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Ladies and Gentlemen:


I would like to start my remarks with a full disclosure. My wife is a stockbroker and so I cannot be presumed to be a completely objective observer.


On the other hand I hope I have not been invited merely to echo the position of my wife but rather to present before you the perspective of an academic.


As an academic I would like to start with first principles. We operate under what we call the capitalist or free market system. The premise of this system is that people acting in their own interest will somehow through the invisible hand popularized by Adam Smith be working for the common good. In the political sphere we are reminded of the words of Jefferson that democracy is best safeguarded not by men’s goodwill but by their ambition.


Thus the basic premise of the Philippine Securities Industry is that the players in the industry with the exception of government acting in pursuit of profit are the best assurance that the market will function efficiently and equitably. Any proposal based on the premise that the players should act like charitable organizations would either be ineffective and even do great harm to the industry.


But surely markets are not always efficient or equitable. Surely there are instances when the system breaks down. The free market system admits of such possibility and terms such situations as “market failures”. Not only does it admit the existence of this “disease’, it even prescribes the procedure for dealing with it in a systematic way.


The first step in this systematic procedure is to first determine whether a market failure occurred or not. Secondly if such market failure did occur, to determine if such failure is singular or systemic. If the failure is singular, then no major action need be taken. If the failure is systemic, then the next step is to determine whether the system can heal itself. Only if the system is incapable of healing itself, should outsiders such as the government consider intervening in the system. For any surgery, no matter how focused and precise, puts a system to stress from which it may not recover.


Applying the systematic process to the Philippine market, we ask the question, was there a market failure in the sense that there was a specific instance, namely the BW case when the market did not work efficiently and equitably? Evidently there was, though there could be a debate as to which of the players, the stockholders, the stockbrokers, the regulators or the political leaders primarily caused this market failure.


Is this specific market failure attributable to a system flaw? As an academic, I would have to say that it would be difficult given only this singular though admittedly spectacular failure to make the case for systemic failure.


Can this market failure be it singular or systemic be repaired by the system itself? We argue that a case could be made that the system has the capacity to repair itself. But I presume that the President of the Philippine Stock Exchange will make the case.


The argument has been made that the system cannot repair itself as that would be against the interest of the powerful “old boys club”. Such assertion should be put to some objective tests. 

There are at present 169 active members of the Philippine Stock Exchange. How many of them are members of the “old boys club”? How many could be considered to be non-members? Well, we can definitely consider as non-members, the foreign brokers, all 31 of them. Incidentally if the market failure were systemic, we would expect these foreign brokers to be leaving. And yet, none have left so far. Secondly we could consider the 15 brokerage houses owned by local banks and other financial institutions as non-members since professional managers represent them. Thirdly, we could consider as non-members, the 9 brokerage houses represented by women. Fourthly, we could consider the 9 brokerages, which have operated for less than a year as non-members. Removing double counting, we have 62 brokerage houses or at least one-third who are definitely non-members of the “old boys club”. The issue then is who of the remaining 107 brokerage houses could be identified as members of the “old boys’ club”? These should definitely be identified if only to protect the innocent.


Having concluded that the Philippine Stock Exchange is not chronically ill, we still welcome those measures can be adopted to make the exchange healthier.


There are two measures that have been mentioned and we would like to make our comments on them. The first deals with increasing the number of non-member governors to make them a majority of the board of governors.


This to our mind violates the basic principle that the integrity of the exchange is best safeguarded by men’s self interest rather than their goodwill. Non-members who have no investments to safeguard cannot always be relied upon to be vigilant in safeguarding the exchange. In any case, why should we put men of good will in harm’s way if there is a better way?


That better way is demutualization which would vest ownership and management of the exchange into public corporation and restrict brokers to the management of their seats and not of the exchange. It would thus be in the self-interest of the demutualized exchange be operated as efficiently and as fairly as possible. 


In addition to demutualization, we suggest that in the era of globalization, strategic alliances with other exchanges be negotiated. These would provide the Philippine Stock Exchange with credibility before investors, access to technology, and integration into the global capital market.


In closing, we are reminded of an interview we had with an entrepreneur. We had asked him if how he was able to spot so many business opportunities. He replied, “Young man, we are always confronted with breathtaking opportunities brilliantly disguised as insurmountable problems. Today, let us not be blinded by the insurmountable problems and fail to see the breathtaking opportunities that lie ahead.
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