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Duilt around diffe, Nt tunctions, eithor by law or by precedence
(e.g., banks are ba ks, brokerage tirms are brokers), byt 1rgued
that no such fences should be orected, He analojized the Situation
to the emergence of supermarkets, which made shopping easier and more
etticient for consum 'rs withouyt jeopardizing the smaller specialty
stores, He emphasiz 4 that even though reople may be upset by
changes in securitie: regulation, one cannot justity haltingy such
change under oyr Syst »m of free Competition,

SECRETARY REGAN ddressed the issue of whether there could bhe
dqngeFE-fH~JéEéJUfifi.; a sSystem to the point whore a central bank
might be impeded trom ertorming its tasks. He said that he has
often told Chairman vo cker that the Federal Reserve System acts
Eoo paternalistically 'owards its member banks, and that instead
should try to cstablig! rules and regulations, He related that
Chairman Volcker has exoressed concerns that deregulation ot
tinancial services woul impede control of M1, but aryued that
1t such an etfect were | rue, then jt would be 3 Systems problem
rather than a policy pr »slem that cannot be overcome, He urged
that banks should be all wed to enter into other services, provided

they can be controlled,

GOVERNOR LEIGHTPEMHIRIQQ thanked Secretary Regan for his views,
and sfSEéﬁ~fﬁgfwfﬁgy refl :ct the philosophy that pumg wishes to
develop. The immediate ¢ lange in the u.K, Securities market would
be the end of fixed commi sions, he explained, which would bring
an end to the distinction between brokers and jobbers, which in
turn would improve invest. ¢ security, SECRETARY REGAN voiced some
skepticism that investor 5 *cdrity would be improveq With the intro-
duction of negotiated comm ssions, QQYEgNQR LEIGH-PEMQﬁRTON asked
Secretary Regan to explain the effects'ThntﬁgwﬁﬁTEEE_gtifgé_of the
abolition of fixed commiss: ong -- Specifically, whether the market
experienced a period of instability. SECRETARY REGAN responded
that initially there was S ne cost cuthﬁgmgﬁa—ddﬁfGEion with the

introduction of neyotiated ‘ommissions, but within 60 days the
market was back to normal.

MR. WALKER was concernce 1 that HMG's attempts to develop a
U.S. style market for Jovern ent securitieg might bring about some
contlicts of interest, and a ked Secretary Regyan for his vViews,
§§Q5E§é§¥ REGAN answered tha there are little dealingys in the

market with the .y, Treasur, as agents -- only in minor odd-lots
has this vecurred (less than | percent).  The market has simply

Jone to the dealer,
J

MR. LEIQH—RHM@QR{QN expl ined the limits on nenbershipyp in the
U.K. stock exchangye, " He relat :d that no tirms gre Allowed to jp-
corporate and sol] shares, ana there js 1 29.9 percent linit n

onts 1de ownership ot nembers, He indicated thap the limit op
outside OWNership might soon eliminated, ag Lhe chanje is not
resistable. He also idded that the Hank ot England Nas boen asked
to become memder of the stock exchanye, [n response r., SECRETARY

REGAN's quest jon regarding entr ¢ oS banks in the 11.K. Stock
exchange, GOVERNOR I,F.l'(,it!—Pl;‘f-ltsl-;N ON replied that 1eS. banks NOILLd YHe

Al lowed ont ry : B fvh—n'i that ‘t_h-.»/ shoul help the MArkot Sy intro g
t o oOXbrg mi")i' 1] n ’l‘V1l"’. SECR] UARY REGAN not g that b 15503 —_
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Ivpreciate it if gy made ontry POSsible only through 4 Subsidiary
company, rather than directly, G'y§§qqgwkgiquigﬂqqﬁﬂru@ said that

HMG would like to keep the bankin operations Separate Fron the
brokerage operation, MRt_WALKER Pointed ot that banks may be
Fequired to have 4 sepiEnEé—Unffty to be formed with separate
Capitalization in order to be eliginle, ggg@g{éﬁ[ﬁgﬁﬁﬂﬁ bricfly

discussed u.s, tinancial deregulation, and stressoed that financial
deregulation has not hurt tinancial Services,

Turning to exchange rate devoloyments, SECRETARY REGAN noted
that the dollar haqg recently weakened, ang agigawiﬁgfﬁéfmfﬁe British
viewed a declining dollar tavorably, ﬂﬁt_;EIGH-EEMHEBTUN hesitated,
answering that the sritish do want a 15wer agffdr,‘ﬁuf‘fﬁdicated
that if pushed against the wall op the dollar question, he would
be hard pressed to identify the harm of a high dollar to the u.k,

economy. [t has helped on exports, and ojl prices denominateqd in
Sterling have increased,

In response to ﬁggﬁgf@g!_@ggﬁg's question about how much
capital the United Kingdom has lost, Qg!@gﬁggﬁég[gﬂ:?@ﬂggRTON

indicated that the British have logt some, but not a substantial
amount of capital, MR, WICKS interjected that the capital has not

been lost but, ratheE;'ﬁbeitably invested in the United States,

The GOVERNOR said that j¢ might be possible to reduce interest
rates if the dollar declined. Equally, if the dollar starts to
fall, there might be anxiety about how fast ang how far it might
tall. SECRETARY REGAN indicated the a weak dollar is not A4 panacea.

turther, getting 17§ interest rates down might not cyre all prob-
lems., [t depends on how fast it takes,

Given the flow of capital ang the likely current account deficit
tor the United States this year, MR, WALKER observed that depreciation
Ot the dollar would require a slowdown in fhe rate of capital inflow,
A rising inflow would be ‘requirad to hold the dollar at jtg present
level, SECRETAKY_REGAN Saw no need to intervene to Support the
dollar should it decline trom current levels, unless the markets are
absnlute[y disordurly. For sterling to 4o to $1.50 or the DM ton 2.2
DM/, Treasury woulq not intervene, Thereafter, It the decline in
the dollar persisted, or jt It got out of control, Treasury woyl.g
consider inttethﬂltilHI. He added that in the event of intuarvuu1ti<)n,
Treasury woyulg certainly be in touch with other government s,

GOVERNOR LE[UH—PHMHLRTUN Stated a Largye part of the relativa
strnngtﬁdﬁ{ﬁj'Jf>ﬁfoiéJﬁ§efftivenuss has been due to, domest i
dwvel»pmuntq, notably lower wayes, SECRETARY REGAN commentod op phe
U.5. Administration'g Strategy to reduce “the bud jof deficit, He
indicatod that nogor tbions wil] be ity tcult, byt it they result

in a "riv)wnpa,'munt:,” the deficit #1111 bo 4 pereent ot GNP onext /ear;
3 percent Dy 1986; ang below that fop 1947, 4R, LhIUH—PHHHH«lUN
noted that ).k, Pudijot deficits ,ra Al=o coming Woyn, T - s L2
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legislative days left in the Eiscal yoar, SECRETARY REGAN mentioned
that the Administration Would try to get Senators Garn and Proxmire
to push through their legislation on tinancial institutions, notingy
that in an election year, this type of legislation has better

chances of pPassinyg, since it jg not considered to he controversial,

In closing, SEQRETARY_R@G@N Introduced the Governor tn

Dr. David Mulford.--ﬂé'féftérétéd his belief that 1.k, officials
should allow change in tinancial regulations to occur, particularly
those aftecting the stock eéxchangye, Change will help broaden the
the market, make capital easier to raise, and debt casier to handle,
MR. LEIGH-PEMBERION asked whether the small investor has suffered
d§.d-fd§6ffhdf_éﬁéﬁges in the U.s. stock market. SECRETARY REGAN
indicated that 70-g( percent of the trading in stocks is by insti-
tutions; the rest is by individualg, 20-30 million shares are noy
traded in an average day. Hefore negotiated commissinng, there

were only 15-20 million shares traded each day,

DR. MULFORD noted that there is 3 wider range of investment
opportunitics available now for the smaller investor, with relatively
small amounts of money required, He said there should be 3 flowering
of opportunities tor the small investor in the United Kingdom fol-

lowing stock exchangye reform., The GUVBBNQB agreed with MR, MCNAMAR

that currently only limited tinancial Servicos are provided by
".K. banks to small investors, [p response to 3 question by

DR. MULFORD, the GUVERNOR answered that the large u.k. banks

are expectoed to become members ot the U.K. stock exchange,

On a tinal note, QQVERNUR_LEIGH—PEMHERTUN congratulated the

Secretary on passage of the THF bili. SECﬁET@@X REGAN indicated

that ratifying the [up quota incrcase was not a popular decision,
nor was the uU,s, decision on IDA, but it was all that the United

States could atford.
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