreements with additional foreign regulatory
authorities.

In the multilateral area, the Commission has fostered
enforcement cooperation through multinational ferums. For
example, the Commission participates in meetings sponsored
by the U.K. Department of Trade and Industry (known
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informally as the Wilton Park Group) to promocte the
exchange of information among securities regulators.

I0SCO is also evaluating existing constraints on
information exchange and determining ways to facilitate the
sharing of enforcement information. In November of 1986, I
proposed the following enforcement resclution to the
Executive Committee of IQSCO:

Now therefore be it reszclved that the Executive
Committee of the Internaticnal Organization of
Securities Commissions ("IOSCOM) herebky calls upon all
securities authorities:

(al to the extent permitted by law, to provide
assistance on a reciprocal basis for obtaining
information related to market oversight and protection
of each nation's markets against fraudulent securities
transactions;

(b) to designate a contact perscn who will insure
the timely processing of all requests for assistance.
So far, 23 members of IOSCO have signed this undertaking.

VITI. THE INTEEWMATIOHAT TAKEGVER END

The regulation of forelgn corporate takeovers is
actually an amalgam of distribution, disclosure, and
accounting rules. I believe, however, that it warrants
separate attention due to the increased incidence of
foreign takeovers and their uniquely political
ramifications.

There iIs an increasing amount of foreign investment in
the United States. During the period from 1980 through
September 1587, the total dellar volume of mergers and
acguisitions by foreign entities increased from %7.7
billion in 1880 to %33.4 billicon in the first three
quarters of 1987, That investmept may involve a number of
different types of transactions. The tender ocffer, which
has been an important technicque for acguisition of publicly
held corporations in the United States for a number of
vears, is beceming increasingly important in the foreign
and international markets. The principal advantage of the .
tender offer is that, unlike cother acquisiticon techniques,
approval by the board of directors of the subject company
is generally not required. In the last decade, an
increasing number of foreign bidders have engaged in tender
effers to acquire U.5. corporaticons, often on a hostile
basis. For example, in 1987, 29 tender offers subject to
Commission's rules were filed by foreign bidders for the
securities of domestic corporations. In 1986, 24 such



2

12

tender offers were commenced and just four such offers
commenced in 1985. The percentage of total U.5. tender
offer activity, measured in terms of the dollar value of
the subject company, that was engaged in by foreign
Cconcerns, increased from 7.1 percent in 1984 to 331.8
percent in 1987. In the first f£ive months of 1988, thera
have already been 27 tender offers commenced by foreign
bidders with a total value of over 514 willion.

The increase in foreign buying of U.S. companies is
primarily the result of the sharp decline in the value of
the U.S. dollar vis-a-vis other currencies, which has made
the acquisitien of U.S. companies relatively cheap. The
recent spate of foreign takeovers has been further fueled
by the decline in market capitalization of companies as a
result of the market crash. Underlying all this activity,
however, is the fact that foreign buyers are subject to
very few restrictions regarding ownership or investment in
U.5. companies. For the most part, foreign and U.S,
bidders are subject to exactly the mame rTules and
regulations.

I firmly believe that the U.S5. markets, including the
market for publicly trading companies should be open tc all
potential investors, without artificial impediments based
upch naticnality of the investor. MNevertheless, I must
alert you to an increasing concern on the part of U.S.
legislators about foreign takeovers of U.S, companies.
Some of this concern is the result of a general
protectionist bent., However, mach of the concern results
frcm the fact that the takeocver market is perceived,
accurately I might add, as a one way street. U.S.
companies simply do not have the same degree of access to
foreign markets or ability to invest in foreign companies.
Unless lawmakers and requlators in other countries
recognize this, I fear that protectionist measures
regarding the takeover market may undermine the entire
internationalizaticn preocess.

VIIXI. CONCLUSION

The internatiocnalization ©of the world's securities’
markets is like an Olympic marathon -~ a long and difficult
journey —- and we've just left the starting line. In order
to reach the finish line, we can't afford to be overwhelmed
by the enormity of the task but must take things one step
at a time. Ang the first step for us, as securities
requlators, is to make sure our own house is in order —-
that our markets are open and efficient conduits for
securities trading. In this regard, T noted with interest
the steps you have taken opening access to the Korean stock
market -- for which I suspect there is considerable demand.
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I applaud and encourage this developmant. The next step is
to work together sc that the internationalization
phenomenon is managed efficiently and effectively for the
benefit of all market participants, including the nations
involved. With the proper cocoperative spirit, I'm
confident that the ongoing competitien in the international
securities arena will be a successful as these Summer
Olympic Games you are hosting.



