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. This two-clause Bill has been introduced to exempt certain agreements

relating to The Stock Exchange from the Restrictive Trade D“ac+ Ces
Act 1976

It exempts any agreement between the members of The Stock Exchange
which regulates the Exchange, its membership or the activities of
members, including the rules, regulations and usages of the Exchange,
It also exempts any agreement between The Stock Exchange and the
Government or the Bank of England relating to the regulation of the
Exchange. Provision is made for the removal from the register of any
such agreement which is already registered under the Act and for the
termination of any proceedings which are pending. The Bill follows
the proposals made by the Chairman of The Stock Exchange after
discussion with his Council and announced to Parliament in July. In
short these were that:

the Council would take action to dismantle by stages and with no
unreasonable delay all the rules which prescribe minimum scales of
commission, completing this by the end of 1986;

The Stock Exchange continue the rules prescribing the separation of
capacity of brokers and jobbers so long as the needs of the
investor so require;

the Council would introduce rules to permit non-members to serve
as non-executive directors of limited corporate members of The
Stock Exchange ;

+he Council would recommend to the members of The Stock Exchange
changes which would:

introduce lay members to the Council;

stablish a new appeal body, independent of the Stock Exchange

embers of the Council, which could review and over-rule any

ecision to reject an application for membership which complies

with the rules of The Stock Exchange;

introjuce a majority of people whe are not Stock Exchange
members of the Council to the existing appeals committee on
disciplinary matters.

THE TERMS OF THIS AGREEMENT ARE DISCUSSED IN SECTION 5 ON P.3 BELOW.

2. BACKGRQUND: The Restrictive Practices Court and The Stock Exchan

The Director General of Fair Trading liged by law to register
agreements containing restrictions an necessary to refer them

to the Restrictive Practices Court. Court judges whether the
restriction operates for or against the public interest. When the
Restrictive Trade Practices legislation was extended so as to apply
to agreements about seﬂvices as well as goods, it was recognised that
certain bodies and institutions should be exempted. The professions,
for example, must have restrictions on entry and controls on what their
members may do. The list of exemptions includes the normal services
of barristers, accountants and insurance companies. The agreements

f trade unions also continue to be effectively exempted.
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The Stock Exchange is the sort ! that might have been expected
to apply to be exempted, but it di - for whatever reason,

and so its agreement had to be R The OFT put together, over
a number of years, a list of the i ons in the agreement to be

referred to the Court.
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case out of the court we are making possible an evolution, not an
instant change',

5. THE TERMS

The possibility of removing the case from the Court had often been
mooted before. But The Stock Exchange had not previously come forward
with such constructive proposals for change as it did in July. In

the Government's view the settlement the Exchange proposed in July
constitutes an important reform.

a) The Stock Exchange will abolish, by stages, the minimum commission
charged by brokers on stock and share dealings (see Appendix). This
will be completed by the end of 1986. Abolishing minimum commissions
will be an important step in improving The Stock Exchange's
competitiveness, since other markets, like New York, have already

done away with them. It will lead to substantial changes. When the
New York Stock Exchange took the step in 1975, the ensuing competition
obliged a number of firms to amalgaté, and others were forced out of
business altogether. The Government wishes to see share ownership
widely spread and so thinks it important to give small firms who deal
with the small investor every chance to adapt and so to survive. The
Government has therefore accepted that the abolition of minimum
commissions should be phased in over a maximum of three-and-a-half
years. (The New York Securities and Exchange Commission took seventeen
years before ordering the abolition of minimum commissions, although
once ordered, the abolition was effected rapidly).

Stock Exchange. Non-members of the Stock Exchange will be included

on the Stock Exchange Council and may become directors of member firms.
The Appeals Committee of the Stock Exchange concerned with disciplinary
matters will be broadened to take in both members of the Stock Exchange
who are not members of the Council, and the new lay members of the
Council. 1In addition, applicants for membership of the Stock Echange
who are turned down, will in future be able to appeal to a new appeals
body, and it will have the right to reverse the decision.

b) The Stock Exchange would amend certain rules on entry to the

¢) The Stock Exchange will continue the rules rescribing separation
of the capacity of jobbers and brokers ('single capacity).

6. “'SINGLE CAPACITY!

When the Government announced the terms of the settlement on July 27th
it made clear that it believes that the separation of the two functions
of jobber and broker is in the best interests of the investor and
should be maintained in its present form for the time being. It prevents
a broker deriving any benefit from a transaction other than the
commission he gets for effecting it. If the broker could sell stock

of his own instead of having to buy it in the market from a jobber

he could be tempted to give biased advice and would be able *o adjust
the price, and benefit unfairly. In the case of Lloyds, Parliament
judged it right to require those who arrange insurance (the brokers)

to be separate from those who provide it (the underwriters). In the
United States, the Securities and Exchange Commission has tried
repeatedly over many years to introduce 'single capacity', so far
without success.

Members of the Stock Exchange have subsequently argued that single

capacity will not be sustainable without minimum comniissions. Mr
et 3 2 . .
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On July 28th. 1983, The Stock Exchange applied for and obtained
an adjournment of the Court proceedings. Following meetings
of The Stock Exchange Council when rule change proposals were
drawn up, an Extraordinary Meeting of Members of The Stock
Exchange was held on October 11th. At that meeting changes to
the Deed of Settlement were agreed which provide for:
- Lay-members to be admitted to the Council of The Stock Exchange;
— the minimum numbers of the Council to be reduced from 35 to
30 and the maximum limit abolished;
the number of lay-members of the Council to be limited to 25%;
the Council to remunerate lay members;
a majority of laymen to be introduced to a new Disciplinary
Appeals Committee of the Council:
an exclusively lay Membership Appeals Committee;
the Membership Appeals Committee to override a decision of the
Council to reject an applicant for Membership who fulfils
the requirements of ths rules and
the Council to appoint non-Council members to its committees
and sub-committees.

Official Monitoring. Arrangements have now been made by the
Department of Trade and Industry and the Bank of England to

monitor developments in The Stock Exchange. During the summer

a new body was set up to oversee the implementation and effects

of the various reforms. The monitoring body, which meets regularly
consists normally of officials from the Department of Trade and
Industry, the Bank of England and The Stock Exchange.
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APPENDIX

The Fixed Commissions

Stocks and shares

Price band (£)

first 7,000
next 8,000
next 115,000
next 170,000
next 600,000
next 1,100,000
on the excess

.
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commission on 1Y of £300 or more
D

sold bargain and urchase bargain.

onsideration less tl £300 may be charged at dis

tock

first 2,500
next 15,000
next 982,000
next 3,000,000
next 6,000,000
on the excess

.
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next 5,000
next 40,000
next £0,000
next 770,000
next 1,100,000
on the excess




