dADOW
FINANCIAL
REGULATORY
COMMITTEE

COMMITTEE MEMBERS

GEORGE G. KAUFMAN
Co-Chair
Loyola University Chicage

ROBERT E. LITAN
Co-Chair |
Brookinps Institution,

GEORGE J. BENSTON
Emory University

MARSHALL BLUME
University of Pennsylvania

CHARLES W. CALOMIRIS
Columbia University .

KENNETH W, DAM
University of Chicage

FRANKLIN R. EDWARDS
Columbia University

SCOTT E. HARRINGTON
University of South Carolina

RICHARD J. HERRING
{00 ersity of Pennsylvania

'PAUL M. HORVITZ,
University of Houston

HAL S. SCOTT
Harvard Law Schood

KENNETH E. SCOTT
Stanford University

PETER J, WALLISON
American Eoterprise Institute

An independent committee
sponsored by the
American Enterprise Institute

Ywww.ael org

Administrative Office

c/o Professor George Kaufiman
Loyola University Chicago
820 North Michigan Avenue
Chicago, [linois 60611

Tel: (312)915-7075

Fax: (312} 915-8508

E-mail’ gkaufma@luc.edu

i

Statement No. 190

For information contact:

Marshall Blume
(215) 898-7616
Hal S, Scott
(617) 495-4590
Peter J. Wallison
(202) 862-5864

Statement of the Shadow Financial Regulatory Committee

On

Access by Iunstitutional Investors to Foreign Electronic Trading Venues

May 5, 2003

Institutional investors in the United States are constantly trying to reduce their
trading costs, which are a direct drag on performance. The Securities and Exchange
Commission should encourage any innovation that may reduce these costs. Most

innovations fail, but if they succeed, US investors benefit.

In the US, institutional investors routinely utilize electronic access to the
Electronic Communications Networks and other trading venues when such access can
reduce trading costs. US institutional investors do not currently have similar electronic

access to foreign markets.

Foreign trading venues encounter some legal risk if they permit direct electronic
access to US investors without prior SEC approval. The SEC has taken the position that
any foreign trading venue that provides electronic assess to a US institutional investor,
as distinct from telephonic access through US registered broker-dealer, may be subject
to US regulation. In the rapidly changing world of telecommunications, the differences
among methods of communication between the US and foreign countries should not
determine whether access is permissible, and it is time that the SEC clarify how US
institutional investors can link themselves with foreign trading venues.




To facilitate the development and availability of new foreign trading venues to US
institutional investors in non-US equities, the Shadow Financial Regulatory Committee
urges the SEC to publish conditions under which a foreign trading venue can provide
electronic access to US institutional investors. Providing criteria for electronic access will
reduce the regulatory risk of foreign venues associated with allowing electronic access by
US institutional investors. The availability of such access may reduce the trading costs of

US institutional investors, which will benefit, among others, individual investors in mutual
funds.




