Gower urges sweeping new
powers to supervise Clty

BY JOHN MOORE, CITY COHHESPONDENT

ANGING proposals to
the: regulation  of
financial community,

new. powers
irtment of Trade
Industey werp

Ministers have already made
clear their determination to in-
nuducu legislation for improved

estor protection, though the
pros: e on Parliamentary time
may mean new laws witl not
come into force for some time,

Financial organisations, rang-
ing from merchant banks and

se stockbroking concerns to

i

j would be supervised in a
formal ory - framework

auilined in @’ 212 page report.

prepared by Prof Jim Gower,
consuliant rescan‘ll adviser on
vampany law 1o U

The report was Lummissloncd
1981 following a series of
standals rities  firms

n
wliich were nmot members’ of

ihe Londan Stock Exchange,

and malpractice in the London
commodities markets,

Prof Gower revealed yes!

day ip his report that nver so

commodity firms were presently

under  official  investigatio
Thise (n\'m|ga|lnns mvalve in-
(|un|u by the d the City
uf Landon Pnllce F raud Squad.
In concluding his report Prof

i "prlnclvle of self regulation

~undermining public and inter-

i fewer,

@

-
KEY RECOMMENDATIONS

© Investment business illegal unless advisers and
companies recognised by a Government agency or
members of a recognised self-regulatory agency

@ Number of self-regulatory. to bhe

<. of the St

Amung those likely to qualify ¥
for recogniton, he said, vle:e
the = Stock  Exchange,
National Asmchdnn nf
Security Dealers and Invest
ment Managers, representing
dealers whak are not members

‘hased on existing professional institutions.

@ The Council for the Securities Industry to act as
umbrella for other self-regulatory agencies and
co-ordinate their activities. Depulment of Trade and
Industry to maintain contact with the CSL T
@ Tighter regulation of sale of life assurance.
® Statutory provisions for the public issues of
securities, takeovers and inslder-denllng transferred
from the Compmies Acts to new lnvennr Protection

el
@ Investor Protechoq( Act to encompass the abnve
recommendations.

Gower warns that * unless my
Proposals  are  implemented
cssentially on' the lines pro-
posed. further serious scandals

invesmr protection. A new
Inyestor Protection Act would
enable the DTI to supervise the
financial community,

The Act would make it a
criminal offence for firms (o
carry on investment business
mless they are registered
du‘ec\ly with the ‘D’ or

“through membership of \a selt
regulatory agency approved by
the department.

“He said that

national confidence ave, in my |
view, ineyithble, If they were
implemented scandals would not
be wholly prevented but T
helieve -(hat they would he
and  that when they
oceurred less u’rcmedl:hlg dam-
age would be suffer

unit
“trust agency, the Association of
- Futures Brokers and. Dealers,
the Lloyd's lnsunnce market
and a certifying bo i
insurance intermediaries.
The recognised self regulnmry
lzenclu lhould be represented
~on il for the Securities
‘Lnduxtry whic.h ‘would maintai
a role as the umbrella and co-
ordinating . body. self
regulatory agencies and associa-
tions. There should be reguhr
consultation etweel
f'auncll- and the DTI, sald Prnl

’l‘he ‘Council for the Securities
ndustry, which has been
attempting to establish itself as
the City's main self regulatory
“ body and was alarmed that its
role might be diminished, said
“that Prof Gower had attempted
to meet several points of con-
cern.

The council sald lt saw the
pubhcmon of ower's
report “as a s:gmﬁcant step in
the Drocess of overhauling the |

e
self regulatory agenclcs would
initially have to be based on
‘n;usung professional  associa-

Professor Gowel recom-
mendedfa mixiure of siatutory
and self regulation for his pro-
posed framework for further

ouldated legislation which now.
governs the securities industry.”

powers h! iven ‘to the
Government to alter non-statu-
Mr Norman Tebbit, Secretary tory rules, But he noteds that
for Trade and Industry, sald
that interested parties would
have until April 30 to submit
comments Prof Gower's
recommendations.

Mr Tebbit said yesterday: "l
call on all concerned to consider
Prof Gower's proposals in a
constructive and positive spirit,
remembering that his present
report is already based on

xtensive constiitation with
il\lcrestcd parties!’ - the Gower report. “(f e

o added that Prof: Gower's ernment accepts the reporl’s re-
commendation ~ for  formal
recognition of sell regulatory
‘agencies, we shall seek it

The National Asbeiation of
Security Dealers and Investment
Managers said it was glad to see

changes should have (Parlia
mentiicy approval. <
** The Stock Exchange
appears “to_conform in every
of gl
regulatory
Mr Ian Hay Davison,

xecutive: of the Lioyd's insur-

within a framework “of statu-
wry suparvhinn may well be a

S\r Nlchnlas Gondisnﬁ. chair-
man of the Stock Exchange
indicated \some concern over that Prof Gower, had
{he hiospect.f established and.a broad approach and had de-
successful self-regulation being fined the role of (hr Couneil
adyersely  affected  should for the Sccurmcs Tndustry.

Details, Page 8; Gower's bluc-
print, Page 26; Ed

itorial
ment, Page e, R B! k
| Page.

Conti_nued from Page 1 ¢

Prof Gower now proposed that §
Government Orders for such §

respect to Prof Gower's mndu! ¥

chief §

said he welcomed 858




Tegulatory system

THE Prevention of Fraud
(Investments) Act would be
Tepealed and replaced by an
Invesior  Protection  Act
Responsibility. for the admin-
Astration of the mnew Act
would be vested in the
Department of Trade and
Industry or in a self-standing
commisison answerable to the
Secretary of State.

With certain exceptions,
the Act. would make it a

y type ‘of inv
ness unless registered. The
present distinction between

licensed dealers and exempt-

dealers of various types would
disappear; all would be
registered.

istration would either
e directly with the depart-
ment, or commission, or
through membership of a
self-regulatory agency recog-
nised b, 4

h

ct or regulations
der the legislation

the Secretary of 'State
ould lay down the hasic

requirements which )
registered would have to

observe and would prohibit

certain actlvities relating to
investments whether or not
.carrigﬂ on by registered
persons, %

The Act would empower
the department, or - commis-
sion, to make rules of conduct
hinding on those registered
directly with it and not

- of these rules,

of a self-
. Breaches
unlike the
regulations, would not be
criminal offences hut could
lead to cancellation or sus-
pensfon ‘of registration

A self-regulatory agency
would not be recognised un-

through members]
regulatory agen

ldels it satisfied certain con-

ns, including having
which, having regard to
‘the character of its member-

-ship, would ensure protection

to investors at least equiva-

~lent to those of the depart-

ment, or commission, and the
ability to monitor their
observance. ﬁ z
recognised self-regula- ©
gencies; would be re-
sponsible for ensuring the
ohservance of the rules and
regulations by their members
and would, as an adjunct of
recognition, enjoy cerfain
powers and privileges.
Registration under the Act
would obviate the need to be

“ licensed under the Banking

Act unless the firm accepted
deposits otherwise than for
the purpose of investment.
The Act would make pro-
vision for a harmonised
system of regulation of public
offerings, whether on an issue

- (primary or secondary) or a

takeover and would contain
a modernised version of the
prospectus  provisions  pre-
sently in the Companles Act
1




‘Dealing

. ap the 8

Thursday January 19 1984

under

school rules

£ 'FINAL draft of the Gower
report on investor protection
(’3“'}“’15 ew su"prlse % CPpt
re of self-regula-

c
tion for the City, Prof Gower

" hzs not felt it mneccessary to

th

make any radical changes in
draft which appeared in
and }mc. been widely dis:

cussed.

° given it

£ vision

The Government, in the ‘per-
son of Mr Norman Tebbit, has
an_initiall
guarded welcome—s
tion subject to official super:
“could offer the wa

forward.” Howe' Mr Tebbit

* has set a tight timetable for

scussion, between
seems, this lucid

© report will_indeed be the way

T

i
a5
3]
i
2
o

forward. For all the clear

- guidance Oﬂi‘ﬂ.’d it is not going

to be an Y O

Before we come to the difii-
culties, it is worth rehearsing
the areuments in favour of self-
regu]atmn as opposed

outright fraud—-two topics
which are inclined to get
entangled in investor protection.

nly be checked by
auditing and

be a concern of

;he more shadowy

ch must be met if

rather than minimal
standards are to be met have
seemed to us better

. by what amount to

» club Tules.

Prof Gower "

to the pubhc school eLhns r‘f
- the City, in which it i

form to sneak; buf this is the
_; Strongest argument in favour of

:7-_45?7"73"[)575

el

self-regulation.  Public school-
hoys can-be quite ruthless m
impesing their own code, p

vided the beaks are not ca]{ed-

_This 15 the essential structure
which Prof Gower proposes, ard

. supervis

be the right one; but it is going
to take a great deal of hard
work to make it a reality.

the par
itself. Even its'hest rezulated
sectors, such as the Stock
Exchange, fall a good wa
of the scope ‘which will be
required — for example, there

. between accepting houses,

are no rufes at all guvetnmg ‘the
fund management acﬁvltles of
stockbrokers. Other groups, an
especially among the elite, have
no effective disciplinary code
Nor#will they find it easy to
meet what seent reasonable
standards. The essential part of §
“pthical” mvestor profection, as

potentizl conflicts of interest —
and dxsclosure s _mot Cl{'y

al
)!6 Government also ‘has a
difficult jobito do. Gower effec-
tively. offers a choice to those
who handle investors’ money — [t
join a club, or come under dlre:t
official supervision, The job,

“however, will be far beyond the [

capacity of any eustmg govem-
ment * - agency unless™ club
membership becomes ' the gen-
eral rule. ¥
This may involve a goud deal |
of arm-twyisting. For example,
as the rules on dealing .capa-
city and minimum commissions
are removed, the costs and re-
strictions which have. led to the ¢

&
overseas dealers and brokers or
for
example—will 2lso be removed.
It will still not be easy to-
siade these indepi
er rivalsiin 3 smgla
tion with ; single set

¥
for more than a centu
still adeauate: it is this pres-

_ereate nmew. eonglo-
mwenc wﬁ: builtin conﬂi s of

The Gnvernmen ust. als
steel itcelf, acainst its zenera]
nreindices, to make availah
adenuate resources to do.the
central of scrutiny and

T ch could well
be paid for by the hardly f
poverty-stricken ‘industries
which are to be supervised. . Tf
the job is done halfheartediy. b
and scandals break
whole
svstem
poses coul be
Tepair, T
chance for p




