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Andrew Jack focuses on the practice of stock lending in the UK

Code of practice demanded

STOCK LENDING has risen
from the deptis of obscunry to
new heights of public aware-
ness in the past few months —
but for al the wrong reasons.

The legacy of the late Mr
Robert Maxweil has done more
to publicise and 1n some ways
more to damage the reputaticn
of the activity than millions
spent on advertising couid ever
have achieved.

Poor controis on stock lend-
ing at Bishopsgate Invesmment
Management, the trustes and
manager of Maxwell pension
funds, with widely-known con.
sequences, nave neiped further
stoke existing fears from lend-
ers that stock lending is a
high-risk business.

Yet Mr Simon Thomas of
Davie International Banking
Consuitants beiieves the prac-
tice has suffered unfairiy as a
result. “Maxwell has dented
people’s confidence.” he says.
- “But it has been totally misun-
derstood by commentators.
The market has been rather
weak at defending itsalf.”

He argues thac the episode
highlignts the lack of supervi-
sory cantrel over pension fund
management. and the vaiue of
dealing with well-regulated
counter-parties. “What 15 quite
clear is that there are no stan-

or stock
lending,” be adds. "It kas to be
improved.”

Nevertheless, the role and
growth of international stock
lending is wideiy endorsed by
market professionais. As Mr
lan Plenderleith. an associate
director of the Bank of
England and chairman of its
stock borrowing and lending
committee, said at a confer-
ence this summer. it has
helped provide both timely set-
tlement and lguidity.

Timeiy settlement he sald,
resulted in improved marke:
safety, cost savings and wltl-
mately ennanced investor pro-
tecrion, Ligquidity could snly be
assured i bear markets if
secunties could te borrowed.

Stock lending also heiped
channel savings into invest-
ment, he added, by bringing
together lenders with borrow-
ers where they can raise funds
on finer terms.

He called on the industry to
boost its public informaticn
eiforts and to gevelop a code of

—

good practce to help counter
what he called public “misun-
derstanding”.

In spite of the reservatons
expressed in some quarters,
there has certainly been a sig-
nificant. growth in demand for
internaticnal stock lending
over the past few years, driven
directly by the expansion of
cross-border investment and
international securities trad-
ing.

There have been consider-
able technological advances,

The Maxwell episode
highlights the iack ot
supervisory contral over
pension fund
management

produe: innovation, and prog-
ress towards more efficiant
clearing and settlement on
most of the world's stock
exchanges, driven by the pres.
sure since 1989 from the G30.
the Group of 30 financiai and
£CONOITIC £XDATTS.

There has aiso been a growth
in compenticn, with an expan-
sion i the range of lenders
suck as UK umut trusts, and of
specialis; intetmediaries.

Future growth, according to
Mr Plenderleith, will in part be
copstraned by wx reform. He
highlights the acbievement
early last year for UK lenders
of new accounting arrange-
ments for pools of parmcipants
with the [niand Revenye.

Now efforts are being
directed towards overseas lend-
ers. Ke says that agreement on
a relaxation of restrictions on
the range of international secu-
rities borrowers anc on the
number of parties involved in
lenging transactions depends
on arrangemenis on the tax

treatment of manufactured div-
idends.

In many other countries,
stack lemding has Deen hun-
dered by demanding tax
requirements. ¥For instance, the
pracace only began to devsiop
in France in 1987, and in Swit-
zerland in 1960 with the intro-
duetion of a more favourabie
regume.

Mr Thomas questions how
far lending will continue to
grow in the UK. “There is so
much resistance,” he says.
“Peopie have been nervous
about stack ianding. There are
stones of it taking 20 years for
a mandate to be signed” He
argues that while UK majar
funds are over-funded and
their performance is so good,
companies do nat see the need.
“The pressure just hasn’t been
there.”

Elsewiiere, be points ta
deveigpments in Italy and Ger-
many. Now attentjoz is begin-
ning to focus on Spain. Grow-
ing competiticn puts pressure
on margns, which he says can
be 100-250 basis poinss for some
internancnal lending arrangs-
ments. compared with 32-30
points in the UK,

He sees substantial changes
taking place in the future,
fuelled in part by Taurus, the
Stock Exchange's electronic
settiement system, the refax-
ation of restrictions on interna.
tional iending, and changing
market structures.

In the US, Ms Cindy Gall of
Citibank points to the growing

"role of international stock
“lending, particuiarly with

European markets such as the
UK and Germany. “With a 2¢
bour took., European centres
are becomung very important,”
she says.

Mr Thomas says it is both a
gocd time and a bad time to
review developments in the
sector. A senes of regulatory
ctanges are underway, many
of wea still wait to come to
fruition,

Mr Plenderleith highlighted
three types of safeguards
which be said ensured that the
innerent nsks of stock lending
were “identified, controlled
and covered”:

B Bilateral legal agreements
signed by the counterparties to
ensure adequate coilateral,
proper authonsaton by agents
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and clear wunderstanding
responsibilities. .
® [ndustry.wide rules, agreed
pracnices and tax reguiauons
which govern acovity, conauct
and appropriate treatment.

& Supervisicn from different
nationaj reguiatory authorimes
to maintain stangards and
requirs adequate capital to
cover

Maxwell has had some posi-
tive effects. It is widely cred-
ited with pushing forward ieg-
islative ckange, moving the UK
more towarcs the degree of
requiation found in the US. Mr
Thomas says it is increasmgly
{ocusing on the need for sepa-
rate professional trustees, and
the separation of asset manage-
ment from cusedy. -

At the moment. he says
there is already considerabie
discretionary power in toe UK,
but it is not exsrcised. But he
adds: “Some peaple say it may
need another Maxwell scandal
to force the whole thing
through.* .



