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The Stock Exchange are publishing their ana1y51s of the market
crash this Friday (though the pj;ss briefing will be on Wednesday).

A copy is attached. (Summary \only for copy rec1p1ents ) You
have already seen a copy of thewBank s paper on the market crash,
which 1is largély descriptiveulrather than analytlc, and the
vaernor's speech on this subjgct, both of which will also be

published in the next few days.

2. Overall it is a workmanlike effort, with some detailed data,
based on minute by minute analy51s of market movements. It is
perhaps a bit thin compared to the reports being produced in

the US, but this 1is largely | because much of the information

available in the US, for example on what groups were doing the
buying . and selling, is not ¢urrently collected by the Stock .
Exchange. They are looking 1t how to improve the information
available to them. But the 1nﬁormatlon the report contains will

be helpful in assessing the lesgons of the crash.

3. The Stock Exchange will inevitably want to make the point
that the UK Stock Exchange pafformed well throughout the market
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Apart from statistical information,ithere is also a robust defence
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by the scope of the study; ih their own words "it 1is the

efficient way in which business is conducted - that is, the

expedient execution and settlement of investors decisions to

buy or sell securities - which determines just how good a market
is" and this is what the repo é concentrates on, The report
does not therefore 1look at b Eader questions, about market
structure and international 1lin gges such as those raised in
the US. Their recommendations fL& change, which are summarised
on pages 43 and 44, are: 3
- the London markets shou%d encourage techniques, such

as index arbitrage, to ens?re the cash and futures/options

markets do not get out of s%ep.

- Increased capacity and more rapid execution services
are needed, so that the system can cope more easily with
very large volumes and | difficult trading conditions.

(This is particularly necessary 1in the international

equities market).

6. You should also note the refakence on page 43 to tax factors
as contributing to the slow demélopment of the futures/option
markets in the UK. We can no loubt expect 1lobbying for more

favourable tax treatment (we have-pad regular lobbying in recent

years on both the tax treatment of investors in futures and

options, and on the tax treatment of market makers in those

markets).

Implications for Policy

7. Though the report - has clearly been written with US
developments very much in mind, some of the major issues raised
in the US are not dealt with in tﬁe report. There are also some
specifically UK issues that are ﬁot dealt with in the report.

These include:
- The need for increased co-ardination of clearlng/settlement
arrangements across markets (a priority both for the

\
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SEC and the Brady Commissicq).
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8. All this material will no d ﬁbt be discussed at Lord Young's

seminar on 26 February (which
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