SECURITIES AND
EXCHANGE COMMISSION
Washington, D. C. 20549
(202)

755-4846

HOLD FOR RELEASE - 7:00 P.M., TUESDAY, September 25, 1973

THE INTERNATIONALIZATION

OF OUR SECURITIES

MARKETS

An Address By
Ray Garrett, Jr., Chairman
Securities and Exchange Commission

September 25, 1973
BOSTON STOCK EXCHANGE

Sheraton Boston
Boston, Massachusetts

Tonight
growing

I wish to discuss with you the impact of the

internationalization

role and responsibilities
Commission.

Boston

Boston's

of the Securities

is a particularly

me to make this address,
marketplace

U.S. affiliates
combined.

and Exchange

States.

which we commemorate

place for

In addition,
tonight, has

foreign participation

I understand

your membership

in our
includes more

of foreign firms than all other exchanges

Therefore,

the rapidly

on the

since Boston was an early international

been a leader in encouraging
markets.

markets

appropriate

of what became the United

Stock Exchange,

securities

of our securities

growing

this audience

should be well aware of

internationalization

and the implications

of financial

transactions

of this for the United States securities

market.
These developments
principally

important

communication,
relative

are a result of new technology,
changes in methods

and of the long post-war

prosperity

for the developed

led to the emergence
both in the United
term investment

a force independent
of the countries

countries.

States and overseas,
and sizable

These companies

transportation

This has

corporations,

with substantial

cash balances
have become,

of, and equal to, the economic

in which they operate.

and

period of peace and

of huge multi-national

programs

foreign currencies.

of

based
long-

in various

in many cases,
systems

-2Prior to the mid-1960's,
the center of international
for the free world.

the U.S. securities market was
finance and the source of capital

The emergence

of strong, growing economies

in Europe and Japan and the financial
national

corporations

capital markets
stimulating

demands of the multi-

have led to the development

overseas.

Perhaps

of sizable

equally important

in

the growth of foreign capital markets were the

steps taken by the U.S. to reduce its balance of paYments
deficit.

I am referring,

Tax, which

increased

in the U.S. market
which

of course, to the Interest

the cost to foreigners

for their overseas

While the Commission
development

foreigners

investment

Equalization

Interest

particularly

concerned with the
those involving

issues, and with the growing

in U.S. securities,

Tax to restrict

foreign offerings

programs.

has been actively

many cases, not been resolvedo

the underlying

the possible

Tax has effectively

appeal of foreign securities

interest of

questions

have, in

We have relied upon the Interest

into our marketplace.

Equalization

Program

to raise capital in foreign

of overseas markets,

dollar denominated

of raising capital

and to the Foreign Direct Investment

forced U.S. corporations

markets

Equalization

flow of unregistered
Furthermore,

the

reduced the economic

for U.S. investors.

-3The apparent
deficit

favorable

turn in the U.S. balance
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restraints,

the governments

of Canada, Great Britain, and

Luxumbourg,

which had been notified

intentions,

acted to impound IDS monies held within
officials

previously

jurisdictions.
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The Commission's role is not to discourage any legitimate form of international capital investment.

However,

we must be certain that if and when the Interest Equalization
Tax barrier to foreign issuers is raised, Americans investing
in foreign securities have the information and the safeguards to which they are accustomed

o

I recognize that foreign issuers may consider our
registration requirements burdensome and, perhaps, discriminatory, since the rules under which U.S. corporations
offer their securities in European markets are minimal.
However, we have required no more from foreign issuers
than we do from domestic companies and, in several cases
we have interpreted our requirements in such a manner as
to accommodate foreign registrants.

For example, dis-

closure of management remuneration has generally not been
required to the extent that our basic registration form -Form S-l

sets forth.

And foreign entity financial state-

ments do not have to conform exactly to Regulation S-X as
long as material variations are indicated and reconciled.
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We have accepted statements certified by foreign accountants which operate under slightly different standards
than the independent U.S. accountants, so long as no
material question of independence is involved.
Furthermore, foreign issuers with shares trading overthe-counter in this country are exempted from the reporting
requirements of Section l2(g) of the Securities Exchange Act if
the issuer furnishes to the Commission material information
required or made public in the issuer's country of domicile.
This material is not even required to be in English and
is not deemed "filed" for the civil liability provisions
of Section 18 of the Act.
under this exemption.

Over 100 foreign issues trade

Presumably, lifting the lET could

lead to far more issues trading under the l2(g) exemption.
Furthermore, U.S. securities exchanges may consider
modifying their listing requirements to encourage listing
by foreign corporations.

The Commission's staff is re-

viewing the information available to U.S. investors in
foreign corporations in view of the likelihood of increased activity.
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Foreign investors in the

u.s.

securities markets

find themselves today in a position similar to that which
faces institutional investors.

Actively courted and en-

couraged for a number of years, these investors are now
being viewed with grave concern just as they were rising to
the invitation.

In both cases, Congress has raised the

question of whether ownership and trading by these investors
should not be restricted.
As you may know, Congressman Dent has introduced H.R.
8951, the Foreign Investors Limitation Act, which speaks

to

the concern expressed by several Congressmen that take-

overs of domestic companies by dollar-rich foreigners may
make corporate management even more unresponsive to the
will of American shareholders.

The Commission is more inclined

toward reliance upon disclosure than the imposition of restrictions
on any form of public investor

which might violate the free

and open spirit which has traditionally characterized the
securities markets of the United States.

-14We intend to enforce as best we can, with regard to
foreign investors, provisions of the Securities Exchange
Act of 1934, including requirements for disclosure by
those intending to make a tender offer for shares of a
publicly traded company.

I might also add that the bill

Senator Williams has introduced, S. 2234, calling for
disclosure of holdings and large trades by certain
institutional investors, would certainly apply to a number
of foreign institutions.

The Commission supports the

objectives of this disclosure bill, although some of its
specific provisions do cause us some concern.

We shall be

forwarding to Congress within the next month our proposal
for legislation of this nature.
Foreign Financial Institutions
Since 1960, foreigners have purchased more U.S. securities
than they have sold in all but two years; the total net
investment for the 12 years through 1972 is estimated at
almost $10 billion.

Needless to say, the foreign securities

firms, which may have established U.S. operations primarily to
assist their clients in raising American capital, have been
actively involved in the investment programs of foreignerso
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Although somewhat limited as to their role in the U.S.
brokerage community, and specifically excluded from
membership on the New York Stock Exchange, foreign brokers
have been able to channel a significant part of foreign
investment dollars through their own offices.

Since

they cannot trade directly on the New York or American
exchanges, foreign firms have commission business to direct
to exchange members, often in return for other types of
business.

One of the more ingenious systems they have

employed has resulted in giving foreign firms underwriting
participations

in return for their commission business.

At the same time, foreigners are aggressively seeking direct
access to all trading markets to reduce the amount of
commission dollars they or their customers must pay to U.S.
firms.

The NYSE and the AMEX prohibit such access; we have

the matter under study.
I would like to outline certain key questions which
we will be addressing in considering this problem of foreign
access to U.S. securities markets, or, more properly, to
the U.S. brokerage business:
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First, are the problems of surveillance and enforcement
presented by permitting foreign brokers themselves to
have access to U.S. markets capable of solution, especially
in view of the laws of their respective jurisdictions
of origin (including "secrecy" laws)?

These problems involve

access to information abroad to determine, among other
things, whether foreign broker transactions are for
their customers or themselves, the policing, where
appropriate, of foreign broker relationships with
customers to insure compliance with applicable U.S.
laws, such as suitability and custody rules, and the
extent to which foreign courts would honor judgments
rendered by U.S. courts against foreign brokers doing
business here.
Second, while there are still fixed commission rates,
should the question of the availability of the non-member
discount be treated differently from the question of
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membership on

u.s.

exchanges in the case of foreign

brokers or foreign-owned U.S. brokers?

In this connection

we must consider how the Commission's recent conclusions
with respect to commission rates, heralding an introduction
of fully negotiated rates in April of 1975, affect the
question of foreign access.
Third, should all exchanges be required to effect
resolutions of the foregoing questions in a uniform manner,
or should exchanges be permitted to formulate separate
resolutions of the foreign membership and access problems,
subject only to general parameters established by the
Commission?
I wish that I could provide you this evening with
definitive answers to these complex questions, but I cannot.
Still, certain principles applicable to this difficult area
seem clear:
1.

At the least, foreign brokers and foreign-owned

U.s. brokers should not receive more favorable treatment
under U.S. securities laws than is afforded to U.S.-owned,
domestic brokers.
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2.

It should not be possible for rules affording

exchange access or membership by foreign entities to be
utilized in a manner which permits or encourages evasion
of our securities laws.
3.

If special surveillance or enforcement burdens

are created by foreign access and membership, the costs of
discharging those burdens should not be passed on to
American investors who utilize the services of domestic
brokers, and any foreign entity seeking access or membership
should be prepared to demonstrate that the laws of its jurisdiction of origin will not unduly interfere with its compliance with, or with proceedings against it to enforce,
U.S. laws designed to protect the legitimate interests of
the investing public and our professional securities
community.
Our analysis of these questions relating to foreign
access can be completed only with the help of the international investment community

and its unique knowledge of

the practical aspects of the international brokerage
business.

While consideration of certain broader aspects
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of exchange membership and a~cess and of commission rates
in recent months has prevented us from giving to foreign
broker problems as much attention as they deserve, we do
anticipate issuing a release in the near future requesting
public comment on a number of issues we believe are
crucial to resolution of those problems.
An additional problem raised by the question of

foreign access, in which the Commission has little direct involvement, however, is the application of the G1assSteagall Act to foreign financial institutions operating
in this country.

Many fore ign firms are permitted to

operate as commercial banks as well as underwriters and
broker-dealers

under the laws of their countries.

At the

same time, Edge Act subsidiaries of U.S. commercial banks
underwrite corporate securities overseas and U.S. underwriters have interests in foreign lending institutions.
Today's ease of communication and capital movement makes
possible the indirect, perhaps unintentional, violation
of the spirit of Glass-Steagall and ultimately may concern
us as we regulate the securities markets.
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These, then, are some of the areas of SEC involvement in what might loosely be called the internationalization of the securities business.

I see no reason why,

with competition, our markets cannot remain as strong as
they have been.

Competition and liquidity built our

markets into the premier securities business of the world;
even with renewed and strengthened competition from the
London market, to which has been added the resources of
the Common Market, and Japan, I believe that the United
States securities market can remain preeminent, and continue to supply the world with capital and the American
investor with golden opportunities.

