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masesiict” GLOBAL CUSTODY s

1e durbuience of the American
i ing moerur, wiLh ite el latonas
of Third Would debt, Lhe demise
of many small banks and the sa vings snd
losn crisis have cavaed nervousneas
smoi the lay trustess of pengion funds
Tarry Pearson, secunUes sdviser o the
Roval Bank of Sootland says “We sea rip-
ples. paople are mincarnad sbout the srlals
of tha MHew York monsy center banks
Rorys) Aank of Sotland has heety saled
i s and wa have one sajor clent in Lhe
pipeune LS. jaw is no reassurancs Lo lay
Urwalres ”
Aoccording 1o Willkam E Gundy, sxecy-
tve rire premdant, Lnetitutionsl Investor
Rervices. Stale Sureel Bank & Tnwi e,
"Wr have seen mone of Uhal phenimnenon
K 1 & (mctor, and 1t woukl make mgyor
investorw look, hard at who they mre aslect
ng. And anyone who ia in & quasiionahle
or weskened slate would have & difficudt
limes competing today.”

Top of Agende

The impotrtance of the imsus mesna it
has hears raised ts Lhe lop of the agends,
sayn Mark Kernt, mark ating director for
Bankers Trust Mastar Custndy Services,
Landon "The eredil positsons of banks i
» hol topic Hafore, 1t was & question
ruined by chenta al the end of presents-
tinns New it is on the table fram the
welned ©
John Momas diviegon head for investor
serviced sl Cillbank N A | fsels the ton-
COTTU ATE Averataled
*If you jenk &l the lagsl position — and
that is ‘are sssets at risk if & bank faile”
— the nnewer s no, bacausa the amts
are sgregated under a rule caliod Section
1T Sncuriticos Act 1840 inthe U9,
whuch 1 thwnk lpp‘h- to mulusd Aunds,
Thercwa thai separation of
uanals from the bank's ewn asssls ks
denimalrated ”
According Lo Uland F, lHiermen, vics
Marmudecturen Hanever Trust,
Nawwdenrs, Rula 17 1N & of the U).S- Securities
Acl 1040 covers mulual funds, bul is
American

widely interpreled as covering
prneon funds, although it has yst e be
put 1o tha teat.

The contern axpresssd by Lhe irusisss
of parwion Runds raises the guestion not
st of the securily of aseels deponitad
walh global custodians bul whe regulstes
thia sactor of the sarkatl snd what provi-

siona thers are if things go wrong

At a rerend |RC conflrrence in Ammaer-
dam, Simon Thomas of KPR G Peal Mar-
wick Mclantock, [ondon, expresaed Lhe
feer thai glohal) cuslody 18 "an exit routs
fur scwmie banka Lo save thoir skine.” He
warred that under-rsouresd banks wers
attracted to the buniness bacause of Lhe
quaiily fess in an ofT-balance sheet activ-
1ly. “Things only have to go wrong anos or
twice,” he mid, and the smaar would pass
from glebal cwaiodians to cross-border
inveating as & whale AL that stags, he
said, “Lhe regulators will takae a1 unwal-
caina intersal. There nenls to be & self-
regulating industry group ta avaoid the
fvend for the authoritios acling

Nicholas Didier, president of Morgan
Staniey Bank 8 A. in Lussmboury, says
that whule thers ia no real drive for formal
regulation in the global cusiody market,
the global custodian in aseuming mere
and more of 8 monitoring funclion.
“Clienta sre loking for watch-dog cover-
age We sea 1 as halping Lhe client in per-
{orming conirol and salsguard funclione.
1t in 0 solf-imprsad requlation whers par-
vien fund statudes detarmine thet an
investinenl manager may rol sell short or
axcasd hovaln of axposure 1a cartamn mar-
hets and cusrenciea.”

Independeni Player

Mr i hdier arkla thal the regulaiony role
ha expecte ghobsl cusiodiare to piay ia
airuady ymposed in European Community
directivas on {ndertalungn for Uollactive
[nvestment in Tranafernble Securiliss
Ueite) of 1986. Ha sugreais sny Futurs
Tegulation could prepees & similar walch-
dog mis for global custndiang sctsng for
porsion funds and ineurance companice,
*flerw, in the glohal custidian, is an inde-
pandant player whe will polxs tha rules
le which assel misnagers must adlere.
This w mothing new, ss dus diligence is
nirsady nqmnd of global cumadiana in
qu-uom ke choosing agesis and sub-

Illd]-nd‘l Mr. Miller s¢es no need far
s added lnyer of regulation. Jis says cus-
lodiare are dealing with aducated insli-

Who Will Guard the Custodians?

tody Runctéiona are covernd by hanh” fidu-
cirry responsibilities However, he i aur-
pnsed thare in not yet an industry lndy
which would halp ts promola uniforme
standarde in global custndy.

A spokeswornan fin the Sacuritien ardt
Eachangs Commission In Washington,
[1.C. says that whils there are ne rison st
presant, tha maller ks under conaiders.
tian. A gpokasman st the Feloral Rearve
of New York, the mgulstnry sulhanty for
Neow Yor banking, anyw there are nn Frd-
stal Reserve reaguisitons deahing with
ghbal curdody: "It has not bean o large
meue "

Thw Secuntiss and Inveimenta Noard,
l.ondon's financisi markets walch-doy
umbirella, saye glebal custody in an “an
unrsqulsted sres.” The Bunk of England
concure and says: “We hnow global cus-
1ody is an issus not taken sccount of iIn Lhe
Nasle context.” {Ansle Commities on
Banking Ragulstions and Supervisery
Pracucss Proposals for Capital Ad
published Decernber 1987).

Neo Ragulaiory Requirements

Marshall Carler of Chass says thera are
na peguialory of capital adequacy recuire-
menis fixr giobal custodinna, but hanics ary
reguisted for their trust commilmenta.

“We provide ghlal custody sernnces for
different markel segments, ¢ g cnpany
perwion funde in a fiduciary Lrual capae-
Hy. PBui msaets under trist are not panetn
of Lhe hank and thersfors don't facur inte
capital smdequucy.” Mr. Cartar dors mel
snviasge Lhe need for ssparats mgulalery
authority as leng as countries exercies
their responaibilitien

Hirwever, Chans 15 nod immuns from
¢lient concemn. “Ws have spent a kil of
ume with chents to aseure them their
nanels nre ol part of wn Amercan isnk.
Chonls are ashing questions,” saya v,
Carlar,

Ha addw that small ghobal custiodiamm
and brokerideslers cusld be & amenr o
ghobel cnetody 1f things g wrong “If |
wars an investsr, | would ash sariaun
quution- about whal rescurces s purem

Iuteonad cliante.

Jay Carty, is n senior vics pressdent st
Boaton Bafe Depasit & Trust Co., » sub-
nidiary of Amanown Expreas, with $24 bil-
bion under cusiady. Ha dons oL see the
nead for & regulsiory baly sa mast cus-

has and thal would go behind o
broker. A good global cusindian mesma
you will have W stand by deals of wutlinna.
Wa have had Lo lay §2 million Wb $) sl
lian on Lhe Laibbe LN Unhivgm wors soried s
— that i part of sur rols an bntermed.
anas, sapeciatly i it in sur srree.”

At a recent {BC conterence in Amsterdam. =.mon Thomas of KPMG Peat Marwick McLintock. London,
expressed the tear that global custody is “an exit route for some panks to save their skins.” He wamed that under-
resourced banks were arfracted to the business because of the quality fees in an off-balance-sheet activity. “Things onty
have to go wrong once or twice.” he said. and the smear wouid pass from global custodians to cross-border investing as
a whole. At nat stage. ne said. “the regulators will take an unweicome interest. There needs to be a self-regulating
ingustry group to avoid the need for the authorities acting.”
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