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INTRODUCTION 

The present report was prepared by Nathan Associates Inc. for the Regional Office for Central 
America and Panama (ROCAP), for the Agency for International Development Agency - A.I.D., 
under contract NQ AEP-5451-I-00-2058. The project which is the subject of the present report (N2 
596-0147), forms part of the technical assistance which A.I.D. contributes to the Support Program 
for the Development and Integration of Central America/Central American Monetary Counsel. 
Annex A presents a copy of the reference terms under which the present report was elaborated. 

The purpose of the present report is to analyze the legal, regulatory and operative structures of 
each stock market of the Central American region, and the manner in whi-h each facilitates or 
hampers the integration process. Based on this analysis, the measures that could be adopted during 
short and long term periods in order to eliminate distortions and facilitate the integration are 
proposed. Throughout the writing of the report, the basic premise of analizing local markets was 
maintained, with the purpose of forming a single regional market. The recommendations are focused 
on this issue. 

The writing of this report was divided into three stages. During the first stage, at investigation 
was performed in regard to the advancements of the stock market integration made by the European 
Community (EC). 

The second stage consisted of analyzing the legal as well as regulatory and operative conditions 
of the Cential American Isthmus countries' stock markets. This analysis involved a document 
review, mainly of the laws and by-laws that rule the markets. Interviews were held with the main 
participants of each stock market. Annex B lists studied documents is given, and Annex C lists of 
the persons interviewed. The third stage consisted in presenting the first draft of the report to a 
group of selected persons interviewed in each country, in order to obtain their comments and 
recommendations, and include these in the present report. 

Chapter 1presents background on the formation of a commercial block in the Central American 
region, as well as the measures adopted up to the present, in order to achieve the integration of all of 
the region's stock markets. 

Chapter 2 describes the experience which the EC has in integrating the stock markets of its 
member countries. Also, the reasons are demonstrated that motivated the adopted measures to 
make the integration feasible, since they are applicable to the Central American region. 

Chapter 3 demonstrates the main conditions in order to achieve an efficient stock market, on a 
national as well as a regional level, and the current conditions of the region's markets are analyzed. 
In the first three chapters a didactical point of view has been used, which will permit the explanation 
of each one of the arguments and deliberations exposed during the course of the report. 

Chapter 4 analizes each one of the national markets. The analysis covers only the most 
important aspects of each market. On the other hand, the different laws and regulations have been 
analyzed exclusively on the operative aspects, and the legal character deliberations are not included. 
Likewise, the same chapter includeds some recommendations in order to strengthen the 
development of each of the markets. 

Finally, Chapter 5 is dedicated to conclusions and recommendations. Some measures that will 
be taken in short and medium terms in order to achieve not only the development of the markets in 
an individual manner, but also their integration. Likewise, main areas are identified in which the 
stock markets of the Central American countries need technical assistance in order to facilitate the 
integration. 



TERMS USED 
There exist diverse terms for naming the same stock exchange transaction operations or 

activities. In the following paiagraphs some terms used in the present report are defined. 
Furthermore, the region's countries employ different terminology to designate the main participants 
or activities in the stock market. Due to the above, the terms that are used in each country will be 
provided to designate the same activity. 

STOCKBROKER OR STOCKBROKER AGENCY: Natural or legal person authorized to 
perform financial middleman work with titles-securities (stocks) within a stock exchange. In the 
majority of the region's codntries, only the legal persons are authorized. The terms used in the 
different countries are: 

Casa de Bolsa (Stock Firm) Guatemala 
Puesto de Bolsa (Stock Station)Costa Rica 
Casa Corredora de Bolsa (Brokerage house)1 El Salvador 

FIRM PLACEMENT OR UNDERWRITING: The guarantee that a stockbroker gives to an 
emitting entity on the placement of all the titles-securities that he issues, committing himself in case 
the market does not adquire them on its own account. This activity is also performed by the 
investment banks and is known as underwriting. 

OPERATED AMOUNT: Amount of the titles-securities that are negotiated. It is calculated when 
the number of negotiated titles is multiplied by the price to which said negotiation was performed. 
In all the countries of the region, the term is mistaken with "volume". 

INTEGRATION OF STOCK MARKETS: The stock markets are considered integrated when 
the stock exchange of two or more national markets have immediate access and it is possible to 
negotiate any title-securities that are registered at any of the stock markets which are integrated 
simultaneously, in the primary as well as the secondary market. Furthermore, the middlemen who 
are authorized to operate in any of the stock markets may perform their work in any other integrated 
markets. 

This concept must not be confused with that of the operations performed in virtue of the current 
technological advances through which it is possible to have access to the most important stock 
markets of the world from practically any country, since the computer and telecommunication 
systems permit the immediate knowledge of the operations carried out in these markets. Those 
elements - linked to the possibility of doing transactions via a phone call, and the multiple 
quotations of some entreprises in various stock markets - may give way to confusion. Nevertheless, 
the fundamental difference rests on the fact that the integrated markets act as a single one, and the 
titles registered in one market do not requiere additional authorization in order to quote (list) 
themselves in another. 

CAPITAL MARKET: The ample definition of capital market is adopted, where the issuance term 
is taken into consideration. This market is an integrating part of the stock market. The titles­
securities that are negotiated in it are the shares of stock and liabilities or bonds issued on medium 
and long terms. 

I The Stock Market Bill calles it "casa corredora de valores" (Stock Exchange Firm). 



MONEY MARKET: A market in which titles-securities are negotiated on short term, between one 
and 360 days. Even though this is not a purely stock exchange transaction, it has great importance 
among the Latin American stock markets. 

STOCK MARKET: The ample definition of stock market is used to refer to those jbrmal markets 
in which an ample range of titles-securities are negotiated. Th: term "capital market" is more 
restrictive, referring exclusively to the negotiation of titles-securities of this sector, mainly shares of 
stock and bonds or liabilities. 

OPERATOR: Natural person authorized by the stock exchange to act as agent of the stockbrokers 
in order to perform the bargain and sale trading operations of titles-securities on behalf of the 
stockholder or its clients. The terms used in the different countries are: 

Operador de piso (floor operator- stockbroker) - Guatemala 
Agente de Bolsa (stockbroker) - Costa Rica, Nicaragua, Panama 2 
Agente corredor de bolsa o corredor (stockholder)- Honduras 
Agente de casa de corredores 3 (stockholder) - El Salvador 

VALUE OPERATION SAME DAY: A title-securities bargain and sale trading operation that
 
must be settled on the same day of the operation. In all of the countries that belong to the region, it is
 
known as "operaci6n valor hoy" (today's value operation).
 

PROMOTOR OR ACOUNT EXECUTIVE OR INVESTMENT ADVISER: Natural person,
 
empowered by a stockholder in order to perform operations with the investing public. In the Central
 
American countries, this figure does not exist in a formal manner. Frequently, his activity is
 
confused with the the operator's one, or it is indicated that only the operators may perform this
 
activity, even though there does not exist any conflict. When the markets develop, the activities tend
 
to specialize and, therefore, they are performed by different persons. In effect in some markets of
 
the region, the activity has already been defined or separated, even though no authorization or permit
 
is required to act as a promotor. Due to the nature of the activity developed by the promotor, and
 
with the purpose of protecting the investing public's interests, it is necessary to have a permit in
 
those markets with the higher grade of progress.
 

EMITTING PROSPECTUS OR PROSPECTUS: Document with which the title-securities
 
public offer is announced, and which provides the investing public with all the information relevant
 
to the emitting entity and the title-securities that are being issued.
 

FIXED INCOME: The sector of the stock market where the title-securities of indebtedness are
 
negotiated, whether a fixed or floating rate of interest is paid, or capital gain is generated, just as in
 
the case of the securities issued at a discount. In Costa Rica, the debt securities issued at a floating
 
or variable rate are not classified within this sector, but rather in the variable income one (defined
 
below). This practice is not used in the developed markets.
 

2 In order to become a stockbroker inPanama, a license or permit of asecurity selling agent granted by the
 
National Securities Committee isneeded.
 
3The Stock Market Bill calls it "agente corredor" (stockholder).
 



VARIABLE INCOME: The stock market sector in which titles-securities offer a variable yield 
pursuant to the expansion of its emitting entities. The titles which form it are exclusively stock 
shares. 

REPORTO OR BORROWING OF SECURITIES: An operation by which the borrower of 
securities purchases for a certain amount of money the property of some title-securities, and is 
obliged to transfer back to the lender of the securities the property of other equaltitles ofthe same 
kind in an agreed upon term, and against the reimbursement of the price he paid for them plus a 
bonus. 

RE-PURCHASE OR PURCHASE OPERATION WITH AN AGREEMENT TO RESELL: 
Operation by which one of the parties acquires in property some title-securities and is obliged at the 
end of the agreed upon term to sell the same title-securities to the other party, at the price paid for 
them plus a bonus. However, this operation ca,. be optional, reason for which it is possible, when 
the agreement is carried out in this manner, to separate the operation into two sections: an 
underwriting sale and at an optional term. 

INVESTMENT PARTNERSHIP OR INVESTMENT FUND: Entity which obtains resources 
from the public in order to invest them on its behalf in a diversified portfolio of title-securities. 
When it is formed as a corporation or stock company, it is called an investment partnership. When it 
has the figure of a limited-liability company, it is called investment fund, although in some countries 
it is known as fund, even though it is organized as a corporation. Pursuant to the composition of 
their portfolio, the entities are classified into 
o Partnerships of common investment or mutual funds, when they invest in a mixture of 
securities of variable and fixed income, the first having a greater percentage participation; 
o Partnerships of fixed income investment, when they invest in title-securities of indebtedness 
(these may be of high liquidity) 
o Investment funds of money market, when they invest the higher percentage of the portfolio 
on short term securities 
o Yielding funds, when they invest the higher percentage of their portfolio in long term debt 
securities. 

TITLE-SECURITIES OR TITLE: Title which represents a property right, participation or credit 
and is susceptible to be negotiated in a stock exchange. The ample definition of the term is used and 
it does not refer exclusively to the titles issued in mass or in series, so that titles such as promissory 
notes and bank acceptance are included, whether the first are called commercial paper or not. 

VOLUME: Number of negotiated titles. This information is especially valuable when it refers to 
stock shares, since it is used to measure the number of times a company's shares of stock have 
changed hands, which in turn helps to determine the depth of the secondary market. 



EXECUTIVE SUMMARY 

The idea of the integration in Central America is not new. During the sixties, the first 
integration efforts were begun, resulting in the formation of the Central American Common Market. 
This was a protected market limited to the free trade of certain industrial goods, maintaining the 
restrictions on the mobility of the factor among the countries - however, the experience was a 
successful one. The financial and balance of payment crisis of the seventies, together with the 
political crisis of some of the region's countries, were the negative elements that affected most of the 
common markets. These elements - together with other internal and external factors, made the 
market disappear. 

The serious economical crisis of the eighties and the change in philosophy of the governments, 
determined the beginning of the structural adjustment programs. Furthermore, the democratization 
and peace processes in the region began, and for the first time, the economical politics of the Central 
American countries coincided in varios aspects, and the idea of integrating a trade block that would 
facilitate the reactivation of their economies was adopted again. "Integration" was then defined as a 
gradual approximation process to economical politics and complementation in an environment of 
free competition that would involve the free mobility of goods, services and factors on a regional 
level. 

The unification efforts in the common market during the nineties are different from those of the 
previous model, since there exists a certain consensus on the manner in which the internal 
economical politics must be handled. The new outline isopen to international competition and to 
more mobility of goods, services and factors. Under this, the integration of the stock market is 
contemplated. The new integration endeavors fittingly began in a meeting in Antigua, Guatemala in 
June, 1990, and ended their first phase in October, 1993, with the signature of the presidents of 
Guatemala, Costa Rica, Honduras, El Salvador, Nicaragua and Panama on the Central American 
Economical Integration General Treaty Protocol. Currently, the ratification of those countries' 
congresses is still pending in the Protocol. 

Within this context, the first step to achieve the integration of the financial markets culminated 
August 27th, 1993, when the presidents of El Salvador, Honduras and Nicaragua signed the 
Agreement to Facilitate the Financial Integration of the Central American Isthmus Countries. This 
instrument remained open to the adhesion of Costa Rica and Guatemala, and will be in force when 
two of the signing countries have fulfilled the pertinent constitutional procedures. For the first time, 
this agreement exposed clear procedures so that banks and financial institutions of a subscribing 
country may establish branches in the other subscribing countries. In regard to the integration of the 
stock markets, the document does not represent great progress in terms of concrete measures, but it 
does provide the legal framework in order to adopt them. Article 13 of the Agreement establishes 
that "the competent authorities of the countries that subscribe the present Agreement, will take the 
necessary actions in order to achieve the regional integration of the stock market, including the 
review and harmonization of the standards that regulate the stock exchange operations". 

As far as it is concerned, the private sector has also shown itself active in the integration 
process, predominating those who have made the sto,7k exchange in Guatemala, Honduras and El 
Salvador. Likewise, the creation of the Central American Stock Exchange Association (BOLCEN, 
by its initials in Spanish) stands out, wihich was pr. ,,oted by the Private Federation Entity of Central 
America and Panama. BOLCEN signed its incorporation papers in the City of Panama in January 
1991. 

The general objective of BOLCEN is to promote and contribute to the establishment and 
adequate functioning of the stock exchange in the Central American region, as well as with the 



integration process of the stock exchange, among which stand out the initiative of writing out an 
ethics code for the stockbrokers and the agreement to authorize all of the associated stock markets, 
the negotiation of titles-securities issued by the governments and central banks of the Central 
American countries. 

In order to place the integration of the Central American stock markets in perspective, it is 
necessary to analyze the experiences of the other regions. Even though there exist various 
examples, the most important one is the process followed by the European Community. 

The EC sets forth as foundation of its economical unification the following principles: 
o The monetary and economical unification, which implies complete freedom in the mobility of 
persons, goods, services and capital, requiring types of fixed conversion rates and, eventually, one 
sole currency. 
o The convergence of the countries' economies. Only this can guarantee free movement of capital 
in a permanent manner, and can set the foundation in order to count on integrated stock markets 
where the barriers and separation sources will be eliminated. For this reason, it is essential to 
insure a close coordination of the monetary, financial and budgetary politics. 

In 1986, when the so-called "White Document" was incorporated to the Community Treaty, the 
internal market was defined, including the free movement of capital. This document explains that 
the goods conmon market was already functioning and that it was important to make a similar 
progress in the service area; within these are included the financial services. The European 
financial common market is essential for a free cross-border market in Europe, and it is supported 
not only by the free movement of money and capital of all the citizens, but also by the freedom that 
the middlemen have to establish and provide financial services. 

The integration of the stock markets of the EC acquires more importance with the changes that 
have been operating throughout the world in the environment where the financial institutions 
develop: globalization; development of telecommunications and infornation systems technology; 
the broad competition among different classes of financial institutions which tends to erase the 
differences among the banking, insurance, and securities entities; increase of the competition 
between the European financial institutions and their North American and Japanese counterparts. 

The establishment of one sole market of financial services in the European Community is based 
on three pilars: (1) freedom for all the financial institutions to consolidate their main offices and 
open branches in any part within the EC, (2) freedom so that they may offer their specific products 
across the frontiers of the other member nations without need of opening branches there, (3) 
freedom of capital movement within the EC. 

In order to guarantee these liberties, all the countries members of the EC are compelled to insure 
that (1) their residents have access to the financial systems of other member nations and to all the 
financial products which are available there, (2) there are no restrictions to capital transfers, and (3) 
there are no discriminatory measures which impede or distort the free movement of capitals. The 
main point on which the complete unification outline of the financial markets is based is on the free 
movement of capitals. 

The authorities of the European nations coincide in that it is necessary to achieve the fulfillment 
of certain requirements before unification of the financial markets. These requirements comprise 
different areas, namely, monetary political, financial aspects, payment system, and protection to 
savers and depositors through the harmonization of prudential rules. Generally, the main actions 
that are adopted may be summarized in four points: 

1. Coordination of the registration requirements of titles-securities in the stock exchange. 
2. Harmonization on the minimal information that the emitting entities must publish, not only to 

launch an issue and achieve its registration in the stock markets, but also to provide periodic 



information for the iavesting public. An important step that was given in this sense is the 
harmonization of the accounting procedures and standards. 

3. Measures which tend to eliminate taxative distortions. 
4. Agreements on the supervision of middlemen and precautionary steps to promote the 

transparency of the information, avoid the utilization ofpriviledged information and harmonize the 
behavior codes of the middlemen in the different countries. 

In spite of all the efforts performed in regard to the integration of the financial markets, 
significant advances have only been achieved in the banking, insurance and reinsurance fields. 
Although the integration of the stock market is still far off, it is attributed to various reasons, among 
which the following can be pointed out: 
o Even though various directrices have been issued in that respect, they have not achieved the 
harmonization and effective and perceptive convergance of the legislations and regulations of
 
securities and taxative matters for the participants in the market.
 
o An integration based on the electronic bonds of the different markets is being planned. The 
stock markets of the member countries have begun endeavors in that sense since 1984, but the
 
incompatibility of the systems used, and the struggle so that the system developed by one specific
 
country may be the one that prevails, are elements that have stopped the integration progess.
 
o Even though it is a fact that the stock markets of the countries members of the EC are not fully 
integrated, the technological progress and liberalization of the capital movements permit that any 
person may invest through their middleman, who by means ofcorrespondents or even branches, 
may allocate the investment. This element, jointly with the fact that the most important firms quote 
their titles-securities in various markets, maybe has influenced on that fact that the integration per se 
is not contemplated as a priority. 

The integration of the stock markets of the Central American Isthmus countries must be 
analized, taking into consideration that such integration has two objectives: first the structure of a 
regional market and, second, the participation of that integrated market of larger size and depth, in 
the international markets. The integration of the national markets will permit the substantial increase 
of the n -nber of participants and efficiently direct the regional savings towards the most attractive 
productive projects. For this reason, the creation of a stronger, deeper and continuous market is 
sought with the integration, a market that permits an increase of its efficiency and an augment of the 
advantages that the national market offers all of its participants. In order to achieve a successful 
integration, it is important that the region's stock market, fulfill their basic function: support the 
wealth generating activities. Furthermore, the integration implies a minimum degree of 
harmonization of laws and regulations that rule the stock exchange transactions, so that a transparent 
and efficient market may be created. 

In regard to the second objective, mainly, to actively participate with greater competitive 
advantages than individually in the international markets, it can be affirmed that this has one sole 
purpose: attract international savings. Therefore, the characteristics that the so called global 
investors seek in the developing markets must be present. 

The support of the whole market is the confidence that the investors have in the system. 
Therefore, it is essential for the market to comply with the following minimum requirements: 
o Clear legislation and regulations that promote the development of the market and provide 
parameters on the degree of freedom to which each one of the participantes will be subject to - and 
at the same time avoid excesive regulation, which could eliminate said freedom, and always having 
present that the rules that are established must always be applied without exception, so that they 
may inspire confidence and security in the stock exchange transaction system. 



o Supervision of the way the participants act in the market in order to insure its transparency. 
Nevertheless, these tasks must be performed basically towards the middlemen, in such a manner 
that the investors' interests are protected when their honesty and the observance of wholesome uses 
and practices of the market are guaranteed. 
o Information opening by the emitting entities, which must be ample, clear, standarized,
 
continuous and at the disposition of all the participants at the same time, in such a manner that it
 
may permit the making of rational investment decisions.
 
o Processing of efficient and agile clearance and transfer procedures of titles-securities. 
o Promotion of the market participants' training. Consequently, a well qualified middleman will
 
offer his services in a professional manner and a qualified investor will know his rights and
 
obligations.
 

Unfortunately, the Central American region markets do not comply with those requirements in 
all their extension. The following aspects should be pointed out: 
o Legislation and Regulation: The only country in the region that, to date, has a stock market 
law is Costa Rica. In Panama there exist diverse legal codes which are dispersed, and regulate the 
stock market. The rest of the region's countries have laws and decrees that establish some principles 
on the stock exchange transaction activity. Nevertheless, in Guatemala, Panama and El Salvador, 
bills have been prepared in regard to this matter. To date, the only project presented to Congress 
for its approval is the Panamanian one; on the other hand, in September 1993, the writing out of the 
Stock Market Bill of Honduras was begun. 

In the region's markets there practically does not exist legislation nor regulation for investment 
funds. In Costa Rica, the legislation contemplates it amply, though inadequately, and the regulation 
is insufficient since it does not cover, for example, portfolio appraisal norms. Currently, the funds 
that operate in the region are few, even though it must be pointed out that in Costa Rica semi­
analogous entities have emerged, which the stockbrokers administer and which are not adequately 
regulated, since even the clients are guaranteed on the investment's efftctiveness. Unfortunately, 
this practice has been transferred to other countries of the region. 
o Issuance of general character norms: The stock markets are very dynamic and it is necessary 
that the norms which regulate them may rapidly adapt to the changes that they present. Therefore, 
the laws should establish only the general operation framework; furthermore, it must be taken into 
consideration that the process which approves a law or its modifications, is complex and takes a lot 
of time. One cannot depend on the modifications of the law for the stock market to develop - then 
the role which the norms of general character play is ofvital importance, since their modification is 
simpler and they grant flexibility In regard to their adaption to the conditions which dominate in the 
markets. This is important in the case of the Central American countries, where there exists more 
than one stock exchange and where supervision does not exist or is very weak. If the outline is 
maintained, it will mean that the supervising entity must execute its authority in a different manner, 
pursuant to the regulations of each stock exchange. Even though there are some operative 
restrictions, only in Costa Rica has the supervising entity the express authority to emit general 
character norms, which permit the regulation of the stock exchange transaction activity. This is 
probably the most important element of the regulation and supervision tasks. 

None of the region's countries has prudential norms issued for middlemen, such as: 
- Establishment of minimum capital; 
- Special accounting systems; 
- Requirements for the presentation of financial information (in those few cases where they 

have been established, they are deficient); 
- Establishment of title-securities assignment systems; 



Documentation on the relation between the stockholder and his clients, by means of a 
commercial commission contract and the obligation ofpresenting the clients with statements of 
account; 

- Regulations on the advertising that the stockholders may make on the services they render. 

Even though in the region's market it has been established that, in order to operate, the
 
stockholders are required to create a bond in order to guarantee their operations, the amounts are
 
reduced and no operational criteria is applied when they are set.
 
o Supervision: In the region, the majority of the participants intercede so that the stock markets 
be the ones that perform the supervision and control tasks of the market. In general terms, the 
supervision that is performed in the stock markets of the region is weak, and does not comprise 
fundamental aspects, such as the adequate control of the middlemen. This is probably the most 
important task in order to protect the investing public and the transparency of the market, since 
precisely the middlemen are those that deal directly with the public. The extreme case of the region 
is Guatemala, where there does not exist any authority that supervises, directly nor indirectly, the 
stock markets or the stockholders, and a total self-regulation exits with great deficiencies. 

On the other hand, the authorization that permits supervising entities to perform inspection visits 
to the middlemen are limited, and only exist in Costa Rica and Panama. Innone of the region's 
countries is this entity granted the authority to decree the administrative intervention. 

In none of the region's countries has the promotor figure been established; only a reference to 
the operator is made. Even in some regulations is the figure confused or it is considered as a fact 
that only the operators will be the promotors. Nevertheless, in almost all of the countries there exist 
persons that deal directly with the investing public and who do not have to comply with any 
requirement in order to develop the activity. 
o Information opening by the emitting entities and the standarization: The efficiency of the 
stock markets is measured according to the celerity with which they adjust to the information which 
determines them. Among the stock markets of the six countries that form the Centrai American 
Isthmus, it was pointed out that in none of them isfound the necessary information in regard to all 
of the emitting entities which permit the efficiency of the markets. In the few cases where there is 
information, distribution channels are bad. The Costa Rican market is the only one that requests 
quarterly information and in which there exists a standarized form of presentation. Nevertheless 
with the purpose of promoting the market, special norms were emitted for "small issues" that 
substantially reduce the information requirements. 

On the other hand, even though the norms that are in force in the region's markets establish the 
delivery of information in a periodical manner, the same norm is not applied in all of the markets: 
some request it quarterly and others semiannually. Furthermore, the regulation is not made effective 
in all cases. 

One of the basic forms of delivery of information is the prospectus on the issuance of title­
securities. Nevertheless, from the ones reviewed, it can be said that they are deficient in all of the 
region and do not present complete information. For example, the notes of the audited financial 
statements are not always included. The destiny of the funds that are captured with the issue are not 
either, nor sufficient information on the interest payment and its calculation manner, even though in 
Costa Rica as well as in Panama, the prospectus were reviewed with a good amount of information. 
o Processing of clearance and tranfer procedures of titles-securities: The clearance systems 
used in the region are not efficient in all of the cases, but important efforts have been made to 
improve them, even though there subsist some deficiencies. For example, in all markets it is not 
possible to perform the clearance in the same day. However, the greatest difficulty is found in the 
tranfer of the title-securities. Even though there is also important progress in this field, and the 



majority of the stock markets have begun the creation ofguarding, custody and administration 
mechanisms, currently they are not operating fully. The endorsement figure in administration does 
not exist and this substracts fluidity to the operations. Also, the procedures for transfer are 
hampered at the same time that the dematerialization of the titles becomes difficult. 

There exist some elements, besides those of economical politics, and which are not directly 
related to the stock exchange legislation, that affect the stock markets, and therefore, their 

integration. The two most important ones are: 
o To date, in Costa Rica only registered shares exist, while in the rest of the countries of the 
region, there are shares issued to the bearer. 
o There are important differences in the taxative treatment among all the region's countries. For 

example, in Panama when performing public offer of title-securities in the stock exchange, the 
interests are exempt from taxes, and in Honduras the interests of the titles negotiated in the stock 
exchange are subject to a 10% rate, and they are not accumulative for income tax effects. 

Besides the aforementioned, there are some characteristics of the stock markets of the region 
that are pertinent to mention, and are listed below: 
1. The majority of the title-securities negotiated in the region's market are those of indebtness, 
which are the titles issued by the public sector, except in the case of Panama and Honduras, where 
the presence of public titles is minimum. 
2. Due to the fact that the majority of the negotiated titles pertain to the government, the stock 
markets of the region partially fulfill their function, since the wealth generating activities that they 
support are few. 
3. In practically none of the countries a deep secondary market has been achieved. In its majority it 
is represented by borrowing securities operations, or those of repurchase that are used to give 
clearance to the banking institutions, or as a means for these institutions to invest their temporary 
surplus. In effect, through these operations the interbanking market has been substituted. 
4. The stock market sector that has greatest importance in the region is the money market, which 
is due in part to the absence of institutional investors, who are those that by nature make long term 
investments. Pension funds are basically of public character and affront serious clearance problems, 
and when they can count on resources, the norm specifies that they be invested in public sector 
titles. Insurance companies affront rigid regulations that basically also limit the investment to 
governmental titles. In rega d to the third most important institutional investor, investment funds, 
they are practically non-existant and the few that operate make short term investments. 
5. The most important operations performed in the stock markets of the region are those of stock 
exchange transactions. In the majority of the countries operations such as repurchase are performed; 
in Costa Rica, they are contemplated as such. This operation form limits the versatility of the stock 
exchange transaction and actually reduces the oportunity of generating profits for the middlemen. 
6. With few exceptions, there exists in the region the idea that the supervising entity or the stock 
exchange must classify the title-securities or the emitting entities, and some legislations and 
regulations actually establish ic. 
7. Currently, only in Costa Rica does there exist a securities classifying firm. 
8. There exists the practice that evidence of indebtedness pays interests pursuant to the rates 
expressed according to a commercial year of 360 days, a custom that is generally adopted by 
markets with a higher degree of development Nevertheless, in the Central American countries, 
titles pay only periods of 360 days even though the issue is for a calander year. That is to say, they 
do not pay for the days that have. effectively elapsed, as is customary in the more developed markets. 
9. During the investigation the need to increase the training efforts at all levels was detected, for 
the stock exchange personnel (the middlemen) as well as for the supervising authorities. 



Notwithstanding, all the interviewed persons stated their interest in training and in making the 
necessary efforts to achieve it at an institutional level. 
10. The region's stock exchange is characterized because the majority is of mixed character; that is 
to say, not all their stockholders are stockbrokers. Tlhe stock markets where only the stockbrokers 
are the stockholders are the National Stock Exchange of Guatemala, the Electronic Stock Exchange 
of Costa Rica, and it is expected that all the stockholders of the Central American Stock Exchange 
of Honduras form stockbrokers agencies. 
11. The negotiation procedures that are used are not the same in all of the stock markets of the
 
region.
 

On the other hand, an aspect which is important to consider is the financial situation that the 
region's stock exchanges confront. With reference to this, it must be pointed out that the stock 
exchanges of the Central American countries, with three or more years of operations, achieved the 
break-even point in a term under three years. Nevertheless, at this moment it is difficult to perform 
a diagnosis of the financial future of the stock markets, in virtue that some of them have recently 
begun operations (less than 12 months). Futhermore, in countries where a second or third stock 
exchange has been created, the medium term impact that the putting in motion of a new stock 
exchange will have on the income of the existing stock exchange, or the financial perspective of the 
same, is uncertain. Notwithstanding, in general terms it can be affirmed that for the moment, the 
majority of the regicn's stock markets have a stable financial situation and that to date they have 
adequately handled their resources. 

In spite of their youth, stock markets of the Central American countries have achieved 
significant progress that must be strengthened. Part of the process must include the elimination of 
distortions and obstacles that they currently confront. In this manner the transfer of the distortions 
from one country to another can :cKavoide.d when the integration process begins, especially those 
distortions of operative character. 

Nevertheless, this does not imply that the ideal conditions to begin the process must be 
achieved. On the contrary, now is the moment to take advantage of the impetus that the governments 
as well as the private sector entities have given to the integration in order to set solid bases that will 
permit an integration, benefiting all the countries of the region. 

Also, advantage must be taken of the fact that recently, all the region's countries have completely 
reviewed their legislations and regulations to incorporate into them the mechanisms which permit 
the development of transparent, agile and solid markets, consistent with international standards. In 
this manner the integration process will be facilitated and fortified. 

For Central America, the European Community experience isvery valuable, since its integration 
process is affected in a similar manner. Nevertheless, the incipient degree of the Central American 
region markets demands that efforts be greater and requires encompassing areas not foreseen by the 
EC. 

Even though the simultaneous integration of all the stock markets that operate in the region is 
desirable, this achievement is difficult because not all have the necessary infrastructure. The fact 
that the stock markets will integrate gradually will not harm the process and, furthermore, they can 
benefit it as, in theory, it will be easier to come to agreements that will make it feasible. 

On the other hand, effective control of changes that impede the performance of transactions 
among countries, currently do not exist in any of the countries of the region. Therefore, it is feasible 
that, very soon, the range of instruments that may be negotiated in a multinational manner will be 
extended. This process will help the familiarization of the procedures by the middlemen Pnd the 
public. 



In order to be succesful, integration requires a minimum degree of harmnization of the 
economical politics, as well as the free movement of capitals and free exchange. But the 
harmonization of some specific norms of stock exchange material is also essential. Even though the 
harmonization of all the principles that rule the stock markets is not necessary, there are fundamental 
aspects that do require it. These can be grouped basically in (1) legal and regulatory, (2) 
supervision and (3) operative. Without this degree of harmonization, business would tend to 
establish in the country where the norms or the supervision is weakest. The principles that do 
require harmonization in each one of the previous categories are listed below. 

LEGAL AND REGULATORY 

Many of the measures that are to be necessarily adopted in order to eliminate the d tortions that 
the region's markets confront, demand an adequate legal framework, because the processes that 
approve a law and/or its modifications, are complex and slow. In virtue that many of the problems 
are common, it is possible to adopt solutions in a joint manner, solutions that will permit the 
acceleration of the integration process without having to wait for the approval of a law and/or the 
reforms individually required. A multinational treaty that contemplates those aspects and mends the 
current deficiencies, will avoid long reform processes of the national laws. Nevertheless, it must be 
considered that in order for those agreements to have validity, they require the ratification by the 
Congress of each signing country. This can also be a slow process, above all if it is taken into 
consideration that during 1994 various countries of the region will change government. 

Because of the aforementioned, a short term measure with which the process can be initiated, is 
the signing of agreements among supervising entities, stock markets and middlemen, so that while 
the multinational agreement is legalized, the integration process may begin. In this sense, the role of 
BOLCEN is fundamental since the agglutination of the region's stock markets may facilitate 
decision taking and act on behalf, and in representation, of its unionized group in order to negotiate 
the necessary agreements. The endeavors performed will not be temporary nor useless, as the 
agreements and norms issued will be those that integrate the multinational agreement that will 
legalize the process. 

Below are listed the norms that should be harmonized so that the integration process is 
successful. 
o Norms so that the stockbrokers may act with one sole license in the region and the issuance of 
basic prudential norms. 
o Norms to grant licenses or authorizations to the operators and promotors. 
o Norms allowing emitting entities to perform simultaneous public offers in the region's markets, 
register their titles-securities fcr their quotation in more than one stock exchange and maintain that 
registration. 
o Norms for the establishment and operation of investment funds. 
o Harmonization or convergence in taxative matters. 

SUPERVISION 

The most important part in the functioning ofa stock market is to promote its transparency, and 
with it protect the interests of the investing public. The best way to do this is through an adequate 
supervision of the middlemen and the operations that are performed. However, in order to achieve 
this it is necessary to have strong supervising entities. Thus, the governments must grant them their 
resolute support and adequate resources to carry out their functions; likewise, the efforts to train 
personnel must be increased. 



In order to achieve efficiency and preserve national sovereignty, it is important to keep the
 
supervising functions decentralized. It is suggested that the EC model be adopted, where the
 
supervising entity of a member country is the one in charge ofsupervising and controlling the
 
middlemen, head offices and branches, whose head office is found domiciled in that country.
 
Likewise, it is of vital importance that, in order to protect the investing public's interests, the
 
supervising entities have the authority to perform inspection visits, and ifthe case so requires,
 
administratively intervene the middlemen. For the supervision to be effective in an integrated
 
market, the supervising entities of the region's countries must act in prefect coordination.
 

OPERATIVE SYSTEMS 

For the integration to be successful, the harmonization ofthe operative procedures is required, 
as well as the ability to count with the basic infrastructure to perform the transactions. If not, the 
markets' efficiency would be jeopardized and consequently the integration process also. It is 
necessary to cover the following aspects: 
o Harmonization of the transaction procedures. 
o Establishment of an electronic transaction system which will facilitate the immediate access to 
all stock markets. 
o Information system of the emitting entities. 
o Efficient clearance and compensation systems. 
o Transfer systems of titles-securities. 

TRAINING 

In virtue of the qualification needs of the region's markets, and in view of the willingness of the 
participants to make the necessary efforts to increase it, the creation of a "Central American Stock 
Exchange Training Institute" is suggested, bing this a manner of institutionalizing the training 
process. The main object of the institute must be to provide adequate training for the stock 
exchange an- stockbroker agency personnel; moreover, it can be extended to members of the 
supervising entities. Courses for executives o.firms, as well as the general public, could also be 
offered. Therefore, its objective must be ample. 

In order for the institute to be successful, it is essential that it be financially self-sufficient. For 
this purpose it should charge adequate fees for each course that is offered. Probably for some 
topics it will be necessary to hire instnctors from coutries outside the Central American region, but 
in this case, the training of at least one region's instructor should be contemplated as part of its work 
scope. 

A measure that can be taken in a short term, which does not demand the integration of the 
markets and which could probably help the investing public become familiar with the titles of the 
region's countries, is the creatioa of an investment fund of multinational fixed income. Next are 
given in a diagramatic manner, the main characteristics of the fund: 
o Formation: The fund could be established by the region's stockbrokers, who would contribute 
the initial resources for its formation, and also would promote it among their clients. 
o Social Domici,le: It is convenient that the fund be organized in Panama, being the only country 
of the region that bas off-shore characteristics. Notwithstanding, the fund could quote in all the 
stock markets of the region. 
o Administration: The administration of the fund's portfolio must fall upon a group of 
professionals specifically hired. They would be the people responsible for regulating the purchase 
or sale of the titles among the stockbrokers; for appraising the portfolio and establishing price 



quotas, participations or shares; for transmitting this information to the stockbrokers and stock 
markets where the fund is quoted. 
o Portfolio Composition: It has been proposed that the fund be of fixed income, given the 
shortage of representative titles of the firms' joint stock in the region's stock markets. It is 
recommended that a limit for the participation cf the governmental titles be established, to avoid it 
being perceived as an entity created to finance the needs of the region's governments. Likewise, 
diversification criteria must exist, not only to achieve the nationality of the titles, but also to avoid the 
concentration of the investment in determined branches of the economical activity. 
o Clearance of Operations: Due to the current absence of the infrastructure to perform 
operations simultaneously from country to country, it is convenient that norms be established for the 
input-output of the fund; for example, the input would be performed at 24 hours and the output at 
48 hours. 
o Internationalization: Once the fund's operations are begun, a quotation can be seeked in 
markets with greater degree of development, which would serve as a good index to measure the 
degree of acceptance of the Central American titles on behalf of the international investors. 

Due to the lack of experience in countries of the region, it is possible that technical assistance be 
required to develop some activities which are necessary, not only to carry out the integration, but 
also to eliminate some of the distortions that they now confront. On the other hand, there exists the 
advantage ofbeing able to creatc scale economies since the same advisor could provide technical 
assistance to all the region's markets. Furthermore, harmonization would be facilitated. The areas 
where technical assistance could bring important benefits are listed below: 
o Writing out of prudential norms for the middlemen, and training for the supervising entities in 
the manner of how to apply them. 
o Assistance for the elaboration of inspection and training handbooks, given to the supervising 
entities on inspection and supervision procedures for stock exchange middlemen. 
o Establishment of accounting systems for stockbrokers, issuance of an account handbook and 
norms for its supervision. 
o Development and establishment of a guard, custody and administration system of titles­
securities at a regional level. 
o Standarization of the requirements for the delivery of financial information from the emitting 
entities, annually and quarterly, and the elaboration of formats for their presentation. 
o Supervision of investment funds and the issuance ofnorms for portfolio appraisal. 



CHAPTER 1 

BACKGROUND OF THE ECONOMICAL INTEGRATION IN CENTRAL AMERICA 

The idea of integration in Central America is not new. During the sixties the first integration 
efforts were carried out. The first step was taken when it was thought that the obstacle for the 
development of poor countries was in the size of their markets. The outline stated was one of a 
development towards the inside, and the Central American Common Market ("Mercomun") was 
formed. This was a protected market, limited to the free trade of certain industrial goods, keeping 
the restrictions to the mobility of the factors among the countries. Nevertheless, in some manner, 
the coordination of the protection levels was achieved and the inter-regional trade obstacles were 
noticeably reduced. 

The pilars that sustained the Central American Common Market were the Common External 
Tariffs and the monetary convertibility agreement. Based on this last agreement, the Central 
American Clearing house was created, and during the sixties it functioned adequately. Through it 
the different payments and compensations originated by the inter-regional trade were efficiently 
carried out. "Mercomtin" contributed to noticeably increase investment, especially in the industrial 
sector, and all the region's economies showed positive signs. 

The financial and balance of payments crisis during the seventies, together with the political 
crisis in various countries of the region, affected the region even more negati, ely. 

Furthermore, diverse external and interma. happenings affected the regiod's countries. For 
example, the financial crisis of the external debt, the international depression, and the increase of the 
interest rates, with the aggravating circumstance that coffee and banana prices fell simultaneously. 
Each country reacted to the crisis with different external trade politics and different exchange rates. 

When the free internal and external currency convertibility of the region deteriorated, the 
clearing house eventually closed and, finally, "Mercomun" disappeared. As a consequence of the 
crisis, some countries refused to pay the debts derived from the inter-regional trade, and to date, 
they still maintain their debit balance. 

Notwithstanding, the idea of integration did not disappear, mainly because adequately compete, 
the world is turning into trade blocks where frontiers are beginning to disappear. 

CENTRAL AMERICAN INTEGRATION TODAY 

The serious economic crisis of the eighties influenced in that practically all of the Latin 
American governments analyzed their past measures of economical politics. As a result, each one's 
philosophy was modified. One of the most important changes was to recognize that the State was a 
bad promotor and administrator, and that because firms were subsidized, the investment in basic 
activities, such as education and infrastructure, had been left behind. Likewise, it was recognized 
that the main source of investment was not the external savings. If this was to be reactivated it was 
necessary, in the first place, to direct the internal savings towards productive activities in order to 
attract external savings later on. 

These changes have promoted that the governments begin structural adjustment programs. The 
Central American countries had knowledge of this tendency. Also, the democratization and peace 
processes were begun, and though to date they are not complete, they have shown a significant 
progress. 

Thus, the economical politics of the Central American countries coincided in various aspects and 
once begun, the structural adjustment programs have directed their efforts towards the economical 



reactivation, keeping in mind that the competitive advantages must be improved. A way of 
achieving this improvement is to integrate in a trade block which will allow each country to find its 
niche in the market, and the economies of the member countries may complement each other in 
equal conditions. When analyzing the experiences of other countries, the first step has been defining 
the intregration as a gradual aproximation process of economical politics and complementation in an 
environment of free trade, which involves free mobility of goods, services and factors at a regional 
level. 

Because of the above mentioned, the endeavors of unification to a common market during the 
nineties are different from the previous model, since there exists a certain consensus on the manner 
in which the internal economical politics must be handled. The new outline is different, open to 
international competition and to greater mobility of goods, services and factors, reason why the 
integration of stock markets is contemplated. The decision of Costa Rica, El Salvador, Guatemala, 
Honduras and Nicaragua to integrate, has proved to be firm, and the invitation made to Panama to 
integrate the block, as well as its will to do so, has resulted in the making of multilateral agreements 
in order to achieve this goal. 

The new integration efforts fittingly began during the meeting in Antigua, Guatemala, in June, 
1990, where the presidents of the five countries of the already mentioned region, with the 
participation of the president of Panama as an observer, reiterated their resolute support to the 
regional integration process. Annex I summarizes the diverse actions that were recognized as 
necessary to achieve the integration. 

After the meeting in Antigua, others have taken place, in which diverse agreements and 
decisions have been made which focused towards integration. Annex 2 presents a summary of the 
most important issues agreed upon in those meetings, and they directly determine the possible 
integration of the region's stock markets. 

In regard to the creation of a new Central American Clearing house, it is opportune to remember 
that when the projects were again begun in order to achieve the integration of the Central American 
regional countries, economical help and assistance was requested of the European Community in 
order to establish a payment compensation system. Notwithstanding, this system required the active 
participation of the central banks, and the project was abandoned, because the progress achieved 
with the stabilization processes did not want to be put at risk, nor confront the payment problems, 
just as the ones that arose when the Central American Common Market disappeared. Thus, all 
coincided in supporting the creation of a private clearing house, when the exchange politics followed 
by each one of the countries were not put in danger. 

The most recent effort in order to achieve the integration is the Agreement to Facilitate the 
Financial Integration of the Central American Isthmus Counties, subscribed August 27th, 1993, by 
the presidents of El Salvador, Honduras and Nicaragua (the instrument also remained open for the 
adhesion of Costa Rica and Guatemala). The agreement will be in force when two of the signing 
countries have fulfilled the constitutional procedures in each case. For the first time in this 
agreement, clear procedures are expounded so that the banks and acceptance houses of a 
subscribing country may establish branches in the other subscribing countires. In regard to the 
integration of the stock markets, the document does not represent great progress in terms of concrete 
measures, but it does provide the legal framework to adopt them. Article 13 of the agreement 
establishes that "the competent authorities of the subscribing countries to the present Agreement, 
will take the necessary actions to achieve the regional integration of the stock market, including the 
review and harmonization of the norms that regulate the stock exchange operations". Likewise, the 
agreement ratifies that the central banks will not create a clearing house, but will support the 
establishment of compensation mechanisms of private character. 



On the other hand, on September 17th, 1993, the Ministers of the region's countries finished the 
review of a protocol. Nevertheless, the Costa Rican officers rejected it, disputing that aspects such 
as free mobility of productive factors, the conformation of customs union and the monetary union, 
affected its economy and for that reason they presented a different projection. On September 21 st, 
the Economical Cabinet of the Group of Four (CA4) approved practically every proposal from Costa 
Rica, eliminating the greatest obstacles in order to sign the Protocol according to the foreseen 
calendar.4 

Even though diverse political and social problems in the region's countries obstructed the 
meetings of the presidents, which were scheduled for the foreseen dates, the encounters resumed of 
the presidents of CA4 (Honduras, Guatemala, Nicaragua and El Salvador). The firm decision of 
carrying out the process ended in October, 1993, when the presidents of Guatemala, Costa Rica, 
Honduras, El Salvador, Nicaragua and Panama signed on the foreseen date, the Protocol of the 
General Treaty of Central American Economical Integration. 

The ratification by the respective Congresses is still pending for the formal initiation of the 
region's integration. Nevertheless, the will that exists to do this, indicates that it will be a simple 
formality. On the other hand, it is important to point out that the mechanics to make the intregration 
of the stock markets of the Central American region feasible, must be included in the Protocol, 
although the operative mechanisms will have to be defined in order to make it a reality. 

Currently, distortions and incompatibilities exist in the local stock markets, which make if's 
integration in a short term very difficult. In the following chapters, the analysis of each one of the 
region's markets will be presented; the main obstacles for the integration will be pointed out, and 
the recommendations will be made for eliminating or attenuating them in such a manner that, when 
the integration process begins, it may be solid and permanent. 

CENTRAL AMERICAN COMMODITY EXCHANGE ASSOCIATION 

When mentioning the efforts carried out in the region to integrate the stock markets, it is 
necessa-y to review those performed by the private sector, and among them, those that were initiated 
by the Central 

American Commodity Exchange Association (BOLCEN) stand out. This association was created 
with the support of the Private Entitities Federation of Central America and Panama (FEDEPRICAP 
- initials in Spanish), and its incorporation papers were signed in the City of Panama in January, 
1991. 

The general objective of BOLCEN is to promote and contribute to the establishment and 
adequate performance of the commodity exchanges in Central America, including the Republic of 
Panama, as well as of the integration of their commodity exchanges. 

During the General Assembly of October 22, 1992, it was agreed upon to form a commission in 
order to establish a series of norms and precepts that will rule the staying of the stock exchanges 
within the association, including a chapter in regard to ethics and disloyal competition. These are of 
vital importance because currently, the majority of the developed markets has established self­
regulation measures in the ethic codes which rule the activities of those professionals involved in the 
stock market. Other issues dealt with in the Assembly were the following: 

4The Protocol was signed by all the presidents of the region, including Panama 



o Authorization to negotiate in all of the associated stock exchanges, the titles-securities emitted 
by the governments and banks of the Central American countries. 
o Reciprocal politics among the associated stock exchanges in regard to what refers to the 
ownership of a position in the stock exchange within an associated exchange, on behalf of a position 
in the stock exchange of another associated exchange; and, 
o A proposed agreement of technical assistauce and information interchaging among the members 
of the stock exchanges. 

BOLCEN has admitted among its members the product exchanges, thus supporting the present 
idea that exists in the region, that because it it related to stock exchanges, they have to unite efforts 
to solve the problems that affect their development. Nevertheless, given the fact that the nature of 
the products that are being negotiated in the two types of exchanges is different, there are aspects 
that are vital for the product exchanges, and which do not absolutely affect the performance and 
development of the stock exchanges and vice versa. For example, product exchanges will be 
worried by the existance of general efficient warehouses and of proper warehouses, or those 
adequately qualified, in order to insure the good condition of the mechandise that will be deposited 
in them, standarization norms of the products, etc. The difference in interests and, therefore, of 
priorities, may scatter BOLCEN's endeavors in regard to the work directed toward the stock market. 
In that sense, two measures can be adopted to avoid it: create a new similar organization that will 
integrate only product exchanges, or create a division within BOLCEN, dedicated exclusively to 
these institutions so that each market's activities will not blend. 

Since the initiation of its activities, BOLCEN has adopted some initiatives in order to facilitate 
the integration process, and they are described below: 
o In 1991, a seminar titled "Capital Markets: A New Fundamental Axis for the Central American 
Integration", was carried out sponsored by BOLCEN, FEDEPRICAP and the Central American 
Monetary Council. In this seminar, various reports were presented which were directly related to 
the integration of the stock markets of the region, and some instruments to facilitate it were 
proposed, such as the creation of Central American deposit receipts, and the creation of regional 
investment funds. 
o A profound analysis is being performed on the document written out for the Capital Market 
Program of FEDEPRICAP, "Comparisons of Registration Requirements for the Central American 
Securities Issues and Harmonization Proposals". 
o It was decided to hire counseling on centralized mechanisms for the custody of securities at a 
regional level. 
o In the mentioned General Assembly of October 1992, it was agreed upon to develop the 
following projects in order to set the bases for regional negotiations of registered emitting entities in 
all the associated exchanges: 

- Minimum rules so that the associated exchanges can recognize centers for the custody of 
titles-securities in the other exchanges, in order to facilitate the regional negotiation of the registered 
titles in the associated exchanges. These controls can belong to the exchanges or to independent 
entities that render services to an exchange member. 

- Electronic information systems on the associated stock markets, in "true time", to which, at 
least, all the stock exchanges and their brokers would have access to. 

- Requirements to register in the associated exchanges, titles registered in other associated 
exchanges.
 

Even though all the proposals and the projects developed by BOLCEN are necessary to initiate 
the integration process, other aspects that have great importance, have not been dealt with, such as 
the supervision of the middlemen; harmonization of the requirements to obtain the authorization as 



stockbrokers, in such a manner that a broker authorized in a member country can open branches in 
any other member country; protection for the investing public and harmonization of the operation 
systems and procedures. 

Even though to date BOLCEN's shares have not produced concrete results, the role that that 
institution can perform in order to accelerate the integration process of the stock markets, and make 
it feasible, is of vital importance. Through BOLCEN the harmonization will be possible of the 
norms in consensus which are necessary to achieve the integration. Likewise, it can act as a 
facilitating entity so that its members can come to agreements in order to establish the operative 
mechanisms that are required to act on behalf of its representatives in the negotiations necessary to 
perform with the region's governments, in order to establish necessary norms and mechanisms. 



CHAPTER 2 

INTEGRATION OF THE CAPITAL MARKETS IN LATIN AMERICA 

Currently there exist some experiences on the stock market integration in the world. In Latin 
America, maybe the most recent examples are the market integration of the countries that are 
members of the Caribbean Countries Community (CARICOM), of Mexico and Chile due to the 
signing of a Free Trade Treaty, and the recent signing of an agreement among the supervising 
authorities of the Venezuelan and Colombian stock markets, with the aim to a possible integration of 
the same. 

For CARICOM, the effort has not been so successful, since the lack of foreign currency, 
uncertain parities, and the existance of laws controling exchange in some countries of the region, 
have impeded the free flow of capital. Additionally, three fundamental aspects have infuenced so 
that the intregration of their stock markets has not materialized: (1) lack of harmonization of the 
different legislations and regulations; (2) lack of adequate regulations in regard to emitting entities 
and lack of adequate supervision mechanisms; and (3) the immaturity and structural problems of 
each one of the markets of the countries that are members of CARICOM, among them the lack of 
information on the emitting entities of titles-securities, and the long time needed to transfer them - in 
some countries even six months. 

In regard to the integration of the markets of Chile and Mexico, it is important to point out that, 
in theory, it is a vinculation, and to date, the mechanisms which are necessary to achieve this have 
not begun, even though some measures conducive to it have been taken. Due to the previously 
stated, the most notable example in regard to the integration efforts of the stock markets, is that of 
the European Community. Even though to date it has not achieved the complete integration of its 
stock markets, the measures which tend to eliminate some distortions that impede it have been 
already taken. Notwithstanding, to date there are significant progresses in regard to the integration 
of the banking and insurance markets. 

INTEGRATION OF CAPITAL MARKETS IN THE EUROPEAN COMMUNITY 

The European Community sets forth as the foundation of its economical unification, the 
following principles: 
o The monetary and economical unification, which implies cemplete freedom in the mobility of 
persons, goods, services and capital, requiring fixed exchange types, and eventually, one sole 
currency. 
o The convergence of the economies of the nations, since only the intimate convergence can 
guarantee free movement of capital in a permanent manner, and place the foundations in order to 
have integrated stock markets where the barriers and separation or interruption sources are 
eliminated. Thus, it is essential to insure .n intimate coordination of the monetary, financial and 
budgetary politics. 

In 1986, when the so called "White Document" was incorporated to the Community's Treaty, the 
internal market was defined, including freedom ofcapital movement. This document explains that 
the common goods market was already functioning and that it was important to make a similar 
progress in the service area. 

The financial services are a sector of increasing importance within the EC's economy, 
aproximately 7%of the gross domestic product of the 12 countries as a whole - while in terms of 



employment, it provides almost 2% of the total European Common Market. The financial services 
also provide great input to the community's economy with almost half of the profits obtained by 
credit and insurance institutions, being plowed back in other industries. 

In general terms, the financial flow movement among the community has been slower than that 
of goods and services. The truth is that long term capital movements among the member countries 
is 20 times less than the mobility of goods, in terms of value. 

The European financial common market is an essential part for a cross-border free market in 
Europe, and it strengthens not only in the free movement of money and capital of all the citizens, but 
also in the freedom that the middlemen have of establishing and promoting financial services. 
Having a common financial market will make Europe more attractive as a financial spot, and will 
help to direct a greater proportion of savings to European firms and to investment projects. For this 
reason, to count on one sole market for financial services will mark the integration process 
culmination. Highly integrated markets already exist in the reinsurance and transportation insurance 
fields, while many banks of the EC have branches in the main financial centers, and a great number 
of titles-securities are registered in more than one stock exchange 

Up to now, some regulations established in a prudential manner by the member countries have 
impeded those financial institutions, that wished to establish in other member countries or offer their 
services there, to do so. The open markets, free competition and efficiency in costs have not always 
been achieved. 

The stock market integration of the EC acquires more importance with the changes that have 
been operating throughout the world, in the environment where the financial institutions evolve: 
o The market has become global, increasing its integration throughout the world. The financial 
service enterprises can now rapidly transfer capital from one continent to another. 
o The development of telecommunications and data processing technologies have reinforced the 
globalization process and have insured a fast expansion of the innovation and new financial 
products, fundamentally the so called by-products or services. The markets technology and 
globalization have influenced in an increase of the number of financial transactions. 
o Ample competition among different types of financial institutions tends to erase the differences 
among the banking, insurance and securities entities. 
o The competition among the European financial institutions and its North American and Japanese 
counterparts has increased. 

With the worldwide financial markets moving towards a continuous negotiation market 24 hours 
a day, centered in the three main time zones, New York, Europe and Far East, the European market 
needs to accelarate in order to compete in this new world scenario. 

Under this outline, the European Community recognizes that a unified market of financial 
services offers many advantages. Some of them are the following: 
o National laws do not offer an adequate framework for the future development of the sector any 
more, particularly taking into consideration the accelarated pace of globalization. If Europe does not 
want to lose its participation in the market and the employment that this implies, the community has 
to develop an open and efficient market of financial services. 
o From the consumer's point ofview, there are great benefits that can be obtained when having 
access to an ample range of competitive financial products, independently of their nationality, among 
which is more freedom fof choosing, permitting them access to financial service offers of other 
member countries, and being able to obtain better terms and conditions. 
o It has benefits for the industry's competitivity, which will achieve better financial terms in an 
open market. 



o When completing the internal market, it will benefit enormously eliminating the additional costs 
of the barriers that affect the financial services; furthermore, there will be an increase in the 
negotiations. 

The establisment of one sole financial service market in the EC, rests on three pillars: 
1. Freedom in all the financial institutions to establish their head office, and open branches, in any 
place within the EC. 
2. Freedom in the financial institutions to offer the specific products, across frontiers, in other
 
member countries, without needing to open offices there.
 
3. Freedom in capital movement within the community. 

In order to guarantee these liberties in all of the countries which are members of the Community, 
they are obliged to insure that (1) its residents have access to the financial systems of the other 
member countries, and to the financial products that are available there, (2) there are no restrictions 
in capital transfer, and (3) there are no discriminating measures that will impede or distort the free 
movement of capitals. 

The issue on which the whole unification plan of the financial markets is based upon is the free 
movement of capital. During the sixties, the first steps for liberating the direct investment and the 
portfolio investment in registered shares were given. By 1986, the European Council had adopted a 
directrix, expanding the list of liberated transactions in order to include long term loans, non­
registered titles-securities, and the issue of foreign titles-securties in domestic markets. In 1988, 
another directix was approved, liberating all the other transactions: short term monetary instruments, 
operations of check and deposit accounts, financial loans and credits. 

Notwithstanding, the liberalization of capital movements is not sufficient, per se, to insure an 
effective financial freedom. Even after lifting all the restrictions on the capital mobilization, diverse 
national regulations can impose barriers, restricting the freedom of establishment and impeding 
financial service trade freedom. Furthermore, without common laws for the supervision of the 
financial institutions, business will have to migrate towards a more relaxed supervision, and it is 
necessary that ample equivalent standards exist for the protection of the investor. 

The "White Document" established the general strategy to attain the elimination of barriers. 
This can be summarized in three issues: 
1. Harmonization of the basic standards for the supervision of financial entities and protection for 
the investor; 
2. Mutual recognition of the supervising authorities of the member countries, on the manner that 
those standards will be applied; and 
3. Based on the first two elements, "national control and supervision" in the country where the head 
office of the financial entity is located, covering all the operations throughout the community, 
whether through branches or with direct cross-border services. 

In regard to banking and middlemen in the stock market, the main element is the issue of one 
sole license by the member country where the head office of the institution is located. This licence 
will permit it to offer its services in another place within the EC, through branches or directly, as 
long as it is permitted to offer the same services in its native country. 



Basic Requirements for a European Common Financial Market 

The authorities of the European countries coincide in the fact that it is necessary that certain
 
requirements be attained before achieving the unification of the financial markets. These comprise
 
different areas and are discussed below.
 

Monetary Politics 
The capital flows are much more inconstant that the goods, and they are subject to the monetary 

and financial politics of a country. For this reason, the stability is fundamental in the exchange rates 
and the free movement of capital. On the other hand, even though the monetary union has also been 
promoted, due to the most recent happenings in the European financial markets, it has been 
concluded that it is not fundamental, at least immediately, for a common market with no frontiers for 
goods, services and capital. An aspect that has been clearly established is that free movement of 
capital requires high grade of monetary cooperation among member countries, since the 
liberalization increases capital flow, particularly those ofspeculative character, reduces the scope of 
the monetary politics and has influence on the exchange stability. 

FinancialAspects 
Without a minimum of harmonization or convergence in regard to taxative matters in an 

unregulated financial area, distortions will occur in the relation between savings capital and 
investments. The seriousness of the problem was demonstrated in 1988 in the Federal Republic of 
Germany, when the mere announcement of the introduction of a law fo" automatic deduction ­
withholding - of the prepayment of the income tax on capital investment, resulted in an important 
capital drain. 

Other Requirements 
The economical and social cohesion of the member countries is necessary. The countries with 

least progress can only unite if they abide the strong solidarity of the EC. 
Due to the importance that the distortions may have on the market integration, since these can 

create different taxative systems, the following section is dedicated to describing the main actions 
adopted by the EC in that sense. 

The Role of Taxes in an Only Market 
In June 1985, at Milan, the "White Document" was approved, and in it is defined the internal 

market as "an area without internal frontiers where the free mobility of goods, persons, services and 
capital is insured". According to this document, the majority of the decisions in the EC may be 
adopted by simple majority, minus the taxative part, which has to be unanimously approved. One of 
the three main chapters of this document, which lists the measures that are considered necessary to 
create the internal market, is dedicated to taxes. The measures contemplated in this chapter refer 
exclusively to indirect taxes since this is the area that gives rise to reviews on the frontiers of the 
member countries. One of the main reason that gives rise to these reviews is the need to monitor the 
added value tax (IVA,initials in Spanish), and the specific taxes (as those on liquor and tabacco). 
While considerable differences persist among those taxes, the member countries would be obligated 
to perform these frontier reviews to insure their tax income, and avoid fiscal defrauding. The 
elimination of frontier taxes has been a key element to achieve an internal market. 

The direct taxes (tax on the firms' profits, income tax, etc.) do not require frontier reviews. 
However, the internal regulations impose invisible frontiers that avoid cooperation among firms of 



the different member countries, particularly, the system ofdouble taxation, which impedes 
mergings. For this reason, the elimination of the system of double taxation is a constituent part of 
the program to achieve the internal market. 

The tax burdens, between direct and indirect (excise) taxes, vary in an important manner from 
country to country, and this evidently affects the taxative harmonization. Even though the aspect of 
excise taxes is important for a common market, in this document only the aspect of direct taxes will 
be dealt with, since the first affect goods and services but not the capital flow, while the second 
directly influence on it. 

Legal Bases for Taxative Harmonization 
In order to achieve integration, harmonization of taxes is of vital importance. This will avoid the 

creation of distortions in the trade due to different tariffs. In the first treaties of the EC, reference 
was made only to taxes on products. The legal base for the taxative harmonization is found in 
Article 100 of the European Economical Community Treaty, which points out that "the Congress, 
acting in a unanimous manner to a Commission's proposal, should emit directrices for the 
approximation of such measures pointed out by Law, regulations or administrative actions of the 
member countries, when directly affecting the establishment or performance of a common market." 

It is this concept of"direct effect" that specifically, until now, has limited the scope of action of 
the Commission. Therefore, the emphasis has been placed on the harmonization and approximation 
of excise taxes, since these are the ones that visibly affect trade among the member countries, and 
can distort the competition. Even though less visible, direct taxes on profits of firms, capital, etc., 
are also important for the competitivity. Being aware of the situation, the Commission has promoted 
a series of initiatives to harmonize, or at least approximate the tax structures to the firms, even 
though its not clear up to what point the harmonization or approximation is necessary. 

Taxative Problems in the Unified Stock Market 
In order to avoid distortions in an integrated stock market, the European Community reviewed 

and analyzed the following aspects: 
o Harmonization of taxes on enterprises (corporative); 
o Tax evasion; 
o Discriminatory provisions in national taxative systems, which provide an incentive so that 
individuals invest in nacional titles-securities; and 
o Restrictions on investment of pension funds. 

Next, the attained conclusiones are briefly expounded. 

Harmonization of Taxes on Firms (Corporative) 
The benefits of the liberalization will not be completely attained if the investment decisions are 

distorted by significant differences in liens to firms of the member countries. These decisions 
include, not only where to establish the head office and where to make business, but also decisions 
made by the stockholders and investors on where to place their funds. These distortions will be 
significantly reduced to the extent that there is an approximation of the taxative systems (taxative 
base, tax rates, etc.). It is important to explain, however, that in taxative matters, the coordination 
and alignment of national politics are seeked more than the systematic resource of the 
harmonization, and the subsidiary principle established in the Delors Report is reinforced. 

There exist three proposals for directrices which refer to the taxative treatment of the firms 
which are involved in cross-border operations. These proposals were designed fundamentally to 
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avoid the double system of taxation. Many controversies were created but, finally, in July 1990, an 
agreement was attained. 

1. Common Taxative System Applicable to Head Offices and Branches of Different 
Member Countries (January 15th, 1969). It is clear that the decision that a firm makes ofopening 
a branch in another member country, gets complicated by the fact that the dividends that the head 
office will receive, will be subject to taxes on the profits of the firms in the country where the head 
office has its domicile, and the irretrievable withholding of taxes, in the country where the branch is 
domiciled. 

To guarantee the taxative impartiality in regard to the investment decisions, the abolition of the 
double system of taxation on the dividens distributed by a branch to the head office, was proposed, 
in those cases in which the head office has an important participation in the branch's capital. The 
issue on the participation has been the source of many disagreements among the member countries. 

To avoid double system of taxation, the country where the head office is found may choose any 
one of two methods: exonerate the dividends of the corporative tax, or accept the deduction on the 
local tax of those taxes paid by the branch in the country where it is domiciled. 

2. Common Taxative System Applicable to Mergers, Divisions and Contributions of Assets 
that Involve Different Firms of the Member Countries (January 16th, 1969) The scope of this 
proposal has extended to cover share interchanges. Inorder to achieve the taxative impartiality, 
EC's solution is based on the principle of defering the taxes of any capital profit which results from a 
merging, until this is effectively performed. In case of a merger by absorption, the absorbed firm 
will become an establishment of the firm that absorbed it. 

3. Arbitrage Process (December 27th, 1977). It provides an arbitrage process designed to 
eliminate the double system taxation, which occurs when the financial authority of one of the 
member countries makes an adjustment to the firm's profits, and this adjustment is not accompanied 
by the corresponding adjustment to the profits of the associated firm in another member country. 

There exist other initiatives in regard de taxes. One of them refers to the possibility that the 
firms have of deducting the losses of the establishments and branches established in another 
member country. This proposal is of great benefit for promoting the cooperation among firms in the 
international market, when profits as well as losses are taken into consideration. Another proposal 
foresees the abolition of tax withholding on interests and royalties paid to a firm by those enterprises 
that belong to the same group, and established in different member countries. 

Tax Evasion 
The final stage of the liberalization of capital movement, brings with it the risk of a growing tax 

evasion. This is due to the fact that the investors from all the member countries will be able to have 
income proceeding from investments paid in bank accounts in countries other than the one where 
they have their residence, and this will increase the risk that this income is not declared in the 
country where they do have their residence. The European Commission sustains that an increasing 
tax evasion will be an issue of serious preocupation, because of the loss of budgetary income and 
the danger of hindering the taxative equity; therefore, practical measures must be taken to minimize 
the risk. 

For this reason, the creation of a common European financial area resulted in the reviewing of 
taxes on savings. Under Article 6(5) of the Directrix 88/361/EEC of June 24th, 1988, on the 
liberalization of capital markets, it was required from the European Commission a presentation 
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before Congress of the proposals directed to eliminate or reduce distortion risks, as well as tax 
evasion, linked to the diversity of taxative systems on tax savings. The proposal presented on 
February 8th, 1989, foresees the introduction of a common system of tax withholding (minimum 
rate of 15%) over interests paid to residents and non-residents, and the fortifying of cooperation 
among the financial authorities. The withholding proposal was designed to achieve two objectives: 
o Avoid "taxative competition" among the member countries who will want to attract to their
 
respective markets, the savings generated in the European financial area, after the liberalization of
 
the capital movement, and
 
o Prevent capital drain from the European market, permiting the member countries the option of
 
not applying the withholding to interests paid to residents of third countries.
 

In virtue that this proposal was not successful, another one was presented, in which the member 
countries will retain the power of choosing between withholding the tax, liberating the taxpayer from 
all responsibility, and making the payment on account of the income tax. In this last case, the 
withheld tax could be deducted from the total income tax to be paid. 

This proposal did not have a political success either, since there has been opposition from the 
member countries. Some want to have a direct and close control over the interests paid to their 
residents, and intercede in favor of providing information on the interests received by the 
communities' residents, to the financial authorities by the banks. On the other hand, other countries 
do not want to accept any oi the proposals, disputing that both would provoke capital drain. 

In the light of these difficulties, the European Commission has opted for a third solution. This 
solution consists in fortifying the cooperation among the financial authorities of the member 
countries in order to avoid the possible tax evasion, and thus eliminate taxative distortions in the 
distribution of savings. Emphasis has been placed on the measures to irduce the taxpayer to declare 
the income that proceeds from his savings. In the member countries, there is the tendency to reduce 
withholdings in order to avoid evasion when capital movement iscompletely liberated. 

The risk of evasion is less in the case of income that proceeds from dividends than from the one 
that proceeds from bond or bank deposit interests. In the first case, in the majority of the member 
countries, the greater part of the tax owed by the stockholder is deducted at the source, generally 
through withholdings in the firms that pay them. 

DiscriminatoryProvisions 
There has been a tendency among the countries that are members of the EC, to grant financial 

incentives with the purchase of national titles-securities, basically shares and bonds. These 
measures can be seen as discriminatory and may lead to distortions. For this reason, it is proposed 
that they take the form of a deductible from the encumbered income, until a determined cap and/or 
the exemption. The European Commission opines that these distortions must be eliminated in a 
gradual manner - one can opt for the elimination of the incentive or make it extensive to titles­
securities issued in other member countries. 

Restrictionsto the PensionFundInvestment 
Some members of the EC do not permit that pension funds be invested in foreign title­

securitites, or restrict their scope to do this. Therefore, the free flow of capital is prevented for those 
that maybe are the most important institutional investors which the EC has. The European 
Commission is aware that this is due to prudential norms, but it thinks that they are excessive and 
seeks to eliminate them. 



Payment System 
Another fundamental aspect for the iategration of the financial markets, in general, and of the 

stock markets, in particular, is the payment system. For example, the fact that interests or profits 
from an investment are not received on the foreseen time, will substantially alter the output. One of 
the basic elements to achieve efficency in the payment system is the free convertibility and 
movement of currencies. Otherwise, any system would result inefficient. 

Currently, to make payments in any of the countries that are members of the European 
Community is a swift and easy process which isperformed through electronic transfers, checks or 
credit card. Nevetheless, individuals and firms that transfer small amounts still confront problems. 
The different measures that were adopted to improve the payment system are: 
o In 1987 the European Commission recommended the incorporation of a behavior code for 
relations between banks and retailers in regard to the electronic transfer of funds to the place of 
business. 
o In 1988, it was recommended that minimum terms and conditions should be established for 
credit card holders. 
o Finally, in 1990 it was recommended thai in regard to the banking transfers, the consumer 
should be given all the necessary information an the costs, including the exchange cost, tranfer time, 
etc. 

Protection to the Savers and Depositors: 
Harmonization of Prudential Rules 

The objective of the European Community is that the liberalization be given under a setting that 
will insure a satisfactory protection level for the investors; high opening standards of information for 
the investor and stockholder; equal competing conditions in the financial markets; and financial 
standing and stability of the middlemen. This implies, fundamentally, protection for the investor, 
and for this to occur, the only possible way is the harmonization of the supervising prudential rules 
of the financial institutions. Likewise, the Treaty permits equal scope for the adoption of 
extraordinary protection measures when diverse circumstances are given, such as the 
disorganization of the stock markets in any one of the member countries, or present difticulties with 
the balance of payment. 

Annex 3 presents a summary of the main issued directrices, and their modifications, which 
directly affect the integration of the European Community stock markets. At the same time, they 
show in a clear manner, the steps that have been taken to date, in order to make the integration 
feasible. In a general manner, the main actions adopted can be summarized in four points: 
1. Coordination of the requirements for the registration of titles-securities in the stock exchange. 
2. Harmonization on the minimum information that the emitting entities must publish, to launch an 
issue to market and attain its registration in the stock exchange as well as for the periodic 
information for the investing public. 
3. Measures which tend to eliminate taxative distortions. 
4. Agreements on the supervision of middlemen and precautionary measures to promote the 
transparency of the information, avoid the utilization of privileged information and harmonize the 
behavior codes of the middlemen from the different countries. 

It is important to emphazise that, even though the progress in the mobility of goods has been 
successful, in regard to the financial market integration, significant progress has been made only in 
the banking, insurance and reinsurance fields, while the integration of the stock markets is still far 
away. This is due to various reasons, among which the following can be pointed out: 



o In spite of having emitted various directrices in this sense, harmonization and convergence have 
been attained in an efffective and perceptive manner for those participating in the markets, the
 
legislations and regulations on securities in regard to taxative matters.
 
o An integration based on electronic links of the different markets is being planned. The stock 
exchanges of the member countries began efforts in this sense as of 1984, but the incompatibility of 
the systems used, and the struggle so that a system developed by one specific country be the one 
that will prevail, are elements that have stopped the integration progress. 
o Even though the stock markets of the countries members of the European Community are not 
completely integrated, the technological progresses and the liberalization of capital movement, 
permit that any person may invest through a middleman, who, through correspondents or, moreover, 
branches, can place the investment. This element and the quoting of titles-securities of the most 
important firms in various markets, maybe have influenced in that fact that the integration, per se, is 
not contemplated as a priority. Even though the transactions that are being performed now can be 
easily confused with integration, this has not been achieved, since the markets maintain their 
automony and do not act as a whole. Even though the market of one country can be seen affected by 
what is happening at another in the region, its interrelation does not differ significantly from the one 
that exists between the North American and Japanese markets, or between the North American and 
the British ones. The fundamental reason is the globalization process and the amount of titles that 
are being quoted simultaneously in those markets, whether directly or through "American Deposit 
Receipts" (ADR) or "Ordinary Participation Certificates" (OPC). 

On the other hand, it must be kept in mind that the European experience is of great value for the 
Central American markets, in virtue that every market is affected by the same factors, even though 
they can vary in degree and incidence. That is why the actions taken by the countries of the EC 
must be adopted by the Central American countries as a previous step to the integration of its stock 
markets. However, there exists a vital difference in both regions: the European markets are the 
oldest in the world and, therefore, are structured. From way back they have been institutionalized 
and they are highly sophisticated, not only in regard to the technology they use, but also in regard to 
the operations they perform. In this manner they differ significantly from the Central American 
markets and, therefore, in order to integrate the latter, it is necessary to adopt additional measures. 



CHAPTER 3 

INTEGRATION OF CENTRAL AMERICAN STOCK MARKETS 

The intregration of stock markets of the Central American Isthmus countries must be analized 
keeping in mind that such integration has two objectives: first, the formation of a regional market 
and, second, the participation of that integrated market, of greater size and depth, in the international 
markets. 

The integration of the national markets in a regional one, permits the substantial increase in the 
number of participants and the efficient canalization of the regional savings to the most attractive 
productive projects. It is true that national markets are small and shallow, due in part to the fact that 
they are of recent formation. For this reason, the integration seeks the creation of a stronger, deeper 
and continuous market which will permit the raising of its efficiency and the increasing of the 
advantages that the national markets offer to all of its participants - investors, emitting entities and 
middlemen. To achieve a successful integration, it is important that the stock markets of the region 
fulfill their basic function: support the wealth generating activities. Likewise, at the moment.of 
creating the infrasturcture necessary to make the integration feasible, it is necessary to keep in mind 
the differences between the stock exhcange transaction system and the banking system. Annex 4 
gives a brief description of the functions of the financial markets. The integration implies a 
minimum degree of harmonization of the laws and regulations that rule the stock exchange 
transactions, in such a way that a transparent and efficient market can be created. 

In regard to the second objective, that is, actively participating with greater competitive 
advantages than individually in the international markets, it can be affirmed that this has one sole 
purpose: attract international savings. 

Because of the aforementioned, some of the characteristics that the so called global investors 
look for in the developing markets must be kept in mind. First of all, it is evident that any market, 
national or regional, will attract international resources if the yield offered by the titles-securities is 
sufficiently attractive. But, this is only one of the necessary conditions: the output is affected by 
diverse macroeconomic variables and even of political character. When taking decisions there are 
other elements that are to be taken into consideration. 

In the lecture, Strengthening of Latin American Capital Markets, sponsored by the Institute for 
the Americas and by the Organization of American Nations, carried out in December, 1992, experts 
listed some of the elements that international or global investors consider in order to direct their 
investment towards markets of developing countries. Below is a summary of the most important 
ones: 
o The main risks that will be assessed are: (1) political risk; (2) economical risk; (3) structural 
risk 5 ; (4) rules that hinder capital flow, such as exchange controls and the possibility of 
"repatriation" of capitals; and (5)taxative risks, since there are less incentives to invest in a market 
that taxes capital gains and dividends, mainly when some institutional investors, such as pension 
funds, are exempt in their native countries. 

5It means that if the stock market infrasturcture issufficiently advanced for the handling of global investors. It 
must be remembered that those investors handle funds of important amounts and that their participation in 
small markets would affect inan important manner, the formation of the prices of titles-securities. 



o Specifically, in regard to macroeconomical politics, the aspects to consider can be summarized, 
in a general sense, in three: (1) responsible financial politics in the country, to which the resources 
will be directed; (2) governmental politics which favor the formation of internal savings and the 
efficient placement of the resources; and (3) elimination of restrictions and capital formation, 
including free currency convertability, free capital flow and no restrictions on the possession of 
property. To the aforementioned, the search of stable democratic goverments must be added. That is 
to say briefly, in the case of Latin America, the structural adjustment programs in progress should 
be successful. 
o The existence of an adequate legal framework, which is clear and provides protection to the 
investors and promotes the existence of a stock exchange infrastructure in agreement with the needs 
of the investors. 
o That the financial information which isprovided by the emitting firms be in agreement with the 
generally accepted accounting principles at an international level. In some Latin American 
countries, the quality of the financial statements of the firms isquestionable, and these principles are 
not always followed. On the other hand, it is important to keep in mind that in some Latin American 
countries the effect of inflation on the accounting was introduced, and that currently, due to the 
success of the structural adjustment programs, such adjustments are not necessary in many of them. 

In the same lecture, Rudolf Van Der Bijl, of the Capital Market Division of the International 
Financial Corporation, pointed out that there are six obstacles, in the Latin Amrican countries, to 
attract global investors, "besides the fundamental requirements ofpolitical stability and good 
economical performance": (1) lack of liquidity in the market - purchase and sale of important share 
blocks implies affecting their prices; (2) inconstancy of the markets - due to the high inflation rates, 
devaluations and speculation, the Latin American market is relatively changeable; (3) restrictions on 
investment and taxative barriers in some countries; (4) the regulation systems are underdeveloped, 
and the registration and transfer for the clearance of operations are inefficient; (5) standards that are 
inferior to the international ones in regard to the requirements of information disclosure and 
protection for the investor; and (6) the political risk. 

To achieve the integration of the region's stock markets, poses, per se, the need to mend some of 
the deficiencies and eliminate distortions that national markets present. On the other hand, it is 
evident that the formation of a regional trade area implies the previous harmonization of the 
economical politics (financial, monetary, credit and exchange) and the harmonization of the 
legislations and regulations in various areas. Even though many of these elements are necessary to 
achieve the stock market integration, reference will be made in the present report only on those 
directly related to those markets, since currently other studies are being carried out on the need of 
harmonization of the economical politics. 

Likewise, even under the current conditions, the most sophisticated investors of the region 
already negotiate titles-securities in a multinational manner, within, as well as out of, the region. 
When seeking to increase their output and diversify their portfolios, as well as other titles issued by 
the regional governments, it is possible to negotiate them in a multinational manner. For example, 
through the stock exchange of El Salvador, it is possible to acquire the titles issued by the 
Guatemalan Bank. Notwithstanding, the integration at this very moment, given the distortions that 
each one of the local markets presents, could lead to failure at a medium or long term. For this 
reason, it is proposed that, first of all, those distortions be eliminated before formally beginning the 
integration. 



MINIMUM REQUIREMENTS TO MAINTAIN AN EFFICIENT 
STOCK MARKET 

From what was expressed in the previous section, one of the most important conclusions for the 
stock market can be inferred: the support of the whole market is the confidence that the investors 
have in the system. For that reason, it results convenient to remember the minimum requirements so 
that a stock market, national or regional, may function and develop efficiently and may fulfill the 
basic requirement of granting confidence. Briefly, stable stock exchange transactions are needed 
which will be permit a transparent and just market for all its participants. This basically involves the 
following aspects: 
o Clear legislations and regulations that promote the development of the market and provide 
parameters on the degree of freedom to which each one of the participants will be subject, avoiding 
at the same time the over-regulation that could eliminate said freedom, and always keeping in mind 
that the rules that are established must always be applied, without exception, in such a manner that 
they inspire confidence and security in the stock exchange system. The regulation includes 
negotiating procedures to avoid manipulation on the prices of the negotiated titles-securities. The 
complete application of the legislation and regulations must be supervised in such a manner that the 
market can have stability. 
o Supervision of the performance of all the participants in the market, in order to insure its 
transparency. However, these tasks must be carried out particularly on the middlemen, in such a
 
way, that with the guarantee of their honesty and the observance of wholesome market uses and
 
practices, the interests of the investors are protected.
 
o The opening of information by the emitting entities, which must be ample, clear, standarized and 
continuous, and must be available at the same time to all the participantes, in such a manner that
 
rational investment decisions can be made.
 
o Agile and efficient clearance and transfer procedures of titles-securities must exist. 
o The training of the participants in the market must be promoted. An adequately qualified 
middleman will offer his services ina professional manner, and a qualified investor will know his 
rights and obligations. 

To fulfill these conditions and establish a regional stock market, it is important that they be 
fulfilled in the national markets first. Later on it will be necessary to harmonize some legal and 
regulatory aspects. In the following sections, aspects on which there exist gaps in regard to the 
fulfillment of these requirements in the region's markets will be pointed out. In the present chapter, 
only a general global analysis of the stock markets of the countries that form the Central American 
region will be made. In Chapter 4, a more detailed analysis, country by country, is presented. 

Legislation, Regulation and Supervision Aspects 
It is difficult to maintain the legislation and regulation areas separated from the supervision, 

since the laws provide the general background in which the stock exchange transaction activity will 
be developed. Consequently, they establish which institution will be in charge of supervising that the 
norms be executed, and then the functions of the supervisor are defined. Furthermore, the 
supervisor must be in charge of emitting those regulations that control the specific aspects of the 
market, which permit its operation within the general setting established by the law. At this moment 
it is important to emphazise the importance that the function of supervising those entities that act 
within the stock market has. Inthe first place, these are entities that perform financial 
intermediation functions, and in second place, they administer the public's resources. For this 
reason, the entities must adjust to the norms and practices established in such a manner, that order 



and security on their shares exist. In the world of today, it would be unthinkable that banks could 
act without any supervision, and the arguments and considerations applicable to them could be 
transferred to the entities of the stock exchange transaction sector, particularly to the middlemen. 

The only country of the region which, to date, has a stock market law, is Costa Rica. In Panama 
there exist diverse and dispersed legal ordinances (mandamus), which regulate the stock market. In 
the other countries of the region, some laws and decrees establish some principles on the stock 
exchange transaction activity - such is the case of the Credit Institutions and Assistant Organizations 
Law of El Salvador - but these, at the most, make reference to partial aspects of the stock market, 
and are generally regulated only for the stock exchange. Nevertheless, in Guatemala, Panama and 
El Salvador, bills on the subject have been prepared. To date, the only project presented for its 
approval to Congress is that of Panama; on the other hand, in September, 1993, the writing of the 
Stock Market Bill of Honduras was begun. In the following sections, some of the aspects which 
need to be considered in regard to these issues are dealt with, in such a manner that an orderly 
development of the stock markets be promoted. 

Importance of the GeneralCharacterNorms 
The stock markets are very dynamic and it is necessary that the norms that regulate them, be 

able to rapidly adapt to the changes that ocurr. For this reason, the laws must establish only the. 
general operation setting. Also, it must be taken into consideration that the approval processes of a 
law or it modifications are complicated and take a lot of time. One cannot depend on the 
modifications of the laws so that the stock market can develop. Therefore, the role that the general 
character norms play is vital, since their modifications are simpler and they grant flexibility in regard 
to the adaptation to the conditions that dominate in the market. 

On the other hand, when general character norms exist, the supervision tasks are easier and a 
more orderly, and transparent market is attained since all of the participants will act under the same 
"rules of the game". This is important in the case of the Central American countries, where there 
exists more than one stock exhange and where the supervision does not exist or it is very weak. If 
the outline is maintained, this will mean that the superior being must execute its powers in a 
different manner, according to the regulations of each stock exchange. In the practice, this harms 
the participants, since it is difficult to apply different criteria to the same problem, and at the same 
time, due to obvious reasons, distortions are created. Currently, in the region there exist ten stock 
exhanges authorized to operate, three of them in Guatemala, two in Honduras, two in Costa Rica 
and one in each one of the other countries. 

Even though with some operative restrictions, only in the case of Costa Rica the supervising 
entity has the express authority to emit general character norms, which permit the regulation of the 
stock exchange transaction activity. This is maybe the most important element of the regulating and 
supervision tasks. 

Self-Regulation 
In Central America, the majority of the participants intercede so that the stock exchanges be the 

ones that perform the supervision and control tasks of the market, that is to say, they request a total 
self-regulation. Nevertheless, there exist arguments against this, because if the stock exchanges are 
going to perform all the supervision tasks, it is very difficult that, in case ofproblems, above all with 
the investors, there could exist legal security on the determinations that are taken. Because they are 
entities of the private sector and in absence of special laws, such as in the case of Guatemala, they 
are regulated by common law, and these determinations do not have the power that could be given 
to a governmental entity. On the other hand, it is important that an impartial entity exist, where 



there do not exi3t conflicts of interest which could influence their decisions. In effect, this is the 
reason why in some markets with a higher degree of development than those of the Central 
American region, the supervising entity acts as an arbitrator in case of conflict, once the instances 
that the stock exchange offers have worn out. 

The arguments that have been used in favor of the self-regulation system are that the majority of 
the markets in the world were born as self-regulated ones, and that an excessive governmental 
regulation can attempt against the development of the market. Nevertheless, the governmental 
supervision was born with the fundamental objetive ofpreserving the interests of the investing 
public and was presented more as a need than as a desire of the governmeuts to intervene. 

It is true that, worldwide, the so called deregulation movement of the financial markets has been 
presented, but this has not implied, in any case, th: disappearance of the supervising entity. This 
deregulation has implied that the regulations be clearer and that, above all, the prudential norms 
prevail. 

On the other hand, all the stock markets are self-regulated up to a certain point, since all the 
participants are interested in promoting the transparency of the market and its good performance. In 
effect, the exchanges watch over their middlemen and these, at the same time, over their agents,
representatives and employees. However, this has not been proven sufficient in any market. A clear 
example is that not only the North American but also the Japanese markets, maybe the more 
advanced ones, would not have discovered, or hindered, by themselves, the transactions that were 
carried out using privileged information in recent years, if it would not have been for the supervising 
entities and the mechanisms that they use to perform their controling functions. 

The dominating situation in the region illustrates the philosophy of the decree that regulates the 
stock exchange transaction activity in Nicaragua, since it contemplates that the supervision, 
controlling and regulation functions be performed by the supervising entity in an indirect manner, 
through the stock exchange, and that these functions be directly executed exclusively in regard to the 
last. On the other hand, the Bills of Guatemala, Panama and El Salvador maintain this spirit. To 
establish this system would be like determining that the Bank Superintendency supervise, control 
and regulate the activities of the bank association, while the latter be the one in charge of 
supervising, controlling and regulating all the bank activities, including the power to emit prudential 
norms, inspection visits, etc. Maybe at first sight, the examples seems extreme, but in the practice, 
it means exactly the same. The stock exchanges are only lenders of services in order to facilitate the 
transactions of titles-securities in an organized manner and do not perform any type of 
intermediation; they will only require supervision to insure that their services are rendered 
adequately. 

On the other hand, when the regulation and supervision are left to the stock exchange, there is 
the danger that due to surviving motives, it will emit soft rules and that these are not always applied. 
In regard to this there are various examples in the region, but maybe the one that illustrates the 
situation in a clear way is that not all the enterprises registered in the Honduran Stock Exchange 
deliver their financial information quarterly, just as is established by their Internal Bylaws, and they 
limit themselves to filing their audited financial statements once a year. 

In the region all the stock exchange regulations contemplate preventive self-regulation measures 
which are adopted in advanced markets. However, they are vague since clear rules for their 
application do not exist. One of the most important measures is to temporarily suspend the 
quotation of a title-security when movements that alienated from the market are present. The 
region's regulations empower the General Manager or the Director of the Negotiation Circle to 
adopt it according to his criteria and for periods that will not go beyond the meeting where these 
movements are presented. The principle is adequate. notwithstanding, it is necessary that rules be 



established to do this. The rule could be established in different ways, but it must be clear. An 
example: 
The negotiation of a share will be suspended during ten minutes when its price varies 15% in regard 
to the previous last close; if after reinitiated its negotiation it would again present an equal variation, 
it would be suspended for twenty minutes, and if the variations continue, it will be suspended once 
more for another twenty minutes, and if the variations present themselves again, it will be suspended 
for the rest of the meeting, to open the following day with the price of the last transaction that was 
performed, and which will be the base to apply, in its case, the measure of the following day. Each 
time a negotiation of a share is suspended, the fact will be informed aloud to the operators. 

Even though this norm is applied basically to the negotiation of shares, it is possible to make an 
adaptation for all the titles-securities. 

It is important to keep in mind that one of the best ways to self-regulate the market is to promote 
the training of the middlemen, their representatives and the stock exchange personnel. In this 
manner, errors are avoided by lack of knowledge, and when completely qualified, all the 
implications of performing forbidding acts, or those that are outside the wholesome uses and 
practices of the stock market, are perfectly known. In all of the region's countries the lack of training 
and qualification was detected, reason why all the initiatives directed to raise it must be promoted. 

Supervision and the Supervising Entity 
In general terms, the supervision carried out in the region's stock markets is very weak, and it 

does not comprise fundamental aspects, such as the adequate control over the middlemen. In later 
sections, the supervision aspects to these entities will be dealt with in more detail. 

In the region there exists the controversy if the supervising entity should be an independent 
entitity of the other entities that supervise the financial system. To this respect there are not many 
arguments in tavor nor against, since in the advanced markets both systems are used without any 
difficulty. For example, in Japan the Treasury Department stpervises all the financial entities, while 
in the United States of America they are separate entities. This last model is the one adopted by the 
majority of the Latin American countries. 

What is really important isnot who performs the supervision but that it be done adequately. 
One must always keep in mind that the stock market is part of the financial system, but that the 
operations and the intermediation forms are totally different to those of the other institutions. For 
example, the banking system performs indirect intermediation, while the stockbrokers intermediate 
in a direct manner. Only in Costa Rica and Panama have institutions been especially created to 
supervise the stock market. In Guatemala, no entity performs this function and in the rest of the 
countries, this task has been given to the Bank Superintendency. 

It is also important that norms of prudential character be applied to the members of the 
supervising entity. In the majority of the markets, the law prohibits revealing the information that is 
being processed, with exception of that ofpublic character, since it has a privileged character. To 
reveal it could impair third party interests. Another norm that is applied in developed markets is that 
no member of the supervising entity can acquire by himself, or through an intermediary agent, 
shares of firms which are quoted in the stock exchange or are object of public offer. Normally, the 
purchase of shares through investing companies are an exception. Likewise, these norms are 
accompanied by sanctions for whom transgress them. 

So the supervising entity can adequately carry out its functions, it must have the ability to give 
legal force to its mandates, including the possibility to use public force if necessary. Otherwise, it 
will exclusively become a burocratic entity of administrative character; that is to say, it must be the 
maximum authority in regard to the stock market. 



An aspect that is important to emphazise is that in order to adequately perform th supervising 
tasks, it is vital that the entity which performs it, is formed by highly qualified professionals, that is, 
an exclusively technical body which is removed from politics. Likewise, the professionals must 
receive a remuneration which is adequate to their quality of specialized technicians. Otherwise, they 
will have to move to the private sector, or in the worst case, corruption problems may arise. 

The New Role of the Supervising Entity 
Today the role of the supervisor has changed. Not only does he function as supervisor, but also 

as a market promotor whose main filnction is to protect the investor, insuring that the rules are 
obeyed and that the public receives sufficient information on the risks involved in the stock market 
transactions. Thus, the majority of the norms that are emitied are ofprudential character. In 
markets like the Chilean and the Mexican ones, the supervising entity dedicates great part of its 
effort to dictate lectures that divulge the benefits that the stock market can offer. Furthermore, 
departments have been established to develop new products for the market. For example, by 
permitting the participation of the private sector in the construction of highways, the National Stock 
Commission of Mexico developed the instrument by which it is possible to finance it. 

On the other hand, currently the majority of the supervising entities work closely with the market 
participants and with the entities of the private sector, such as entrepreneurs associations. 
Frequently, all of them directly participate and cooperate with the supervising entity through 
Consulting Councils. 

It is relevant to point out that the participation of the supervised entities is only at a consulting 
level and they never take part in the decision taking process - because to do this, there would be an 
evident conflict of interests. This conflict currently exists in Costa Rica, since the law establishes 
that representatives of the supervised entities will participate in the Board of Directors of the 
National Stock Commission, which has generated that many initiatives, mainly of prudential 
character, be not emitted. Inthe Stock Market Bill of Panama, very similar dispositions to those of 
Costa Rica in that aspect, are established. 

Another measure that has been adopted with great success in many countries is to establish that, 
before the supervising entity emits a new norm, it be circulated among the participants in the 
market, the stock exchange, and the stockbrokers associations, so that their comments can be made 
known. In this manner, their point of view will be known. It is relevant to point out that also in some 
countries, the same participants are the ones that request from the supervising entity the emission of 
new norms, or the modification of the existing ones. 

Institutionalizationof the Stock Market 
In the measure that the stock market is institutionalized, the investing public will increase its 

confidence in regard to the entities that form it. An important step to achieve it is that the 
stockbrokers organize in chartered companies or corporations, but it is also important that the 
prudential norm of diversifying the share tendency be applied, just as is done in the banking system. 
This is, to limit per person the possession to a determined percentage. These percentages that are 
established in other countries go from 5 to 15 percent. Additionally, in order to retain that maximum 
percentage, the need to obtain authorization from the supervising entity has been established, while 
any inferior percentage is freely negotiated, since in many markets the stockbrokers quote the shares 
representative of their capital. It is relevant to remember that in some countries of the region, 
natural persons are permitted to act as stockbrokers. Inthe same manner, the institutionalization of 
other entities should be seeked, with an active participation in the market. The clearest example are 
the investment funds. 



The Middlemen 
The supervision of the middlemen as well as their adequate regulation, are probably the most 

important tasks in order to protect the investing public and the transparency of the market, due to the 
fact that, precisely, they are the ones that deal directly with the public. 

In none of the region' countries is performed an adequate supervision of the stockbrokers and 
prudential norms have not been emitted for its functioning. This is because in the majority of the 
region' markets, the stock exchange is in charge of performing this function. Next are some aspects 
related to the middlemen which are necessary to regulate and control. 

Minimum Capital 
To date, a minimum amount ofcapital has not been established for the stockbrokers in the 

region. At the most, there exist norms for the stock exchange in this respect, but in all cases they are 
deficient. It is important to remember that this is one of the aspects on which great attention has 
been given in the European Community. An adequate capitalization will permit the efficient 
performance of their intermedidation tasks and will insure that they have the sufficient support on 
the operations that they carry out. 

The above has greater importance when the stockbrokers can perform operations on their own 
account. They are permitted to do this in all the markets; nevetheless, they do it without the 
existence of any limit and these limits must be established in regard to their capital. An example 
which clearly illustrates the need to establish said limits isthe borrowing of securities operations. 
When these are performed on own account, it represents a contingent for the stockbroker. For 
example, in Mexico limits per instrument are established in order to perform borrowing of securities 
operations. The current one for the Federation's Treasury Certificates is 50 times its global capital. 

It is opportune to point out that in spite of the need to establish limits for the operations on own 
account, it isvital that these be permitted for the development of the market. Thus, the stockbrokers 
may perform placements in the underwriting modality, grant liquitidy to the market, handle the 
surplus resources of the firms' treasuries, etc. 

Accounting Systems 
In all the region's countries, the stockbrokers carry out their accounting, applying the generally 

accepted accounting principles for all the stock companies. For this reason, there are no account and 
system handbooks designed especially for them. It is important that this be incorporated because the 
activities that they perform are not the same as those of any stock company or corporation. It must 
be considered that they are financial entities that administer the public's resources as well as the 
titles-securities entrusted to them by their clients; also, they perform operations on their own 
account. All these activities must be clearly reflected in the accounting system they use, and, 
therefore, in their financial statements. Costa Rica is the only country in which the measure has 
been partially taken. 

PresentationofFinancialInformation andInspectionAuthority 
Not only is it important that the stockbrokers' accounting be performed with adequate systems, 

but also that the supervising entity have access to them, the same as for the banking system and 
other financial entities. In the majority of the developed markets, the supervising entity requests that 
the financial statements of the stockbrokers be presented monthly. To do it in another way would 
avoid that the supervision tasks be performed adequately, since itwould not be possible to 
opportunely detect any irregularity. In none of the region's countries has this measure been 
established, although in Costa Rica quarterly financial information must be presented. In the rest of 
the countries, the audited financial statements are requested once a year, at the most. 
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On the other hand, only in Panama does the supervising entity have the authority to perform
 
inspection visits to the stockbrokers, including audits. This measure is considered fundamental for
 
the supervision to be effective, as well as for the adequate control of the fulfillment of the norms that
 
regulate the market. In the majority of the region's markets, this is jurisdiction of the stock
 
exchange.
 

SanctionsandInterventions 
In all the region's markets activities which go against the wholesome development of the stock 

market have been typified, and sanctions have been established for this purpose. However, their 
applications are not clear, since the same will be applied discretionally. It is important that the faults 
be coded, as well as the corresponding sanctions, according to the seriouness, so that the same fault 
will be penalized with the same sanction. This will give transparency to the market. 

On the other hand, in all the region's countries, the stock exchanges are the ones that have the 
most ample authority to sanction the stockbrokers with measures that include suspension or 
cancellation of their concession. In regard to the powers of the supervising authorities, these are 
very limited. 

Athough its true that these sanctions are used in the majority of the stock markets, it is also true 
that in these markets any serious fault is punished with the intervention as a precautionary measure, 
parallel to the suspension but before cancelling its authorization. The reasons are easy to 
understand, because in case a stockbroker commits a serious fault it is necessary, above all, to 
protect the interests of those investors who have entrusted their resources. The administrative 
intervention is the ideal mechanism: if the sanction is directly used, the stockbroker can make use of 
the titles-securities that he has in his custody and administration on account of the clients, and can 
also settle his assets without any procedure. In none of the region's markets exist mechanisms that 
can avoid the above. 

The intervention not only avoids the stockbroker from infringing the assets which he has at his 
disposition, his own as well as those belonging to third parties, but it is also a precautionary 
measure, and in case the committed fault is due to poor administration, the errors can be corrected 
and the stockbroker can be rehabilitated. This isa measure fully used by the supervising entities of 
the banking system and all the arguments that are valid for them to justify it, are applicable to the 
middlemen of the stock exchange transactions, including stock exchange. 

Therefore, the intervention is one of the most important measures that should be contemplated 
by any legislation of the stock market. Costa Rica is the only country in which the intervention 
measure is contemplated. However, the supervising entity cannot carry it out directly, since it has to 
follow a process before the central bank. This reduces effectiveness since it cannot be executed at 
due opportunity. 

Allocation Systems 
In none of the region's countries have systems been established for the allotment of titles­

securities. Those systems are directed to protect the interests of the investors, particularly the small 
and medium ones. For example, when there is an excessive demand of titles-securities and only 
part of the total purchase orders of the clients are executed, without this type of systems there is the 
tendency to allot all the acquired titles to the biggest clients, or to own account, not caring if a small 
client requested the purchase first. The system most commonly used is first come-first go; that is to 
say, the titles-securities will be allocated according to the order in which the purchase or sale 
applications arrive. The Stock Market Bill of El Salvador is the only one in which the allotment 
system is referred to. This type of systems must be incorporated as part of the operative system of 
the stockbrokres. 
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The CommercialCommision Contractandthe Statements ofAccount 
An element that protects the client, but also the middleman, is that the relation between both be 

documented by means of a commercial commission contract. In this manner, the client will be 
completely aware of the contractual relationship and his rights and obligations. This is vital because, 
due to the type of intermediation which is performed in the stock market, the stockbroker never 
assumes any risk. The investor is the one that does, even in those cases of the discretional type 
accounts. 

In this contract, the rights and obligations of both parties are specified, as well as the operation 
modalities that are to be performed, among them: if the client's account is discretionary or 
discretionary limited, on which accounts should the stockbroker make the deposits for the client; if 
the stockbroker administers the titles-securities, the names and general data of the beneficiaries of 
the client, etc. The use of this legal instrument is not divulged in the region's markets. It is 
important that the necessary steps be taken in order to incorporate in an obligatory manner, the use 
of the same. 

Each time a client performs an operation in the region's markets, the stockbroker has the 
obligation of giving him a copy of the transaction that was performed in the stock exchange. The 
measure is little practical from the operative point ofview, since in more active markets, the orders 
of various clients are executed in the same operation. Furthermore, when a good opportunity of 
buying a block of titles presents itself, it could be wasted when requesting its fractionization. The 
obligation of fulfilling this requirement can lead to increasing the administrative costs of the 
stockbroker, which will necessarily be transferred to the client. In markets with greater degree of 
development, the stockbroker is obliged to give an operation voucher to which the law grants all the 
necessary juridic force. 

The stockbrokers do not have the obligation, in any of the region's markets, to present their 
clients monthly statements of account. This practice iscommon in the stock markets, since the 
statements of account are a way of proving all the operations that a client has performed during the 
month, and jointly with the operation voucher, they are a form ofprotecting the middlemen from any 
action that the client could take, arguing lack of fulfillment of his orders. 

Advertising 
Another aspect that is not regulated is the advertising that the stockbrokers can perform on the 

services they render. This is very important since it was observed that in some countries, terms such 
as security, or even, output guarantee are used, which goes against the nature of the type of 
intermediation that is carried out, and of the stock market, where the prices of the titles-securities are 
determined in virtue of the free supply and demand game. A publicity that distorts the stock 
market's activities is dangerous for the stockbroker, because he binds himself into offering 
something on which he has no control but, above all, he harms the investing public when he gives it 
erroneous information on what it can obtain throught the stock market. The argument that has been 
used in favor of this practice is that currently, the majority of the transactions are performed with 
fixed income titles. However, in a eventual increase of the interest rate, and with the need of selling 
determined title, the probability of losing is very high. 

ContingentFund 
Even though in the region's markets it has become an opertion requirement that stockbrokers 

create a bond in order to guarantee their operations, and that the same can be used in case the 
stockbroker, or his representatives or agents, perform undue acts, to indemnify the investors that 
result harmed, the amounts are reduced and no operational criteria is applied to set them. That is to 



say, that their amount isin function of the amounts operated by the stockbroker. Therefore, the 
bonds are inadequate, and in case of problems, they result insufficient. 

The mechanism that has been employed in other markets is to form, with resources contributed 
by all the stockbrokers, a trust in favor of the investing public. The sum each stockbroker 
contributes is in function of the operations he performs. Generally, the resources of this fund are 
administered by the stock exchange and they are invested to maintain, and increase, their value with 
the passing of time. 

Informationof the Stockbroker's Operations 
An aspect ofvital importance to perform an effective supervision, is that the stockbrokers 

inform of their operations to the supervising entity. This must be done daily since it is the only way 
to detect the irregularities on time. In the region's markts it is contemplated that this information be 
given to the stock exchange only when this entity request it. 

The ideal is that the information be received daily by the supervising entity, or if feasible, 
electronic methods be used through which information can be obtained directly. To receive this 
information, as well as its processing, it is basic to establish the so called "opportune alarm 
systems". An example that clearly illustrates this situation is that in markets with higher grade of 
development, it is possible that the stockbroker perform borrowing securities operations with titles 
from his own portfolio, and that generally such transactions are not carried out in the stock 
exchange. If the supervising authority does not have the information opportunely, it would be 
imposible for it to adequately perform its tasks, and detect irregularities such as operations with non­
existing titles, prompt sales, etc. Even though it is true that these operations are currently not 
performed in the region, given the conditions of the markets, it is probable that in short they will be 
begun. Furthermore, the regulations ofsome stock exchanges contemplate the possibility of 
performing them, and this is only one of the many operations that can be carried out in the stock 
market. 

Periodically, the supervising entity has to have information that will permit it to elaborate 
trustworthy market statistics, in order to perform a profound analysis of the same. Normally, the 
stock exchanges do not have this information. Among the information that must be available is the 
following: number of the stockbrokers' clients, separated by their status of natural or legal person; 
amount of the re3ources invested by the clients; nationality of the client; etc. Because this is 
confidential information that belongs to the stockbroker, but important to analyze the market in a 
global manner, it isconvenient that it be strengthened and in this way be known to the general 
public. With the existence of more than one stock exchange, even though it is requested, only a 
partial vision would be had, but also due to its confidentiality the supervising entity is the one that 
should handle it. If the stock exchange does it, this confidentiality would be lost, especially of it is 
taken into consideration that some of the members of the Board or of the Administration Council are 
also stockbrokers and, therefore, would have access to the information. 

OperatorsandPromotors 
Even though the activities of the operator, as well as of the promotor, can be performed by the 

same person, particularly in small markets or of recent creation, once the first stage is surpassed, it 
is frequent that new personnel be integrated to perform promotion tasks. No promotor figure has 
been established in the region's countries, and they only make reference to the operator. In some 
regulations the figure is even confused, or it is taken for granted that only the operators will be 
promotors. Nevertheless, in almost all the countries, there exist persons that directly deal with the 
investing public and who do not have to fulfill any requirement to develop the activity. 
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This situation goes against the wholesome development of the market, and it is an element on 
which attention should be placed. It is important that the promotor figure be created, and that he, as 
well as the operator, must require the supervising entity's authorization in order to develop his 
activity, and that one of the requirements to obtain this authorization would be to pass an exam on 
which his knowledge in stock exchange transactions could be certified. In the developed markets, 
this measure is considered as one of the best prudential norms that are in force, to protect the 
interests of the investing public. 

In the region, the previous requirements are only partially fulfilled, since only in Panama the 
operators require the authorization of the supervising entity, who is in charge of applying the exam. 
In the rest of the markets not all the regulations of the stock exchange urge the exam as part of the 
requirements that are to be covered in order to obtain authorization to act as operators. In some 
countries, such as Mexico, the supervising entity is the one who applies the exam, while in other 
countries, such as the United States of America, the entity in charge of doing it is the stockbrokers 
association, and no argument exists against the fact that the stock exchange perform this task. What 
is really important is that the areas comprised are established by the supervising entity, by means of 
general character norms, and the importance that the fact has of requiring the supervisor's 
authorization in order to act as operator or promotor, be reiterated. 

Investment Funds 
In the region's markets there practically does not exist legislation nor regulation for the 

investment funds. In Costa Rica the legislation contemplates them in an ample, even though 
inadequate, manner, and the regulation is insufficient since, for example, it does not cover portfolio 
assessment norms. 

Currently, few are the funds that operate in the region, even though it has to be emphasized that 
in Costa Rica semi-analagous entities have surged, which the stockbrokers administer and that are 
not adequately regulated. The investment funds are the entities that facilitate the participation of the 
small and medium investors in the stock market, and due to the resources that are handled, they are 
considered one of the most important institutional investors ofany market. 

Because they capture resources from the public, they must be authorized by the supervising 
entity and be under its control, and in order to function adequately, it is vital that they operate under 
clear rules that permit the protection of the investor. The norm should comprise various aspects, 
among which are found the following: they must publish a placement prospectus, in which is given 
clear information In regard to its operating manner; fund type according to the titles-securities that 
will integrate their portfolio; ruics to enter and leave the fund; clearance terms; manner in which the 
value of the shares that represent their joint stock will be determined; parameters for the assessment 
of the portfolio. There must exist the obligation of informing periodically, or when the client 
requests it, on the composition of the investment portfolios, its diversification grade, etc. 

An aspect that is worth seeing into is the assessment of the portfolio. This activity should be 
done daily, following clear principles that tend to protect the interests of the public, Once the 
assessment is performed, the value that corresponds to the shares, in the case of investment 
companies, or quotas in the case of investment funds, should be divulged, in such a way that the 
public is permanently informed on the development of its investment. A poor assessment can creat 
important distortions of under or overvaluation, which will damage the investing public. For 
example, it is suffice to point out that in 1992, some fixed income investment companies in Mexico. 
when applying erroneous assessment criteria, overvaluated their shares, and when the supervising 
entity made them correct the error, losses for various thousands of millions of dollars were 
presented. 
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There exist other elements, besides those of economical politics, not directly related to the stock 
exchange transaction legislation, which affect the stock markets and, therefore, its integration. Two 
of great importance are: 
o To date, in Costa Rica there only exist registered shares, while in the rest of the countries of the 
region, there are bearer shares. Facing integration, this implies a barrier, since in this country only 
registered shares issued in the other countries could be negotiated. 
o There exist important differences in the taxative treatment among all the countries of the region. 
For example, when performing a public offer of titles-securities in the stock exchange in Panama, 
interests are exempt from taxes, and in Honduras, the interests on the titles negotiated in the stock 
exchange are subject to a 10% rate, and they are not cumulative for income tax effect. That is why it 
is important that before the integration, a harmonization of the taxative systems be performed, to
 
avoid distortions that can damage it. In regard to the taxative systems, all and each one of the
 
conclusions of the European Economical Community can be applied. Furthermore, there exist
 
distortions that impede the development of the market that pertains to capital stock. The most
 
important one is that in all the countries there exists double taxation on the dividends.
 

Opening of Inf6rmation by the Emitting Entities and the Standarization 
The efficiency of the stock markets is measured according to the swiftness with which they 

adjust to the information that determines them. Thus, for example, on the first level of efficiency, 
which is a weak test, the swiftness of adjustment to the changes in the macroeconomical and 
financial variables of the economy is measured. The clearest example is the response of these 
markets to the variations in the interest rates. This is the hardest test to pass, since this information is 
available to all the public, without hardly any procedure and because it is frequently published by the 
different newspapers of each country. 

On the second level, a semi-strong test, the swiftness with which the), e.djust to new information 
of the firms that quote their titles-securities in them is measured. The classic cxamples of this type 
of information are the variations in the profits/losses, expansions, or changes in the capital stock 
tendency which influence the right to vote, etc., that is to say, it refers to any information that can 
modify the future flow expectations and, therefore, modify the price of the title-securities. In the 
case of shares, the information will permit the evaluation of the possibilities of an increase in capital 
gains, or the possibility of an increase in dividends receivable. In the case of indebtness emissions, 
the information will permit the evaluation of the emitting entity's ability to pay, in order to fulfill the 
acquired obligations. 

The third level of efficiency, a strong test, measures the fact that all of the information is 
available at the same time, to all the participants, and that nobody uses it in advance for his own 
benefit, which has been called utilization of privileged information, or "insider trading". This is the 
most difficult test and it requires a very close supervision of the operations that are being performed 
in the stock markets. 

Therefore, the flow of information that the participants receive in a stock market is essential for 
the latter to function efficiently. 

Based on the analysis performed in the stock markets of the six countries that form the Central 
American Isthmus, it was detected that none of them have the necessary information in regard to all 
the emitting entities, which will permit the efficiency of the markets; and in the few cases where 
there is information, the distribution channels are poor. The Costa Rican market is the only one that 
requests information quaterly, and in which exists a standarized form of presentation. Nevetheless, 
with the purpose ofpromoting the market, special norms were emitted for "small emissions", which 
substancially reduce the information requirements. This, far from helping, causes damage, since the 
size of the emission is not important. What is important isthat the investor can count on the 



necessary elements to make decisions. Furthermore, in regard to the investment funds or its semi­
analogous, such as t, "Securities Administration Account" (CAV - initials in Spanish), the 
available information is little, because if the portfolios are not adequately assessed, there does not 
exist an evaluation of the participations. There are other examples which illustrate the lack of 
adequate information in the region, suffice to mention one: One of the most important data is the 
destiny that will be given to the resources obtained through the emission of titles-securities, and in 
very few markets is this information requested, or if given it is very deficient. For example, in 
Guatemala some emitting entities issue titles for a term longer than two years and they only indicate 
in the prospectus that the funds will be used for the customary activities of the firm, that is, for 
working capital, which isinadequate information. 

On the other hand, even though the norms in force in the region's markets establish the delivery 
of information periodically, the same norm is not applied in all the markets, that is, some request it 
quaterly and others semi-annually. Additionally, the regulation is not made effective in all of the 
cases, just as was mentioned. The best example that illustrates this is the one of the Honduran Stock 
Exchange, whose regulation establishes the delivery of quaterly information, but none of the 
emitting entities fulfill the requirement. 

One of the basic forms of delivering information is the bill on title-securities emission. 
However, those reviewed, in a general manner, are deficient and do not present complete 
information. For example, the notes on the audited financial statements, the destiny of the funds 
obtained from the emission, and sufficient information on the payment of interests and their 
calculation form, are not always included, even though in Costa Rica and Panama the bills were 
reviewed with good quality information. There exist examples that illustrate the region's situation: 
in Guatemala the National Stock Exchange norms the request that audited financial statements of the 
three last administrations be included. But in two of the bills that were reviewed, only information of 
two years was included, in spite that more time had elapsed since the firms had been organized. In 
Honduras there do not exist bills on emission, and in El Salvador they are very plain and resemble 
more the leaflets that firms emit in advanced markets to maintain the public informed of its quarterly 
development. 

The analysis performed in the region on the emitting entities and their titles-securities is very 
small, not only on behalf of the stock exchanges but also on behalf of the middlemen. One of the 
reasons is that there is no adequate information, and another is the lack of training. 

The analysis capacity of the market is very important, since the analysis is the only activity that 
permits the detection of the best bills, that is, the creators of wealth. In effect, in the sophisticated 
markets exist firms that dedicate themselves exclusively to performing that activity. In other 
important markets, the middlemen have formed departments exclusively dedicated to analysis tasks 
in all of the branches: fundamental, economical, stock exchange transactions and technical. 

Due to the aforementioned, the information on which the markets can count on is a key element 
for their development. Another parallel element is the standarization of its presentation. This not 
only implies the utilization of a format, but most importantly, that the firms apply the same 
accounting normrs. To adequately affront the integration of the Central American stock markets, not 
only is it necessary to harmonize the information requirements that are asked of the emitting entities, 
but also the standarization of the accounting systems used. With this the distortions that can be 
generated when employing different accounting systems will be eliminated, and an adequate 
analysis of the emitting entities can be performed, using the same parameters. An example that can 
illustrate the situation isthe evaluation of inventories, since depending on the system used, the 
results wil vary. 



The standarization of the information promotes the transparency of the information, and 
therefore, of the market. This is one of the elements that has been taken into consideration by the 
European Economical Community. 

On the other hand, it is important to supervise the emitting entities, so that they may deliver 
information in the manner, and at the moment, that are established. Additionally, it must be kept in 
mind that at the moment the markets are integrated, the information must be available at the same 
time in all the countries, in order to avoid distortions. 

Previous to the harmonization of the information requirements, an intense study of the currently 
requested requirements must be made. This study performed by FEDEPRICAP on the subject, and 
to which Chapter 1makes reference, must be updated. In this manner the current deficiencies will 
mend, and the harmonization will be possible at the same time its presentation is standarized. 

The study that is suggested must also serve to eliminate those excessive requirements, or those 
that do not provide important elements for the investment decision taking. 

In none of the region's markets exist adequate supervision systems to avoid the utilization of 
privileged information, although it is true that the majority contemplates some type of norm in that 
respect. However, when they do it, it is only for prohibition and there does not exist an adequate 
sanction system. 

Clearance and Transfer Procedures of Titles-Securities 
The clearance systems in the region are not efficient in all cases, but important efforts have been 

made to improve them, although some deficiencies still subside. For example, in all the markets it is 
not possible to perform the clearance on the same day, and this undoubtedly affects the output of the 
titles. Notwithstanding, the greatest difficulty is found in the transfer of the titles-securities, 
although there are also important progresses in this field, and the majority of the stock exchanges 
have begun the creation ofprotection, custody and administration mechanisms. Currently, they are 
not found in complete operation; additionally, the figure of endorsement in the administration does 
not exist and this reduces the fluidity of the operations. The transfer procedures are hampered at the 
same that the dematerialization of the titles becomes difficult. 

To adequately affront the regional integration, it will be necessary to count with efficient 
mechanisms for capital transfers through a clearing house, whether it be private or public, which 
will guarantee that the operations performed with titles-securities can be cleared on time, pursuant to 
the manner they were agreed upon. In this respect, it must be pointed out that the central banks do 
not want to become involved in the compensation mechanisms, maybe as a response to previous 
experiences, although they will support any initiative of the private sector in this sense. To date, 
some commercial banks have shown interest in providing this service. 

Notwithstanding the aforementioned, it is important to remember that there does not exist 
complete security on the exchange freedom nor on the capital flow in all the countries; that is to say,
it is not abandoned to the free supply and demand game. If a bank, or a group of private commercial 
banks perform the fund transparency task, it will be necessary for them to purchase an insurance or 
establish a regulation that will protect them against the eventuality of not being able to perform the 
fund transfer, and against the possibility of not being able to change currency. This will evidently 
increase the cost of the transactions. The clearance system that is to be implemented has to be 
efficient and must grant the ease to perform value operations on the same day. 

In regard to the transfer of the title-securities, it is important that the creation of a regional 
protection, custody and administration system be contamplated, which will include the figure of the 
so called endorsement in administration, aud which will avoid the mobilization of the titles from one 
country to another, and at the same time, it will grant security to the investor on the possession of the 
same. In this manner, the titles can be dematerialized and the emission cost will decrease, although 



it must be pointed out that it will be necessary to perform an educational task with the investing 
public, who is currently accostumed to obtain the physical title that it purchases. For the expounded 
reasons, it is important that the entity formed to perform this task, be controlled by a competent 
authority and that it will act under clear norms and criteria, such, that the security will be granted to 
the investor. 

Because of the expounded in the previous sections, it can be deducted that it is important to 
carry out the harmonization of the rules and regulations that direct this stock exchange transaction 
and those that directly affect it, such as taxative systems. In the previous chapter, when describing 
the European Economical Community's experience, reasons have been given for it, and the same are 
applicable to the Central American market in all its extension. 

MAIN CHARACTERISTICS OF THE STOCK MARKETS OF THE REGION 

Besides the characteristics already exposed in the previous sections, there are others which are 
worthwhile mentioning, and that will be listed below: 

1. The majority of the titles-securities negotiated in the region's markets are those of 
indebtness, and they are titles emitted by the public sector, except i' tse of Panama and Honduras, 
markets where the presence ofpublic titles is minimal. The reducea j.,esence of shares in the 
Central American markets is due to reasons that are common in the other Latin American countries' 
markets. Some are: 
o Fear of the entrepreneur that they will lose control of the firm, in spite that the majority of the 
Commecial Codes point out that at least 20% of the votes are required in order to assign a member 
of the Board or Administration Council. 
o Lack of qualification in the firms' owners and directors, to assess the benefits of financing their 
needs with the emission of capital. This is also linked to the low presence of indebtness titles issued 
by the private sector firms, since the knowledge on the advantages of diversifying the credit and on 
the financing forms that the stock market offers is little. Another reason linked to the previous 
situations is the little promotion which the middlemen make on these products, in part motivated 
because, to date, they have obtained important profits with the mere intermediation of public titles in 
the money market sector. 
o Many enterprise groups have interests in institutions of the banking system and easily obtain the 
credits that they require, in spite that on ocassions, the amounts of the credits granted to the so called 
entailed firms, represent a risk for the bank. This is one of the reasons why it is important that the 
bank supervising entities emit adequate regulations on entailed credits. 

o Fear of the entrepreneurs of not placing their shares among the public, a thing that has direct 
relationship to the fact that there exist few institutions that perform the activity of investment bank. 
In the case of middlemen of the stock exchange transaction sector, it is due in part to the fact that 
they do not have the necessary resources to make underwriting placements. 
o That in some countries the procedures to obtain the authorization to perform emissions are slow, 
and it is faster to obtain resources from the banking sector, in spite that in the majority of the 
countries, the cost is superior to that of emissions. 

1. 1 



Due to the aforementioned, the same as for may of the Latin American countries, the
 
greatest challenge of the stock markets is to achieve that the private sector firms quote those shares,
 
which are representative of theirjoint stocks, in the stock exchange. In the case of Central America,
 
one of the first steps could be to initiate the quotation of banking institution shares, since its financial
 
information is already ofpublic character, through diverse publications of the entities that supervise
 
such matters, and also there exists confidence in these institutions.
 
2. Because the majority of the negotiated titles are governmental, the stock markets of the
 
region partially fulfill their function, since the wealth generating activities that suppor them are few.
 
3. In practically none of the countries has an intense secondary market been developed. In its
 
majority it is represented by operations of borrowing of securities, or repurchase, that are used to
 
give liquidity to the banking institutions as a means for these to invest their temporary surplus. In
 
effect, through these operations the interbanking market has been substituted. The reasons that have
 
originated this situation are various, and they are linked to the characteristics that are proper of each
 
particular market. Some of them are:
 
o The existence of sole titles emitted according to the investor or emitting entity. 
o The fact that to obtain financial benefits for the buyer, the only requirement is that the titles be
 
placed through the stock exchange, and once the placement is performed, it is not necessary for the
 
subsequent transactions to be perfromed within the stock exchange. When doing it outside the stock
 
exchange, the payment of the respective commission is avoided. This is true, although in all the
 
region's countries the stock exchange has regulations against this practice.
 
o It is related to money markets, that is, that the majority of the titles are emitted for short terms, 
and the majority of the investors only invest at very short terms, which is very common in all the 
financial markets. It is suffice to observe that the securing of the banking system has an average 
term of 180 days. Even though this is due to various reasons, the most important one in Latin 
America, in general, and particularly in Central America, is maybe the lack of confidence that the 
public has in that the structural adjustment processes are of permanent character. There exists fear 
that the economical situation can be inverted. Additionally, it has to be taken into consideration that 
some countries of the Central American region still affront political character problems, and on the 
other hand, that the majority ofstock markets in the region are very young. This youth, even though
in itself does not represcnt an obstacle for the development of a stock market, the little experience 
and knowledge on the stock exchange negotiations, is. 
4. That the money market in Central America has developed is also due, to a great extent, to the 
absence of institutional investors who, by nature, are the ones that invest at long terms and grant
liquidity to those titles. The pension funds are greatly of public character and they affront serious 
clearance problems, and when they have resources, the norm specifies that they be invested in public 
sector titles. The insurance companies affront rigid regulations that also greatly limit the investment 
to governmental titles. In regard to the third important institutional investor, inavestment funds, they 
are practically inexistent and the few that operatc make short term investmerils. 
5. In spite that the operations of greater importance that are performed ir thle regionf. stock 
markets are those of borrowing ofsecurities, in the majority of the countries they are pcrfor,-ned as 
repurchase operations. It must be pointed out that in Costa Rica they are contemplated as such. This 
form of operation limits the versatility of the borrowing of securities and actually reduce., the 
opportunity of ge-nerating profits for the middlemen. For example, the established guarntee systems 
impede the sale of titles acquired through the borrowing of securities operations. 
6. With few exceptions, in the region exists the idea that the supervising entity of the stock 
exchange must classify titles-securities or emitting entities, and some legislations and regulations 
actually establish it. For example, in El Salvador, the Credit Institution and Assisting Organizations 
Law points out that it is an obligation of the stock exchange. This is an erroneous idea, since the 
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responsibility of the supervising entity, as well as that of the stock exchange, is exclusively to verify 
that the emitting entities fulfill the requirements established for the emission, and that all the 
information necessary to take the investing decisions is available opportunely for all the participants 
in the market. For this reason the classifying firms have been created, so that they can perform this 
function. 
7. Currently, only in Costa Rica exists a securities classifying firm. Notwithstanding, in the rest of 
the markets is perceived the absence of these institutions as one of the key elements which has 
impeded the development of the stock markets. As previously mentioned, the classifying activity is 
left in the hands of the stock market in some countries. 

Notwithstanding, the absence of the classifying firms is not determining for the development 
of the stock market. The majority of the Latin American markets created them until a very recent 
date. What is important is that the information on the emitting entities and titles-securities has 
quality and is available to all the participants in an efficient manner. It is precisely in this aspect that 
the Central American markets fail. On the other hand, having classifying firms in this development 
stage of the Central American markets, can inhibit even more that the firms may become open ones, 
since the oblitatory classification of the emitting entities and their titles-securities, implies increasing 
the cost of intermediation. 
8. There exists the practice that the indebtness titles pay interests according to the rates expressed 
on a commercial year of 360 days, a custom generally accepted by markets with a greater degree of 
development. However, in the Central American countries, the titles pay only periods of 360 days, 
even though the emission is of a calander year, that is to say, they do not pay for the days effectively 
elapsed, just as is the custom in the more developed markets. This custom is the habitual practice, 
not only in the stock market, but also in the banking system. In effect the markets adjust to these 
practices when making the evaluations of the interest rates. However, for many of the operations 
that are performed in the stock market, they are harmful. The clearest example is: the borrowing of 
securities operations in which it is necessary to calculate the bonus, according to the days that 
effectively elapsed. It is relevant to clarify that the Central American markets have recognized this, 
and these operations are performed in this manner. But the practice can generate distortions, since, 
for example, in a month with 31 days, if the negotiated titles are those that pay monthly coupons, the 
calculation will be difficult. This practice affects the appriasal of the shares of the investment 
companies, since these must be assessed daily under clear rules, and this practice makes the 
appraisal and supervision of the same difficult, a vital aspect in the development of any stock 
market. 
9. During the investigation, the need to increase the efforts for the qualification at all levels was 
detected. This training would be for the stock exchange personnel as well as for the middlemen and 
for the supervising authorities, notwithstanding that all the interviewed persons declared their 
interest in training and making the necessary efforts to achieve an institutional level. The stock 
exchange contemplates, within its plans, the action of performing qualification efforts directed 
towards their personnel as well as towards the stockbrokers. It is probable that the lack of training is 
one of the motives why a higher development of the stock market has not been acquired, since there 
is a series of services that are not offered, in spite that they could have great acceptance, such as the 
administration of the treasuries of the firms, the development of investment companies, counselling 
in financial engineering for the firms, placing of accounts receivable within the stock exchange 
transactions, etc. 
10. The region's stock exchanges are distinguished because in their majority, they are of mixed 
character, that is, not all their shareholders are stockbrokers. The stock exchanges where only the 
stockbrokers are shareholders are the National Stock Exchange of Guatemala, the Electronic Stock 
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Exchange of Costa Rica and it is expected that all the shareholders of the Central American Stock 
Exchange of Honduras form stockbroker agencies. 

Even though there exist examples in other stock exchanges with mixed capital stock, the 
ones that have developed the most are held exclusively by stockholders or are governmental 
institutions, such as the case of the stock exchange of Paris. This is because stock exchanges are 
exclusively lenders of services, whose ultimate purpose is to facilitate the transactions with titles­
securities, therefore, they are not considered profit generators, even though many of them produce it. 
But due to the fact that they focus themselves on rendering better services, they have frequently 
reinvested the profits in order to develop the technology. If the shareholders of a stock exchange 
seek, above all, to improve their services, the institution could develop adequately, but if they seek 
to have output on the invested capital, interest conflicts could arise, given that the main source of 
income for the stock exchange is the commission charged by the transactions that are performed in 
it. For the sake of obtaining profits the intermediation costs could go up for the primary market as 
well as for the secondary one, and the investment in technology could be reduced to a minimum, 
which is vital for a stock exchange in the world of today. 
11. The negotiation procedures that are used are not the same in all the stock exchanges of the 
region. This is another area in which the harmonization will be necessary. Even though it is true that 
in the majority of stock exchanges the bidding system is used, it is not used in all of them and the 
negotiation by minimum lots has not been defined in any market. And although in some cases 
isolated references are made, special procedures for the negotiation of the so called "odds" (when 
the titles-securities to be negotiated are not sufficient to form a lot) do not exit either. The problem 
becomes worse if it is considered that in Costa Rica as well as in Honduras, the majority of the 
negotiated titles are sole ones, that is to say, emitted according to the emitting entity or the investor, 
one of the elements that influences in that the secondary market has not been developed, but that 
makes the standarized negotiation difficult. On the other hand, it is important to point out that the 
electronic negotiation systems that exist are not compatible among themselves, and this would make 
the integration difficult, even though it is relevant to mention that the National Stock Exchange of 
Guatemala, the Stock Exchange of Honduras, the one of El Salvador and the Nicaraguan have 
begun formal talks to obtain the system developed by the first. 

Annex 5presents a matrix that summarizes the main characteristics of the stock markets in 
Central America. On the other hand, an aspect that is important to consider is the financial situation 
that the region's stock markets affront. To this respect, it must be pointed out that in the majority of 
the cases, the creation of a stock exchange isa project of long maturation in which, if the 
equilibrium point is attained, on the third year it could be considered a success. Emphasize must be 
made on the fact that the stock exchanges of the Central American countries with three o more years 
of operation, attained the equilibrium point in a shorter term. However, at this precise moment it is 
difficult to give a diagnose on the financial point of the stock exchanges, in virtue that some of them 
have recently initiated operations, with less than 12 months of operation, and on the date on which 
the study was carried out, they did not have the financial statements yet. Furthermore, in the 
countries where a second or third stock exchange has been created, the impact that the initiation of a 
new one, or the financial perspectives of the same, will have at medium term on the income of the 
existing stock exchanges, cannot be foreseen with precision. However, in general terms, it can be 
affirmed that for the moment, the majority of the region's stock exchanges have a stable financial 
situation and that, to date, they have adequately handled their resources. Notwithstanding it is 
evident that in the future, they must increase their efforts to augment their income, or the sources of 
them, since the entrance of new stock exchanges in the market, that per se are small, and the little 
participation of the firms in them, indicate that there will be a strong competition. For this reason is 



probable that some of the stock exchanges may disappear when it cannot adequately affront this 
competition. 

Notwithstanding the above, the perspectives of the stock markets of the region's countries are 
good, since they have opened a door to new financial services and, to date, the resources negotiated 
through them arc of importance within the size of the region's economies and the youth of the 
markets, since the progress achieved is significant. It is relevant to point out that the importance of 
the stock markets must be measured In regard to the size of their economy, and that it would be 
incorrect to compare them in an absolute manner with markets whose economies are of larger size. 
Likewise, it must be taken into consideration that currently, all the countries of the region are under 
programs of structural adjustment and the confidence in their success is not complete on behalf ofall 
the sectors of the economy. 

Finally, even though it is not directly related to the stock exchange transaction activity, it is 
important to point out that in various contries of the region, there exist financial entities that are not 
regulated, which at the most, like in the case of Honduras, require a registration with the Bank 
Superintendency. These financial entities perform financial intermediation, offering the public 
payment of high interests for their resources. Some of these institutions offer in Guatemala up to 7% 
each month. These institutions represent a disloyal competition for all the financial system entities, 
and jeopardize the confidence of the public in the system's integrity. For this reason, it is necessary 
that the supervision activities be reinforced, and these institutions be regulated in an effective 
manner. It is relevant to clarify that currently the first steps to eliminate that distortion factor have 
been taken. 



CHAPTER 4 

STOCKMARKETS OF THE CENTRAL AMERICAN ISTHMUS AND PANAMA 
COUNTRIES 

In this section a brief analysis of each one of the stock markets that integrate the region will be 
made. It is convenient to clarify that, even though the main virtues will be pointed out, emphasis 
will be made on the problems that each one of them affronts in a local manner as well as facing 
integration. Likewise, in each case specific recommendations that can collaborate to its 
strengthening, and that will prepare it for a solid and lasting integration will be made. 

The Stock Market in Guatemala 
In order to establish a stock exchange, the authorization of the Treasury Department, that does 

not perform supervision tasks, is required. This power is granted to the Department by Article 16, 
fragment 13 of the Executive Body Law, which establishes: "The authorization, registration and 
control of exchanges, markets, stock exchanges, and industry and commerce chamber, as well as its 
organization when it were convenient or necessary, (are the functions of the Treasury Department)" 
The first problem found with the Guatemalan legislation isthat it mixes an activity of financial 
nature with commercial activities and with the negotiation ofassets with titles-securities, as is the 
case of exchanges and stock exchange. 

In the stock market of Guatemala there currently function three stock exchanges: Bolsa de 
Valores Nacional, S.A., (National Stock Exchange), Bolsa Agricola Nacional, S.A. (National 
Agricultural Stock Exchange), and the Bolsa de Valores Global, S.A. (Global Stock Exchange). 

The National Agricultural Stock Exchange, besides having the authorization to act as a stock 
exchange, also has it to act as a commodity exchange, even though to date only titles-securities are 
negotiated. The stock markets and the commodity exchange are of different nature. For this reason, 
in the developed markets, they are supervised by different institutions, have different norms, and in 
no case are both types ofproducts negotiated simultaneously. In effect, there does not exist in the 
whole world a successful example of such simultaneous negotiation. To achieve the development of 
each one of these markets it requires endeavors in the various activity areas, and to try to carry them 
out at the same time would necessarily harm one, or both, activities, since it would be very hard to 
concentrate efforts. 

Stock Exchanges were created with different mentalities, while the Bolsa de Valores Nacional, 
S.A. (National Stock Exchange) is integrated exclusively by stockbrokers [speaking within capital 
stock], while the other two have a mixed participation, that is,stockbrokers and persons that are not 
linked to the stock exchange transaction business. 

The Guatemalan market is the only one of the region over which the governmental authorities do 
not perform supervising tasks on their participants, reason why it is considered a totally self­
regulated market. There does not exist regulation emanated from the authorities. It must be 
mentioned that the only control on behalf of the governmental authorities to which stock exchange, 
and the middlemen that act in it, are subject, is the same as for any conunercial company. It is 
opportune to remember the concepts exposed in the previous chapter on the importance that the 
supervision of the stock exchange transaction sector has. The regulation that rules stock exchange 
transaction activity is the one emitted by the stock exchange. It must be clarified that the regulation 
of the three stock exchanges is very similar, even though it presents some important differences. 

A Stock Market Bill has been prepared with the participation of the stock exchanges and the 
authorities, which will be presented to Congress in the near future. This Bill must be perfectly 



reviewed, since it has some deficiencies that, far from supporting the market's development at a 
medium term, could have the contrary effect. Annex 6 presents an analysis of the same. It is 
important to mention that one of the reasons that impelled the preparation of the Bill was to fulfill 
the conditions in order to obtain credit disbursements of the Interamerican Development Bank. 

In general, the stock exchanges as well as the stockbrokers advocate for a total self-regulation. 
In effect, this criteria prevails in the Bill. Some of the interviewed persons expressed that they 
would prefer if the supervising entity did not exist, since it would imply creating another burocratic 
entity and would impede the development of the market. They also openly declared themselves 
against the fact that the Bank Superintendency would be the one to perform these functions, arguing 
that it does not have the technical qualification and that the task that it performs with the banking 
system is deficient. 

The stock exchanges have not emitted any kind of prudential norms for the stockbrokers, and the 
only thing that is requested is a bond, even though it should be clarified that the stock exchange 
regulations contemplate sanctions for the stockbrokers. The same are focused on cases of 
noncompliance of the performed operations, which results normal in every market. Strictly speaking, 
there do not exist prudential norms, since, for example, no norm establishes operation margins. 

The lack of supervision is one of the market's problems, since the protection offered to the 
investor is minimum and questionable. There isn't any complete legal security in regard to some of 
the decisions that, in case of conflict between a stockbroker and an investor, the stock exchange 
could make, but this situation also implies that the stockbrokers as well as the same stock 
exchanges, are unprotected. Notwithstanding, it is convenient to clarify that the stock exchange 
transaction operations are ruled by the civil and commercial law, but there does not exist a special 
regulation, nor is the mercantil commission agreement used to document the relationship between 
the investor and the stockbroker. Due to the nature of the transactions that are performed in the 
stock market, it is necessary that they be regulatd by special norms that grant complete legal 
security. 

Some of the persons interviewed by the public, as well as the private sector, pointd out that there 
exists a Securities Commission, and that its members are the ones in charge of preparing the Stock 
Market Bill. Notwithstanding, this Commission is only an entity of the central bank, whose 
function is to administer the Securities Regulation Fund. Annex 7 transcribes the articles of the 
Guatemalan Bank Organic Law, where its creation and functions are established. The main 
functions that the Securities Commission has developed within the stock market have been to set the 
rates of the bonds placed by the Treasury Department. Recently, the mentioned Securities 
Regulation Fund has played an important role, since it has given liquidity to the titles emitted by the 
central bank when actively participating in the borrowing of securities operations. However, it is 
relevant to clarify that the Securities Commission played a very important role in the process of 
writing out the Stock Market Bill. 

Under the current system, the regulating entity of the financial system is the Monetary Board of 
the Guatemalan Bank. Within this function, the Bank Superintendency has limited powers. For 
example, it emitted a regulation on the classification of the banks' portfolios. Through their 
association, they guarded against it with the argument that the emission of such norms is not the 
Superintendency's competence, but the Monetary Board's. The trial is in force since almost a year 
ago, and the norm has not been able to be applied. The initiative of the Bank Superintendency to 
establish within its bosom a risk center has not prospered either. It is vital that, if a stock market 
supervising entity is to be created, it should be done in such a manner that its determinations are 
forceful and that it will not affront problems such as the one described in this paragraph. 

On the other hand, the regulation emitted by the stock exchange is deficient, since it practically 
does not regulate the activities of the middlemen because it does not contemplate prudential norms, 



even though, as it has been already expressed, the regulation of the exchanges is very similar, 
although there still persist some important differences. For example, the National Exchange 
requests that the emitting entities present financial information twice a year, while the Agricultural 
one requests its quarterly. 

Currently, there are 90 stockbrokers authorized by the stock exchange. However, not all are 
operating and the figure is not exact, due to the fact that because the National Stock Exchange does 
not permit that its stockbrokers act in other exchanges, some of them have created parallel firms in 
order to participate in the other exchanges. The lack of exact information on the stockbrokers 
illustrates the absence of statistics at a global level. On the other hand, the majority of the banking 
institutions have interests in the stock exchange agencies. 

The managers of the three stock exchanges declared that currently, they require that the 
operators pass an exam in order to obtain their authorization. It is important to mention that this is 
only an optional requirement, since the Regulations of the Global and National Stock Exchanges 
contemplate the (.ption but there is no mention of the exam in the Agricultural one. On Article 21 of 
the Internal Regulation of the National Stock Exchange is established that: "(...) If the Council 
considers it opportune, before granting the respective authorization, it can decide that the proposed 
delegate be examined in regard to the Regulation, functioning and practices of the Stock Exchange." 

On the other hand, in the Guatemalan market a promotor figure does not exist, in spite that there 
are persons in the stockbrokers agencies that perform this activity without the need of fulfilling any 
requirement. 

To insure the qualification of the persons that intervene in the stock market is one way of self­
regulation. When promoting the system's professionalization, a lack of qualification was detected in 
the market. For example, the concept of equivalent rate is not used, which is fundamental for 
performing the money market operations. The analysis capacity is very limited and few are the 
persons that can carry out financial engineering tasks. It is important to mention that all the 
interviewed persons agreed on the need to increase the grade of qualification in the market. To 
achieve this is one of the objectives of the Stock Exchange House Guild. 

The presentation of the financial statements of the emitting entities has not been standarized, and 
because of this, uniform accounting systems are not employed either. That is why the information 
that the market has is deficient. In the previous chapter were already mentioned some of them, but it 
is important to remember that the quality of the prospectus is poor, and for this reason they move 
away from the international standards when not providing sufficient information that permits 
performing an analysis directed on making investing decisions. For example, a firm emitted 
promissory notes with the purpose of substituting banking credits with resources captured by this 
means. In the prospectus is not indicated which of the credits will be substituted, nor do notes in 
regard to the financial statements, nor the conditions inwhich said credits were agreed upon, nor the 
entities that granted then appear, in spite that the auditing firm is well known internationally. 

Particularly, the information that the prospectus contains in regard to the destiny of the captured 
funds is insufficient. There are emissions for two years or more, in which it is expained that the 
resources will be used for the normal activities of the firm, that is to say, working capital. In effect, 
in the regulations it is not expressly requested that ample information be included in the prospectus 
on this subject. This information is vital to perform an adequate analysis of the emitting entity and of 
the effects that the emission will have on the generation of future flows. In general, emphasis is 
made on the delivery of the financial information and very little is asked n relation to the investment, 
extension and development projects, which is another key part for the analysis. Currently, the 
Agricultural Stock Exchange regulation is the one that requests the greatest amount of information. 

It can be concluded that the norms on the delivery of information are not poor, but incomplete. 
For the same reasons, the information of continuous character which the emitting entities present is 



also deficient, and as has been already expressed, the stock exchange rules in regard to the 
periodicity with which it must be delivered, are different. 

In Guatemala the concept of multiple banking does not exist, and many of the activities that the 
banks perform in markets with a higher grade of development are prohibited for the Guatemalan 
commercial banks. Due to the aforementioned, the same banks have created separate firms to render 
some of these services, such as the emission ofcredit cards, money exchange offices, acceptance 
houses, financial leasing and factoring firms. These institutions are not regulated and supervising 
activities are not executed on them either. Firms that offer investment fund services, without being 
that, have also been created. 

The modernization of the financial system in Guatemala is necessary, reason why international 
organizations, such as the World Bank and the Interamerican Development Bank have conditioned 
the credit disembursement granted to the country, the modernization of this ystem. However, it 
seems that is comprises the whole financial system. 

The Bank Law which is in force authorizes these entities to acquire titles-securities pursuant to 
the limits that are set by the Monetary Board. Annex 8 transcribes the articles of the mentioned law 
which deal on that issue. It is important to mention that the investments will be made according to 
the classification of the securities that the Monetary Board will make, therefore, it is dangerous for a 
governmental entity to classify the goodness of the title-securities. For example, what would happen 
if a title is classified as apt for the banking system to invest in it, and the emitting entity does not pay. 
Obviously, the bank could argue that it invested because of the classification which the Monetary 
Board performed. Furthermore, the classification of the emitting entities and of the titles that are 
emitted, is a complicated task which requires the cooperation of professionals which are specialists 
in diverse areas, in order to be carried out. Notwitstanding, the authority that the banking system 
has to invest in the titles-securities, could permit the development of investment banking activities in 
regard to the underwriting placement of titles. 

In the Guatemalan market are negotiated titles-securites emitted by the public sector as well as 
by the private one, the first having a greater participation in the market. The majority of the private 
titles are emitted in form of promissory notes with terms that go up to two years. And even though 
titles have been emitted for five years, the promissory notes are short term instruments emitted for 
not more than a year. Therefore, the funds that are captured will be destined to the working capital. 
It is probable that the familiarization of the public with the instrument is one of the reasons why the 
firms emit them to facilitate their placement. Another reason can be that when emitting this 
instrument it is suffice to say that the funds will be used for working capital. It is important that this 
type of emissions be performed adopting the form that they actually have, that is, that they be 
emitted as bonds or debentures. The market pertaining to capital stock is practically inexistent, 
therefore it is vital that the necessary efforts be performed to strengthen it. During 1992, the title 
negotiation of the private sector, primary and secondary markets, represented 17% of the total 
amount operated and 52 promissory note emissions were authorized. 

An important example to take into consideration is that, with the exception of the titles emitted 
by the public sector, the same titles cannot be registered in the three stock exchanges, and therefore, 
a negotiation cannot be performed simultaneously in the three institutions. This is due to orm of 
the Bolsa de Valores Nacional (National Stock Exchange). It is relevant to clarify that am(,,, the 
Agricultural and the Global stock exchanges there exists an agreement so that the titles-secunties 
registered in one of them can be negotiated in the other. However, given the proportion of the 
market that they have to date, this fact is not very signficant. Even though this avoids the execution 
of arbitration operations, which is not completely negative because these operations, if not 
adequately supervised, can generate problems like performing short term operations which cannot 
be covered, it limits the market and commercialization of the titles. 



The most important public instruments are the Certificates Representative ofSecurities 
Investment (CENIVACUS - initials in Spanish), emitted by the central bank and placed through 
auctions in the stock exchange. This is the instrument that is used for the monetary control, 
notwithstanding that it is not to clear if it is also used to finance the government's needs. Another 
instrument that the central bank emits is the Guatemalan Bank Deposit Certificates (CD - initials in 
Spanish), which are not placed by means of an auction and their emission mechanism is deficient. 
In effect, one of the conditions that the Interamerican Bank of Development demands is that this 
mechanism be improved and the instruments be placed through the stock market. During 1992, the 
Treasury Department emitted and place in the stock exchange CERTIBONOS (Certibonds). 

The secondary market is mainly represented by borrowing ofsecurities operations. A great 
number of these operations are performed by the banks because they have been the way of 
substituting interbank credits. In 1992, the amount operated by means of the borrowing ofsecurities 
increased 60%. In this market, the regulation of this operation is more liberal, even though there is a 
standard contract to document them. The secondary direct sales market represented only 12% of the 
total negotiated. 

In August, 1992, the National Stock Exchange began the negotiation of exchange covers 
(quetzal/US dollar) and currently an electronic negotiation system of Central American currency is 
being developed. 

Due to the competition among the stock exchange, as of now the Nacional Stock Exchange is 
not applying title-securities registration tariffs, and the commission for operations is reduced, 
pursuant to the region's standards. If the registration is not charged, it could be a bad precedent, 
since the firms will get used to this and when, later on, the charging is necessary, they will resist this 
payment. Furthermore, in order to survive, the stock exchange will have to obtain resources from 
other sources and most probably, the commissions will increase. With this the transaction costs will 
go up and the output will be substantially affected. 

In Guatemala, the private pension funds do not exist and the insurance companies do not 
participate actively. Of the first, the most important one is the governmental Guatemalan Institute of 
Social Security, which by law, cannot make investments in the stock market. To date, two 
investment funds operate, but there does not exist any regulation for them. The existance of 
institutional investors is important to achieve the development of stock markets. The easiest step is 
to promote the creation of investment funds, at the same time that a change in legislation for long 
range forecast funds is promoted, and the the investment rules for state funds and insurance 
companies are modified. 

Currently, all the clearances are not performed in the stock exchanges, even though the three 
have taken important steps in establishing security funds that will permit them to do it, and initiate 
protection, custody and administration procedures of the securities. The clearance and transfer 
systems are not very efficient, in great part due to the fact that the banking system is not efficient 
either in regard to the handling of checks. There is a collection reserve of24 hours until the funds 
are verified, and even though the so called cashier's or registered check are used, the efficiency is 
not achieved. This is an important aspect that must be improved. 

On the other hand, the three stock exchanges have different electronic negotiation systems, and 
even the operation procedures are different. It is important that before initiating the integration with 
the rest of the region's markets, an integration of the national market be achieved first. 

Next are some suggestions to strengthen the stock market in Guatemala: 
o Review the Stock Market Bill, and once this is done, present it to Congress for its approval. 
o Initiate supervision tasks on the participants of the market, particularly the stockholders and their 
operators and promoters. 
o Emission of prudential norms for the middlemen. 



o Expansion of the information requirements that the firms must turn in with titles-securites
 
placed in public offer.
 
o Standarize the accounting systems and the form of presentation and periodicity in the delivery of 
information from the emitting entities to the the investing public. 
o Harmonize the norms and trarsaction and operation systems of the three stock exchanges in
 
order to achieve a horaogenous national market that will act under the same rules. In this manner,
 
the confidence in the market will be increased.
 
o Improve the liquidation systems. 
o Increase the qualification efforts. 

Stock Market in Costa Rica 
The stock market in Costa Rica is the oldest in the region; the only one that, to date, has a Stock 

Market Law and is the most structured. 
The first stock exchange that began operations is the Bolsa Nacional de Valores, S.A. (National 

Stock Exchange), which was established in 1976. It was bom with the support of the government, 
and in July of the cui-rent year, the latter sold 40% of the capital that it still illegaly kept. Recently a 
second stock exchange has begun operations: The Bolsa Electr6nica de Valores de Costa Rica, S.A. 
(Electronic St )ck Exchange of Costa Rica). The difference in regard to its structure pertaining to 
stock exchange, is that in the latter only stockholders participate. It is relevant to point out that the 
Elctronic Stock Exchange purchased its operation system from the electronic stock exchange of 
Chile. In effect, the administration of the operations isprocessed daily in that country. 

The Stock Market Regulating Law was proclaimed in 1990. In spite ofbeing so new it 
maintains some old concepts. The Law creates the National Securities Commission as a body of 
maximum de-concentration from the Central Bank of Costa Rica, reason why it depends 
budgetarilly on it, even though it is administratively autonomous, Likewise, it grants it the power of 
dictating general character norms and establishes that itwili be the entity in charge of supervising 
the market and its participants. Notwithstanding the authority to dictate general character norms, it 
does not have complete power in many aspects, but it shares this authority with, and is even 
subordinated to, the stock exchanges, as in the case of the public offer authorizations. 

Furthermore, the National Securities Commission is a second instance entity with a limited 
investigation capacity. For example, if any problem arises among the stockholders or between the 
stockholders and the clients, the stock exchange will carry out the investigation and will impose the 
sanction. The Commission will only act in case any of the parties appeal. The Law does not grant 
this supervising entity the power to perform inspection visits; it can order interventions but not 
perform them directly. Annex 9 presents a brief analysis of the Stock Market Regulating Law. It is 
relevant to mention that currently, the National Securities Commission is preparing an initiative to 
modify the Law and strengthen its firctions as a supervising and controlling entity. 

The National Securities Commission, as well as the stock exchanges have emitted great .mount 
of rules for the activities. However, up to date prudential character norms for the stockholders have 
not been emitted, since only the establishment of minimum capital requirements exists on behalf of 
the stock exchanges. The operations on own account have not been established; an accounting 
system especially for them has not be established either, even though the National Securities 
Commission has standarized the quarterly delivery of the financial information. Through these 
formats the position of the agent is known, separated by types of titles and maturity terms, loans and 
accounts receivable, etc. The detail of the titles of clients in custody and the operations they perform 
must be incorporated in order accounts, and it isimportant that these be integrated to the balance 
sheet. 



The figure of the operator is defined and the authorization of the stock exchange is needed. To 
obtain it, it is necessary to pass an exam; notwithstanding, the figure is confused with that of a 
promotor, and even though there exist persons called "resource capturing promotors" that perform 
the function, the figure has not been created and no authorization is required. It is important that the 
promotor's activity be defined and established the requirements necessary to obtain the authorization 
of the National Securties Commision, for the operator as well as for the promotor. 

The Costa Rican market ismade up mainly by indebtness titles. The share transactions do not 
reach 1%of the total amount operated. Within the negotiated titles the governmental ones are those 
that have greater participation and they are generally placed through the auction system in the stock 
exchange. 

The public title emitting entities are basically the Treasury Departmen, the Central Bank of 
Costa Rica and the governmental banks. The emissions of the central bank have as sole object the 
control of the liquidity. It daily emits two kinds of titles: short term investment system (3 to 28 
days), and monetary stabilization bonds (30 to 180) days; it places them in the stock exchange 
through auctions. The authorities seek that the titles emitted between 3 and 28 days pay the same 
rate. This politics promotes investments at very short terms. The argument used to justify this is that 
the only interest of the bank is to control the liquidity and that its qualification goals be set based on 
amounts ane.not rates. Even though the central bank performs these operations of open market, they 
are only in one direction, since the bank cannot repurchase its titles, although it can perform 
operations of borrowing of securities. The government, through the National Treasury, places titles 
in the stock exchange to finance its needs. This is an interesting aspect because in many Latin 
American countries there is the tendency to merge the monetary control and financing emissions. 

The majority of the titles-securities that are emitted by the private sector are investment 
certificates, reason why they ar.. short term titles, in spite that in many ocassions the funds are used 
to finance long range need. This is due to the fact that there is fear ofnot achieving placements at 
medium or long term, and that to do this the interest rates would have to be substantially raised and 
the financing costs would increase. This practice can result dangerous if at a determined moment 
the firms do not attain the placement of their titles in a revolving manner, because they would find 
themselves in a situation of illiquidity in order to affront the overdue titles and their investment 
projects would be harmed. 

On the other hand, one of the reasons why the firms do not finance more frequently through the 
emission of shares, is that the capital increases imply high costs for the payment of registration rights 
and lawyers fees; additionally, there are financial advantages that promote the emission of 
indebtness titles, because the emission expenses and the interests paid are deductible, whereas the 
dividends are subject to double taxation. If the cost of capital increases and the elimination of the 
taxative distortions are achieved, it is highly probable that the development of the market pertaining 
to stock exchange is encouraged. 

An element that must be taken into consideration when analyzing the Costa Rican market, is that 
the largest banks are those that belong to the government, and that they also possess a preferential 
treatment to perform their operations, since they are the only ones permitted to offer some services. 
These entities participate in the stock market in a very active way, since they act as investors, 
emitting entities and middlemen. The amount of resources they administer places in disadvantage 
the rest of the securities middlemen. 

One of the characteristics that distinguish the Costa Rican market is that the titles-securities have 
not been standarized and they are emitted according to the investors needs. This is facilitated 
because of the short term of the market, which means that when performing title emissions they will 
be emitted in amounts that are in agreement with the amount that each investor is willing to dedicate 
to that specific emission. Furthermore the considerations made in Chapter 3 on the preference of 



the investors of maintaining their resources invested at very short terms, the non-standarization of 
the titles is another one of the elements that make the creation of the secondary market difficult, 
because when the titles cannot be divided, an investor who is willing to make a purchase for exactly 
the same value of each title, is necessarily needed. In view of the uncertainty on the liquidity needs, 
the investor prefers to acquire short term titles and insure their liquidity. On the contrary, if 
standarized titles existed, it would be easier to place them in the secondary market, because a 
restriction would be eliminated. The situation is evident when reviewing the negotiated amounts 
because in the period from May 1992 to June 1993, the primary market represented 84% of the total 
amount negotiated in the National Stock Exchange. 

The National Securities Commission is carrying out convincing efforts before the emitting 
entities, so tiat the titles are standarized. As of August 20th of the current year, the National 
Treasury began the emission of titles in a standarized manner, and has obtained good acceptance in 
the market. Because the use of the emission of norms, in order to oblige the emitting entities to 
standarize their emissions, is not wanted, it would be convenient to carry out seminars to explain the 
advantages of the standarization. 

Another aspect that is typical of the Costa Rican market is that the indebtness titles, emitted with 
a variable or floating interest rates, have been defined as belonging to the variable income sector. In 
all of the developed markets, they are classified within the fixed income sector because, in spite that 
the interest may vary, there exists the certainty that it will be received, while in the variable income 
sector, where only shares are found, there is no certainty of receiving a dividend or obtaining a 
capital gain. Even though this aspect is more of semantics, because the regulations perfectly explain 
the nature ofthe titles, it is convenient that the internationally used term be modified and adopted 
and be congruent with the market's theory. 

The Stock Market Regulation Law creates the figure of investment companies. However, these 
institutions have not been created. Currenty, there exist two investment funds. This is due to the 
inadequacy of the legal dispositions. Maybe this is one of the reasons why the stockbrokers have not 
developed these types ofcompanies and have directed their efforts to creating the semi-analogous 
mechanisms that the stockbrokers of the two authorized stock exchanges currently operate. 
However, due to this fact, important distortions are present in the Costa Rican markets. Next, in a 
schematic manner, ispresented a brief analysis of these entities. It is convenient to clarify that by 
the characteristics of the Costa Rican market, these entities are fixed income funds, and because of 
this the analysis will only compare them with these funds: 
o The created semi-analogous entities of the investment funds are called "Securities 
Administration Account" fCAV - initials in Spanish), which are operated by the National Securities 
Stock Exchange brokers, and the "Money Market Operations" (OMED - initials in Spanish) which 
are operated by the Electronic Stock Exchange brokers. Itmust be pointed out that the first have 
been operating in the country for nine years and that, therefore, they appeared before the 
promulgation of the Stock Market Regulation Law and the creation of the National Securities 
Commission. The second ones were created during the current year and their regulation is the same 
as that of the first. For this reason, in the present report the analysis is focused on the CAV. These 
entities are basically regulated by the stock exchanges, anr ien though there exist norms emitted 
by the National Securities Commission, they are weak ar .do not cover fundamental aspects, such 
as the establishment of norms for the appraisal of the portfolio. The current regulation defines the 
CAV's as: the administration of a title-securities portfolio, in which the investing clients are part­
owners of said portfolio in an aliquote part of the amount of their investment in regard to the total 
amount of the portfolio. In this report, they have been listed as semi-analogous entities because, in 
spite that the definition used isthe same as for the investment fund, its operating forms are different. 
Later on reference will be made on those aspects. 



o To operate a CAV the stockbrokers do not need to obtain authorization from the National 
Securities Commission, nor are they subject to its supervision. This last one is the stock exchange's 
faculty. Not requiring the authorization is probaly one of the elements that have favored its 
development, even though this fact goes against the interests of the investing public and the 
supervision of the stock exchange is not adequate. Otherwise, the distortions would have been 
eliminated. However, it must be clarified that the regulations emitted by the stock exchanges in 
order to norm these entities, must be approved by the supervising entity. 
o The National stock exchange has dictated norms in regard to its operation manner, those that are 
common to the investment funds: the obligation of the stockholders to subscribe a contract with their 
clients, pursuant to a standard format; fulfill the portfolio diversification dispositions; obligation of 
emitting a placement prospectus to capture resources from the public; and the obligation of monthly 
delivering to the supervising entity, in this case the stock exchange, information on the structure of 
portfolio maturities and their composition. Portfolio active percentage of titles invested in firms 
related to the stockbroker. 
o The essential differences in its operation forms are: 

- They do not emit standarized quotas.
 
-
 They are not obliged to daily appraise the portfolio, which jointly with the non-existence of 

standarized quotes, impedes that investors monitor the development of their investment. 
- Norms for the appraisal of portfolio have not been established, which is essential so that 

subappraisal or overapraisal of the portfolio will not exist. In Chapter 3, the importance of this 
measure has already been explained. 

- In each investment order, the client must notify the term in which he wants to perform his 
investment. Even though it is true that in this respect, some investment funds establish restrictions 
in regard to the investment term or the clearance form, they are always of general character and in 
no case are they individualized by client or by investment. This element harms the fund because it is 
evident that the stockbroker will purchase the titles according to the foreseen investment term of the 
client. However, not all the participants of the CAV will necessarily have the same liquidity needs 
and there does not exist any protection for them because the portfolio's structure, in regard to the 
term, could frequently change and its interests could be attempted against. In the countries where 
funds have been developed, what has been done to cover the different needs of the clients, is create 
diverse structural funds, in such a way that they can be differentiated and the client makes a 
decision, knowing that it will be administered in the same way. Thus, for example, funds of high 
liquidity have been created, where the portfolio si mainly composed of short term titles; of high 
performance where the portfolio is integrated by high risk titles; of medium liquidity funds, etc. 

- Maybe the most important difference is that the client is guaranteed a perfomance on his 
investment, pursuant to his term, just as was explained in preceding chapters. The intermediation 
nature impedes that this be done, but also it is dangerous for the investor as well as for the 
middleman. For the first, because it is not clarified that he is assuming a risk and could lose; for the 
second because when guaranteeing the performance, and its attainment not being under his control, 
it is an important risk. Likewise, when documenting the transaction by means of a contract, he can 
be compelled by judicial means to fulfilled what was offered. This practice always breaks the 
principles and the nature of the stock market, but also with the absence of prudential norms, it 
represents a great risk for the investors. Thus, for example, the stockbrokers administer by this 
means important amounts and they do not constitute any reserve to protect themselves in the 
eventuality of changes in the market that could avoid the attainment of the offered performance. 

The National Securities Commission has been preocupied by this fact and has requested the 
stock exchange that it modify the regulation so that the performance is not guaranteed. The stock 



exchange has prepared a regulation project. Notwithstanding, the distortion is not eliminated since 
Article 8 establishes that: 

At the moment of celebrating the contract, or when the succesive fund investment orders are 
granted, the position will suit the estimated performance modality of its investment, whether as an 
estimated fixed rate, or at an arranged interval rate, or as a variable estimated rate, and in this last 
case, if said variation will agree with the investment term or with another type ofmodality agreed 
upon by the parties. In all cases in which the estimated performance is variable, the position must 
clearly define with its client, the conditions in which that variation will be applied, as well as the 
causes that they previously agree upon in order to consider the contractual relationship ended. 
Without detriment to the position's retribution, the investor will receive at the end of the real or 
agreed upon term, the effective returns produced by his investment, which will come from the 
securities portfolio administered by the stock exchange positiou, being able to voluntarily add 
resources from other sources. Inthe event that the investor requires the invested resources before 
the agreed upon term on the respective investment order, the stock exchange position will act 
according to one of the following suppositions, which must be expressly accepted by the investing 
client at the moment of performing the fund clearance: 

a) The stock exchange position does not have any obligation to cancel said investment; 
however, if the sale of the titles, or their reassignment were possible, the investor expressly assumes 
all the discounts, costs and risks related to said negotiation, and releases the stock market position 
from all type of responsibility. 

b) The stock exchange position, in those cases where the estimated return modality merits it, 
will agree upon a scale of estimated returns which will be applied in case the client requests the 
withdrawal of his investment before the maturity of the agreed upon term. The determination of this 
scale will not imply the obligation, on behalf of the position, to liquidate the client's investment 
before the agreed upon term. 

In the contracts, the situation of the investments, whose terms have matured and have not been 
recuperated by the client, must be arranged. 

The money that the client has given to the position for its investment, will generate the return as 
of the next work day after it is given to the position, except in case both parties would have agreed 
upon a different moment, bearing in mind the special conditions of the requested investment. 

As can be observed, the writing up of the article is very complex, but it incorporates elements 
that still maintain in an indirect manner, the principle of guaranteeing the returns, since at the 
moment of agreeing upon each investment, an "expected return" implies responsibilities. This, 
jointly with the fact that In effect an expected return is agreed upon in the contract that documents 
the relationship, makes the total elimination of the guarantee improbable. The eighth clause of the 
mentioned contract says: "The estimated return of the respective investment will be calculated, at the 
latest, as of the next day of its delivery to the Position, except when both parties would have agreed 
upon a different manner in the respective investment order, keeking in mind the special conditions of 
the requested investment." The logical question is, How is it possible to begin the calculation of an 
estimated interest? 

Unfortunately, the CAV is not the only operation in which a return is giaranteed. This is also 
done in the so called "Administration of Operations Pertaining to the Stock Exchange (OPAB ­
initials in Spanish)", which is defined as: "the administration of a title-securities portfolio which is 
property of a client". These operations, as well as the CAV, are regulated by the stock exchange and 
their supervision is also performed by it. 

The most important task of the stockbrokers is the administration of the investment portfolios of 
their clients, whether it be done in a discretional manner or not, an option which is also contemplated 
by the OPAB. However, the return is never guaranteed. This is the only important difference that 



exists between the manner in which it is operated in the developed stock markets and that of Costa 
Rica. However, this difference is essential and creates distortions as well as the same dangers for 
the client and the middleman as does CAV, above all because this operation is the one on which the 
greater part of the stockbrokers' activities is based upon and the resources that they administer are of 
great amount. As in the previous case, there do not exist prudential norms. Due to the 
aforementioned, the same considerations made in regard to the CAV are valid for this operation. As 
in the case of CAV, a regulation project has been elaborated, which is identical to that of the CAV, 
and the distortion is not completely eliminated. 

In regard to the information requirements, the Costa Rican market is the most complete one and, 
in general terms, it adheres to the international standards. Even the presentation of the financial 
information has been standarized, and the National Securities Commission has written an account 
handbook.
 

Notwithstanding the above, the information requirements are not applied in an equal manner to 
all the emitting entities. With the purpose of promoting the market, the National Securiies 
Commission authorized the reduction of requirements for the registration of small indebtness title 
emissions. For example, the publication of its audited financial statements, or of the certification by 
the authorized public accountant of the quarterly reports is not urged. Furthermore the publication of 
the notice on the new emission approval is not required either. 

In order to make an investment decision, it is required to have all the relevant information. 
Although it is true that the risk may decrease when a big firm emits small amounts, in reality itwill 
depend on its financial position. Furthermore, what for one firm is a small amount, for another it 
may represent an important increase in its appeasement ratios. Due to the aforementioaed, the risk 
is not measured in function of the size of the emission, but in the financial position of the firm, in 
order to affront its liabilities, reason why all the information isneeded to evaluate the emitting entity.
Because of the above, it is important that this disposition be eliminated and the same information 
requirements be requested. 

However, some ofthe information requirements are not very important and could be eliminated 
in a general manner for all of the emissions. Among thern are: r~sum of the general manager and 
division managers; detail of inventories; separation of t-,.n-';.ory investments and certification of the 
corresponding entities, where it is specified that the tax i-.!ment is updated. 

On the other hand, the majority of the firms that emit investment certificates, do it in a resolving 
manner, in part because, as was explained before, some dedicate the resources to the financement of 
medium and long term projects. This practice is common in all the developed markets, when it is in 
regard to commercial paper. However, in those markets are authorized annual lines, and the 
emitting entity may emit titles in terms of 1to 360 days, as long as the amount of the titles in 
circulation does not exceed the authorized amount on the line. Once the term of the authorization is 
concluded, the emitting entity must obtain another in order to renew, or even, increase it. However, 
in Costa Rica this authorization is not necessary and the only requirement that is asked is an 
updating of the prospectus that is linked to the year end closing of the firm, and not to the date on 
which the authorization of the emission is initiated, just as is the custom in more developed markets. 

The clearance process of the operations performed in the stock exchange is very efficient. The 
National Securities Stock Exchange has created, within its ,rganizational structure, a Securities 
Center (CEVAL- initials in Spanish), to perform the protection, custody and administration of the 
titles-securities. All the operations that are performed in that stock exchange are liquidated through 
CEVAL. 

Finally, it is important to emphasize the little presence of institutional investors, since the 
provident or emergency funds are administrated by the State, and they can only invest in 
governmental titles, or those backed up by the Housing Mortgage Bank and by the Costa Rican 



Cooperative Bank. It is important to mention that recently, the so called complementary pension 
funds have surged. However, because they are not regulated, the fiscal advantages with which 
those institutions count on cannot be granted, a situation that evidently does not favor its 
development. There also exist the so called Solidary Associations, but because there do not exist 
norms on its investment politics, they normally dedicate the resources to real estate investments, or 
even, to productive activities. In regard to the investment funds, although the resources that are 
administered in the CAV's are of important amount, because of their nature they dedicate 
themselves to the short term titles investment. 

Below some suggestions are given to strengthen the Costa Rican stock market: 
o Review the Stock Market Regulation Law; propose its modification to Congress. 
o Strengthen the National Securities Commission's faculties, above all in regard to the emission of 
general character norms and its investigation capacity. 
o Emit prudential character norms for the stockbrokers. 
o Create a promotor figure and urge that, in order to act as such, they require the authorization of 
the National Securities Commission. 
o Completely eliminate the possibility that the stockbrokers may guarantee returns in any 
modality. 
o Induce the stockbrokers to institutionalize the CAV and form investment funds. 
Notwithstanding, they must be immediately urged to daily appraise their portfolios, pursuant to the 
general character norms that the National Securities Commission must emit, and standarize the 
quotas or participations. 
o Eliminate the fiscal distortions that promote the emission of indebtness titles, and reduce the cost 
of capital increase. 
o Review the information requirements for the emitting entities; eliminate the disposition related to 
small emissions, and eliminate, in a general manner, some of the requirements that are not 
indispensable. 
o Strive the standarization of titles-securities. 
o Promote the development of institutional investors. 

Stock Market in Panama 
By means of the Cabinet Decree NQ 247 of the 16th day of July, 1970, the National Securities 

Commission is created in Panama, to regulate, authorize and supervise the public offer of the titles­
securities, and likewise, authorize and supervise the middlemen, stockbrokers. On the same date, 
the Cabinet Decree N2 248 was emitted to regulate the functioning of the mutual funds, its 
distributors and selling agents. On Executive Decree N2 44 of the 31 st day of May, 1988, the 
activity of the stock exchange is normed, but it is not until 1990 that the Bolsa de Valores de 
Panami, S.A. (Stock Exchange of Panama) is formed, beginning its operations on June 16th of that 
same year. Because of the aforementioned, Panama is the only country of the region in which the 
supervising entity was created before a stock exchange existed. Inspite that the National Securities 
Commission performs its functions within the financial ambit, it functions within the Commerce and 
Industrial Department. 

Besides the mentioned Rights and its modifications, there are others that regulate the stock 
market activities, that is, the legislation of the matter is found disperse in different mandamus. With 
the purpose of agglutinating all the dispositions related to the securities and modernizing the existing 
ones, a Stock Market Bill has been presented to Congress for its approval. Annex 10 gives a brief 
analysis of the version of August 16th of the current year, which was the only available one at the 
moment of carrying out the present investigation. 



Based on Article 49 of the referred to Decree N2 247, the National Securities Commission is 
authorized to set in the administrative ambit, the interpretation and scope of the dispositions in 
regard to securities and mutual funds. Through resolutions, general character norms have been 
emitted for the emitting entities of titles-securities. Notwithstanding, due to the limitation that the 
article establishes, there does not exist complete legal security on the validity of such resolutions. 

Stockbrokers perform the double function of operators and promotors. To perform their 
functions they require authorization from the National Securities Commission, and among the 
established requirements is the presentation of an exam before this institution on basic knowledge of 
securities and mutual funds, legal dispositions that are in force, and securities and mutual funds 
matters, and general concepts on the economical system and stock exchange operations. 

Likewise, the National Securitires Commission is the one in charge of supervising the 
stockbrokers. The authorization is granted by the stock exchange and one of its faculties is to 
preform inspection visits. Notwithstanding, prudential norms have not been emitted and they do not 
present financial information to this Commission. The only requirement is the minimum capital 
established by the stock exchange. It is important to point out that, because the market is new, the 
majority of the stockbrokers do not dedicate themselves exclusively to the intermediation of titles­
securities, but they consider this activity as a complementary one. 

The majority of the titles that are negotiated in the stock exchange, are emitted by the private 
sector at medium and long terms. This is the main difference in this market with the rest of the 
region's. The public sector emits very few titles and when it does, it is to finance specific activities. 
The total amount that was negotiated during 1992, was 85.3% and it corresponded to titles of 
private firms, even though only 1.2% corresponded to shares. 

The fiscal incentives that are in force are focused to favor the emission of indebtness titles, but 
they also favor the invesment in them, since double taxation isapplied on the dividends. Even 
though there are no taxes on capital gains, the interests perceived through indebtness titles placed in 
the stock exchange are exempt from tax payment. 

An aspect that has inhibited the development of the securities in Panama, is that the National 
Securities Commission authorizes emissions, and each time a firm wants to perform a new 
emission, it must cany out the complete procedure, that is, there does not exist an emitting entity 
registration. The firms that request a voluntary registration are exempt from these dispositions. The 
problem is that to obtain it, at least 25 stockholders are required and given the familiar structures of 
the firms, only few can fulfill this. Due to the aforementioned, the stock exchange presented a 
proposal so that the procedure for the commercial paper emission could be abbreviated. However, 
the same has not prospered. Combined to the above, it is necessary to consider that the banking 
system is very efficient and it has excess liquidity, reason why credit obtention is easy. 

The secondary formal market ispractically inexistent in Panama. One of the reasons is that in 
order for the titleholders to be exempt of taxes on interests, the only requirement is that the titles be 
placed in the primary offer within the stock exchange, and in view of the easiness to negotiate them 
outside the stock market and avoid the payment of the corresponding commission, the formation of 
the secondary market is not incentivated, in spite of the prohibition of the Stock Exchange Internal 
Regulation. 

A way of developing the secondary market could be the development of new products, such as 
the administration of the firms' treasuries, a market that up to now, has not been exploited and which 
has great possibilities of growth, above all if it is considered that there do not exist check accounts 
which pay interests, and that 80% of the country's economy corresponds to the service sector, which 
by nature has excess liquidity because of short terms. Additionally, this is one of the activities 
which has proven to be the most income-producing for the stockholders. 



In regard to the institutional investors, there exist some investment funds and complementary 
pension funds, but they are of recent creation and have not achieved their development. 

The information requirements of the emitting entities, to perform the public offer, are very 
complete and the prospectus have good quality. However, some could be eliminated. For example: 
activities of the directors and executives during the last three years, and the power of the lawyer that 
will demand the authorization before the Commission, since this could be done by the legal 
representative of the firm. It is relevant to point out that through the Executive Decree N2 10, dated 
the 9th day of March, 1972, a regulation on the manner and contents of the financial statements was 
emitted. 

Notwithstanding the above, continuous information is practicaily not delivered. The National 
Securities Commission has not emitted any norm in that respect and, even though the Stock 
Exchange Internal Regulation, in its Article 3.3 subclause f), establishes that "(The firms registered, 
or that have a specific securities emission registered, in the stock exchange will be obliged to a)... 
Provide to the stock exchange, within the month following the end of each quarter, the financial 
information of the previous period, delivered on the formats and in agreement with the instructives 
that for such effect are used by the stock exchange". The firms, at the most, deliver information 
semi-annually. 

Finally, because the stock exchange does not have the necessary means to do it, the operations' 
clearances are made outside the stock exchange, and it is the stockbrokers responsibility to intervene 
in the transaction. 

Next, some suggestions are given to strengthen the stock market of Panama: 
o That the National Securities Commission be the one in charge of granting the authorization to 
the stockbrokers. 
o Emit prudential character norms for the stockbrokers. 
o Initiate the registration of the emitting entities, without restrictions on the capital distribution, in 
such a manner that the same emitting entity may perform various emissions without need to perform 
the complete procedure, that is, it would only have to request the respective authorization and 
present the corresponding prospectus. 
o Emit norms so that the firms may deliver financial information quarterly and that they inform on 
relevant matters. 
o In order to promote the secondary market, carry out promotion tasks so that the stockholders 
will not perform operations outside the stock exchange,and emit norms in regard to when they can 
do it. 
o Motivate the stockbrokers so that they may develope new products and markets. At a short term 
the most feasible one is investment of the firms's liquidity surplus. The stock exchange can perform 
studies on making the accounts receivable related to the stock exchange and the creation of other 
derived products. 

The Stock Market in Honduras 
The Commerce Code of Honduras establishes that the stock exchanges are auxiliary credit 

institutions. Based on this, in 1988 the Presidential Agreement N- 115 was emittied, where these 
institutions are regulated. Annex 11 gives a brief analysis of the same. With the support of 
USAID/Honduras, last September was begun the writing out of the Stock Market Bill. 

The Bolsa Hondurefia de Valores, S.A. (Honduran Stock Exchage) was organized in March, 
1990, and in September of that same year, it begun operations. In the current year the Bolsa 
Centroamericana de Valores, S.A. (Central American Stock Exchange) has been authorized, which 
at the moment of making the present report, had not begun operations. The supervision and 
vigilance of the stock exchange is in the hands of the Bank Superintendency, who only has the 



authority to dictate norms on accounting rules, even though it does not have the power to impose 
sanctions. The middlemen as well as the emitting entities will be supervised by the stock exchange 
according to what is established in its Internal Regulation. 

The modifications to the Internal Regulation of a stock exchange must be authorized, previous to 
the opinion of the Central Bank of Honduras. However, it results interesting to note that when the 
stock exchange is authorized to operate, its regulation does not need any authorization. 

The regulations of the two stock exchanges are very similar. However, there are two differences 
that are of great importance. The first is that the regulation of the Honduran Stock Exchange limits 
the performance of borrowing of securities operations at a maximum term of two days, which 
eliminates the possibility of carrying out the administration of firms' treasuries, a limitation that has 
been eliminated from the Central American Stock Exchange. The second difference is that the 
Central American Stock Exchange regulation authorizes the stockbrokers to emit titles-securities, 
notwithstanding that the obectives of such emissions are not specified and no limit is established. 
The measure can be dangerous, since there will not exist protection for the investor, above all with 
the absence of minimum capital requirements. The executives of the entity expressed that they 
included the measure so that the stockbrokers could perform operations similar to the "Securities 
Administration Account" (CAV- initials in Spanish), and to the "Administration of Operations 
Pertaining to the Stock Exchange" (OPAB - initials in Spanish), which are performed in Costa Rica. 
In any case, if this disposition is maintained, it should be regulated. 

The stock exchange will be the one in charge of authorizing the stockbrokers, pursuant to the 
requirements of its iuternal regulation. Currently, the supervision of the middlemen is inexistent and 
the stock exchanges have not emitted any prudential norm. The only obligation imposed is to 
present their annual audited financial statements. 

There exists the figure of operators, who are authorized by the stock exchange, pursuant to the 
requirements established by its regulation. None of the regulations contemplate the need to take an 
exam. The figure is mistaken with the promotor's, and the same as the rest of the region's markets, 
there exist persons who are dedicated to the activity. These are known as business or trade 
promotors and they do not require any authorization. 

The stock exchanges can descretely sanction the stockbrokers as well as its operators. It is 
important to establish a sanction code in such a way that the same sanction will be always be applied 
to the same fault. 

The greatest bottle neck for the development of the stock market in Honduras is that Article 45 
of the Presidential Agreement N 115 establishes that the title emissions in series by the declaration 
of will, must be approved by the Executive Power. The request must be presented before the 
Treasury and Public Credit Department, who will again send it to the stock exchange so that it can 
emit its opinion, and once this is done, the Executive Power wil decide on the requested 
authorization. During the interviews, the middlemen stated that the procedure lasts between 6 and 8 
months. This is one of the reasons why the majority of the emissions in the Honduran market are 
promissory notes that do not require this authorization. 

Additionally, the Presidential Agreement establishes that the stock exchange must classify the 
emission, although ii is pertinent to point out that the internal regulations of both stock exchanges 
also establish it. This function does not correspond to a stock exchange, and furthermore, it can 
harm it, since even though there is no juridic responsibility, there will be a moral responsibility when 
the emitting entity does not comply with what is established in the emission. The perception will be 
that the stock exchange performed a poor evaluation and it isprobable that the confidence of the 
investing public will be harmed. 

The same as in the Panamenian market, the presence of governmental titles is reduced. During 
1992, none of these titles was negotiated, and the period between January and June, 1993, they 



participated with 12.14% of the total amount operated. This, in spite that the government performs 
important emission to finance itself through the Central Bank ofHonduras, it basically emits bonds 
and treasury bills, and the regulation so that the central bank may emit monetatry absorption 
certificates has been approved with the purpose of controlling liquidity, even though to date, its 
emission has not begun. 

The reasons for the scarce presence of the governmental titles in the market, are three: 
o The bonds are emitted through a closed envelope auction, performed in the central bank. 
o The physical title is not emitted and the persons to whom it is awarded receive a custody
 
certificate. The problem is that this is not negotiable. The titles that are not awarded go the stock
 
ewchange who sells them directly.
 
o The central bank is obliged to repurchase the titles at any moment, paying the acrued interests 
up to the operation date. This means that the repurchases are not made according to the market rates 
and a secondary market is not needed to obtain liquidity. 

The emission process as well as the obligatory repurchase of the central bank, restrict the 
presence of the government titles in the stock exchange, in the primary as well as the secondary 
markets. The measures, so that its negotiation can be incorporated, are simple and do not require 
additional infrastructure, since the central bank can award the titles through the stock exchange, and 
can modify its regulation so that the custody certificates are negotiable. In this manner, it would have 
the power to decide, according to its programs, if it repurchases or not the titles, and would do it at 
the market rates. The control systems are also easy to introduce if the primary placement is 
performed only between financial entities and stockbrokers. The ,i Vestors would buy the titles 
through them, since the central bank would only have to keep control on the awardings and its 
modifications, according to the operations that are performed in the secondary market of the stock 
exchange. This system was introduced in Bolivia with great success. 

As was already mentioned, the majority of the titles negotiated in the Honduran market, are 
promissory notes. The firms emit them without any restriction and they are non-standarized titles. 
Generally they are emitted in very high amounts, according to the need of the emitting entitiy. This 
practice is limited to the formation of the secondary market, and since the titles cannot be separated, 
an investor who is willing to make a purchase for the exact value of each title is required. All this 
eliminates the possibility of selling only part of what was purchased. 

The information requirements for emissions which are established in the Regulations of the 
stock exchange, are adequate, and some can even be considered excessive. The problem rests on 
the fact that its presentation is not obligatory. For example, to date not one firm has emitted a 
placement prospectus, reason why there does not exist the possibiliy of performing an adequate 
analysis of the emissions. Additionally, there does not exist a standarization for the presentation of 
the financial statements. 

There is no regulation on investment funds and currently, a stockbroker has formed a firm to 
offer a semi-analogous product with the same characteristics as the CAV's. With this the client 
would be guaranteed a return on his investment, according to his term. As was explained in previous 
chapters, the nature of the intermediation impedes that this can be done and it represents a risk for 
the investor as well as for the middleman. 

Currently, there do not exist private pension funds. Notwithstanding, there exist five 
governmental ones, but they all have a poor financial position and the majority of their resources are 
used to give credits, mainly for housing, to their affiliates, at rates substancially lower that the ones 
in the market. Even though many of the investments performed are in real estate, because of the 
mentioned credits for housing, when there is a surplus, it is placed in governmental titles. 



The clearance operation is not performed in the stock exchange. The stockbrokers must cover 
their engagements with agreements among them. On the other hand, the stockbrokers currently do 
not have the qualification to freely establish their commissions and forcefully must apply those 
stipulated by the stock exchange. If this is liberated, the intermediation costs will go down. 

Next, some suggestions are given to strengthen the Honduras Stock Market: 
o Make the necessary efforts so that in the least time possible it can have an adequate regulatory 
system that will promote an effective supervision of the participants of the market, with the purpose 
of protecting the investing public's interests. 

° o In a short term, promote the modification of Article 45 of the Presidential Agreement N- 115, 
reduce the authorization procedure and eliminate the obligation that the stock exchange has of
 
classifying the emitting entity.
 
o Modify the Internal Regulation ofboth stock exchanges so that the obligation of classifying
 
emitting entities and titles-securities will be eliminated.
 
o Modify the emission manner of the governmental bonds so that they can be placed and
 
negotiated through the stock exchange.
 
o Make the regulatory norms effective in regard to the delivery of information to the emitting
 
entities and oblige the presentation of prospectus, without discriminating due to the type of title­
securities that is emitted.
 
o Modify the Honduran Stock Exchange Regulation to eliminate the limiting factors of the
 
borrowing of securities operations.
 
o Standarize the titles-securities that are emitted. 
o Liberalize the commission collection of the stockbrokers. 

Stock Market in Nicaragua 
Nicaragua is the only country that, to date, does not have a stock exchange in operation. 

Notwithstanding, the Bolsa de Valores de Nicaragua, S.A. (Nicaraguan Stock Exchange) has been 
authorized, and in a near future it will begin operations. 

The Bank and Other Financial Institutions Law, in its Title IV, Chapter 2, defines the stock 
exchanges and grants to the Bank Superintendency the power to supervi.- them. The stock 
exchange activity is regulated by the General Regulation on Stock Exchanges, which is made 
official by means of the Decree 33-93 dated the 21st day of June of the current year. Annex 12 
presents a brief analysis of the same. 

Pursuant to the mentioned Decree, the Bank Superintendency will directly supervise the stock 
exchanges, and this one will supervise the emitting entities, stockbrokers and operators. But due to 
the fact that the Superintendency must approve the regulations emitted by the stock exchange, it will 
perform indirect supervision tasks over those entities. 

The Internal Regulation of the Stock Exchange, on the date that the present report was made, 
had not been authorized yet by the Bank Superintendency. Next are given some comments on its 
contents: 
o The Regulation is adhered in all of its extension, to the dispositions of the Decree 33-93. The 
same Regulation contemplates that general character norms will be emitted to regulate some of its 
dispositions. This is a very correct measure because it would be difficult and unpractical to include 
them all in the internal regulation. 
o Article 3 establishes that operations with merchandise representative titles can be performed. It 
is important that the negotiation of titles-securities is not mixed with merchandises, even when the 
disposition refers exclusively to notes issued for loans against goods in warehouses. Its negotiation 
can result dangerous, above all during the first operation stage of the stock exchange, since it would 
be necessary to be sure of the capacity of the general deposit warehouses and the negotiation of 



merchandises is very speculative. In regard to this, it is important to point out that, given the 
conditions of the economy, it is probable thout some firms will require financing, and they only have 
merchandises to back them up. To do this, it is suggested that emissions be performed, guaranteed 
by notes issued for loans, but that these are not negotiated directly. 
o The Regulation contemplates the posibility of negotiating titles-securities of foreign emitting 
entities, even though it does not establish any provision so that the registration requirements are 
eliminated, in case they are registered in the stock exchange of their native country. This 
disposition would facilitate the integration process of the region's markets. 
o Article 11, subclause j), establishes that the stockbrokers must adjust to the tariffs and 
commissions, as well as other margins ofprofit that the stock exchange authorizes. It is convenient 
that the commissions be liberalized. It has been proved that this system reduces the intermediation 
costs whep.it.creates competitivity among the stockbrokers. On the other hand, if the borrowing of 
securities operations are begun with titles of the stockbrokers own position, it would imply that the 
margin or spread that the stockbroker could obtain would be regulated by the stock exchange, and 
this, taken to an extreme, would be as much as determining the market rates. 
o It is convenient that the figure of prormotor be created, and that in order to grant them 
authorization, the same requirements be established as for the operators (Article 17). 
o It is vital that among the requirements for the information that the emitting entities must deliver, 
those referred to the characteristics of the titles-securities b. included. 
o In Article 35, the infringements are classified and it isestablished that the Board of Directors 
will determine the sanactions and fines in a discretional manner, depending on the seriousness of the 
fault. It is important that a complementary regulation be emitted that will eliminate the 
discretionality. 
o In Article 45, the types of operations are established. It is convenient that they be ordered 
pursuant to the international custom: regular cash, cash today, instalment, future, optional and 
giveaway. 

It is projected that the operations begin with the negotiation of governmental instruments. 
Currently there exist three in the market, that could be incorporate: 
1. Bonds for Indemnity Payment: they are bonds emitted by the government in order to indemnify 
the persons whose assets were taken unduly by the government. They were emitted at a fixed 
annual interest rate of 3%, and the first series has a term of20 years. Its main quality is that they 
can be used to purchase assets of the State that are sold as part of the privatization process which 
will begin in the near future. The bonds will be accepted as cash, including their face value, and the 
accrued interests to the transaction date. Due to the term of the bonds, and to the low rate that they 
pay, it is highly probable that its holders will be willing to sell them at a discount and, obviously, the 
persons that are interested in buying State assets as their natural market. 
2. The Central Bank of Nicaragua emitted negotiable bonds designate I in dollars of the United 
States of America at a fixed rate and for a term of three months. At the beginning they were placed 
among the commercial banks, but later they were placed at the disposition of the ge:neral public. For 
the moment these emission have been suspended, but it is projected that they will be emitted again, 
and even the possibility of placing them through auction at market rates has been contemplated. 
3. Tax Bond Certificates: Currently this instrument is circulating in the market. 

Additionally, the regulation for the emission of the Monetary Stabilization Bills has been put to 
consideration of the Board of Directors of the Central Baiik of Nicaragua, whose objective is the 
monetary control. It is set forth that the placement be pernormed by auction; that they be negotiable; 
that their emission term will not exceed 120 days; that they will be emitted at a discount and that 



they will be redeemed at a face value, corrected to the exchange rate at the date of maturity. The 
title's characteristics can make it very attractive for negotiation in the stock exchange. On the other 
hand, some firms have approached the stock exchange to declare their interest in emitting. 

Given the conditions of the economy in Nicaragua, it is probab 'hat the stock exchange and its 
stockbrokers may develop the money market in first instance, that ia,negotiation of short term titles. 
Even though its development is not the goal that should be pursued, the stock exchange is probably 
the best step for Nicaragua, in order to win the confidence of the investing public and introduce its 
products and services. 

Finally, it is convenient that the witing up of a Stock Market Law be initiated, which will permit 
an adequate legal framework to propitiate its development. 

Stock Market in El Salavador 
The stock exchange activity is regulated by the Credit Institutions and Auxiliary Organizations 

Law, and Article 2 of the Organic Law of the Financial System Superintendency grants this 
institution the power to supervise its activities. However, it does not have authority over the 
middlemen, the emitting entities or to emit general character norms. The authorization of the 
functioning of the stock exchanges corresponds to the Economy Department. The Central Reserve 
Bank of El Salvador must approve the regulations of the stock exchange, as well as the resolution of 
the Board of Directors of the stock exchanges where the registration of the emitting entities and 
titles-securities is directed. 

The Central Reserve Bank has written up a draft of the Stock Market Law which currently is 
being discussed by the different stockbrokers that participate in the market. Annex 13 presents a 
brief analysis of this draft. 

Currently, there operates one sole stock exchange called Mercado de Valores de El Savador, 
SA. (Stock Market of El Salvador), organized on the 7th day of September, 1989 and began 
operations on the 27th day of Abril, 1992. In spite of its recent creation the stock exchange has 
revealed excellent results, having negotiated from January to August of the present year, the 
equivalent to more than 332 million dollars of the United States of America. 

There are currently 19 authorized stockbrokers.; the stock exchange has set its minimum capital 
and they have the obligation of presenting audited financial statements, but prudential norms do not 
exist. The operator figure is defined and the authorization of the stock exchange is needed to 
perform it. One of the requirements is the passing of an exam on the functioning and practices of 
the stock exchange, the market pertaining to stock exchange in general, and the laws and regulations 
applicable in the matter. Currently there are 49 authorized operators. On the other hand, the 
promotor figure has not been defined. 

Practically the totality of the titles that are negotiated in the Salvadoran market are of indebtness; 
only one firm has registered shares and the greatest percentage corresponds to governmental titles, 
and among these the majority are short term. The behavior is logical since the operations were 
begun with the registration of five State emissions and three from the Central Bank. The titles with 
higher presence are the Monetary Stabilization Certificates emitted by the Central Bank, which are 
emitted daily and are placed through the stock exchange and the bank windows. A. the beginning, 
the operations in the stock exchange were placed by means of auctions, but the system was modified 
and currently the Bank sets the rate according to the average of the passive rates of the banking 
system. This is a rate that comes close to the market rate because it is calculated based on a simple 
average and not on the equilibrium one. 

In regard to private sector emissions, to date only six are quoted, but in virtue of the little time 
that the stock exchange has, the figure adquires a dimension of greater importance. 



It is important to mention that, in spite the youth ofthe stock exchange, to date 21 emitting 
entities, 6 banks, 5 acceptance houses, 1carrier, and 9 firms have been registered, reason why it is 
probable that in a short term more emissions will be performed. This figure is indicative of the 
promotion task that the stock exchange, as well as its stockbrokers have carried out, even though it 
is undoubtful that this effort has to be continued. 

Due to the aforementioned, the operations that are carried our belong to the money market. The 
secondary market is constituted by the borrowing of securities operations, and since the direct 
operations are very few, this operation has substituted the interbanking credit market. It is relevant 
to clarify that they are called "borrowing of securities", but in reality they are repurchase operations. 

The commissions that the stockbrokers charge, as well as their margins of profit are established 
freely by them, which is the manner in which it is done in the developed markets. However, the 
stock exchange Regulation establishes that the comission as well as the margins of profit must 
adjust to that approved by the stock exchange, reason why it is recommended that the mentioned 
regulation be modified. On the contrary, the signal emitted to the market is erroneous because it can 
give the idea that it is not adequately applied. 

To date there does not exist any legislation nor regulation on the investment funds, even though 
some semi-analogous entities have sprung up that guarantee the client a return on his investment, 
according to his term. Throughout this report, emphasis has been made on how harmful this 
practice can be for the market, and how it attempts against the market's nature due to the type of 
intermediation that is made in it, and that the stockbroker assumes an innecessary risk. 

There exist five pension funds of governmental character which affront financial problems and 
do not contemplate the investments of their resources through the stock exchange. On the other 
hand, two private funds exist as well as various solidary associations, but that also do not 
contemplate the investment of their resource through the stock exchange, reason why it is important 
that promotion tasks be performed for the modification of their ivestment politics. Article 226 of the 
Credit Institutions and Auxiliary Organizations Law, establishes that: 

In the stock exchanges only credit titles or share representative titles, or participations in capital 
companies which were emitted in numerical series, can be negotiated, as long as they have been 
previously classified and registered by the stock exchange board of directors. 

The classification and registration of the securities will also be subject to the approval of the 
Central Bank, as well as the instructives that this latter one may dictate on the particular. 

As has been mentioned throughout the report, the classification of the emitting entities or of 
titles-securities, is not a task that corresponds to the stock exchange, because with this the stock 
exchange assumes at a given moment, a moral responsibility before the investors, and there exists 
the danger of hurting the confidence of the public. 

The information requirements on the emitting entities are contained on the Instructive for the 
Classification and Registration of the Stock Exchange. This establishes different requirements 
according to the type of titles-securities that are emitted. Thus, for example, only the annual 
accounts of the firm are requested in the case of share emission. Even though in general terms, the 
requested information is adequate, the fact of the differentiation implies that the same information 
will not be given to all the firms, and therefore, an adequate analysis will not always be made. 

In regard to the requirements of periodic financial information, it is established that the balance 
sheets and the gain and loss statements, authorized by the External Auditor, be delivered semi­
annually. However, two very important elements are omitted in order to carry out an adequate 
analysis: the notes that accompany the financial statements and the condition of the use and 
application of the resources. Furthermore, the presentation form has not be standarized. 



The prospectus that are emitted do not contain the necessary information to carry out an 
analysis, since they only contain a summary of the last balance sheet and result statement. One of 
the prospectus does not even include the latter. The rest of the information is also presented in a 
summarized manner. 

The clearance of the borrowing of securities operations is efficient, and the stock exchange acts 
as a clearing house. 

Next, some suggestions are presented to strengthen the stock market of El Salvador: 
o Promote soon the approval of a law that regulates the activities pertaining to the stock exchange 
transactions. 
o Strengthen the supervision activities of the middlemen and emit prudential norms. 
o Create the promotor figure and establish that they comply with the same requirements that the 
operators have to obtain their authorization. 
o Because of the absence of legal dispositions, regulate the functioning of the investment funds, 
including norms that appraise the portfolio. 
o Given the market's characteristics, promote mechanisms which will permit the administration of 
the surplus resources of the firms' treasuries. 
o Modify the Instructive for the Classification and Registration of Securities in the Stock Market, 
to homogenize the information requirements and establish clear norms for the emission of the 
prospectus, in such a way, that all the necessary information to carry out the analysis directed on the 
investment decision making is included. 
o Eliminate from the market all practices focused on guaranteeing returns. 
o Promote the modification of the legislation for the pension funds. 



CHAPTER 5 

CONCLUSIONS AND RECOMMENDATIONS 

In spite of their youth, the stock markets of the Central American countries have achieved 
significant progress which is necessary to consolidate, and it is vital that part of this process include 
the elimination of the distortions and obstacles that it currently affronts. 

It is undoubtful that to integrate the stock markets of the region into one will substancially
improve its development opportunities. However, the integration under the current circumstancies 
may jeopardize its success in a medium and long term, above all because there exists the probability
of transferring the distortions from one country to the other, specially those of operative character. 

Notwithstanding, this does not imply that the ideal conditions should be attained to initiate tie 
process. Otherwise, now is the moment to take advantage of the momentum that governments, as 
well as the private sector, have given the integration, in order to establish solid bases that will permit 
an integration which will benefit all the region's countries. Additionally, this same momentum will 
help to facilitate the process of eliminating the distortions. 

Advantage must be taken that, recently, all of the countries from the region have performed a 
complete review of their legislations and regulations to incorporate in them the mechanisms that will 
permit the development of transparent, agile and solid markets, consistent with the international 
standards. In this way, the integration process will be facilitated and strengthened.

For Central America, the experience of tbe European Economical Community (EEC) is very
valuable since its integration process is similarly affected. However, the incipient degree of the 
Central American region's markets demands that the effort should be greater and requires the 
embracement of areas not foreseen by the EEC. It is important to remember that, because the 
majority of the developed markets were born without regulation, what could be called non-written or 
common stock exchange law is very important. For this motive, its norm speaks of "stock exchange
transaction uses and practices", referring to all those mechanisms established in the practice with the 
passing of time. In many ocassions these norms or principles are not incorporated in the regulatory 
process in an explicit manner; nevertheless, in the case of the Central American markets, it will be 
necessary to explicitly incorporate them. Additionally, so that the process is sucessful, mainly facing
the participation of the integrated market within the so called globalization of the financial markets,
it will be necessary to incorporate internationally accepted systems and practices.

Undoubtedly, the Central American markets must resolve similar problems to those of the EEC. 
Among them stand out the clear definition of the role of the national supervising entities;
harmonization of the requirements to carry out the public offer; standarization of information that 
the emitting entities must present to the investors, not only to perform the public offer but also the 
continous character one; and eliminate the distrotions that the different taxative outlines can 
generate. 

Even though the simultaneous intregation of all the stock exchanges that operate in the region is 
desirable, it is difficult for this to be achieved, since not all of them have the necessary infrastructure. 
The fact that the stock markets will integrate gradually will not harm the process; in fact it could 
benefit it because, in principle, it will be easier to come to agreements that will make it feasible. In 
effect, the stock exchanges of the countries that integrate the so called north triangle, the National 
Stock Exchange of Guatemala, Honduras and El Salvador, have taken the first steps tending to their 
integration, and for this reason, maybe they will initiate the process.

On the other hand, currently in none of the region's countries does effective exchange control 
exist, which impedes the performing of cross-border transactions. This means that any person may 



invest in another market. To date, the most sophisticated investors perform these types of 

operations, not only in the region's markets but also in more developed ones, such as the North 

American. Because of the aforementioned, it is feasible that in a short term, the range of 

instruments that can be negotiated in a multinational manner will be extended. It must be 

remembered that currently, some indebtness emissions of the region's governments are already 

operating in this manner. This process will help the familiarization of the middlemen and the public 

on the procedures. 
So that the integration process is successful, a minimum grade of harmonization of the 

economical politics is required, and the free capital movement as well as the exchange freedom are 

indispensable. But the harmonization of some of the norms which are specific of the stock market 

transactions is also indispensable, and even though the harmonization of all the principles that 

regulate the stock markets is not necessary, there are fundamental aspects that do require it. These 

can be grouped basically into legal and regulatory; of supervision and operative. It is important to 

remember that without this minimum degree of harmonization, the trade will tend to establish in the 

country where the regulation or supervision is weakest. Next are listed the principles that do require 

harmonization from each one of the previous categories: 

Legal and Regulatory 
Many of the measures that are necessary to adopt in order to eliminate the distortions that the 

region's markets affront, require an adequate legal framework. Because the processes that approve 
a law and/or its modifications are complex and slow, and in virtue that many of the problems are 
common, it is possible that, in a joint manner, solutions, which will permit the acceleration of the 
integration process, without having to wait for the approval ofa required !aw and/or its 
amendments, be adopted. A multinational treaty that contemplates these aspects and mends the 
current deficiencies, will avoid long reform processes of the national laws. However, it must be 
taken into consideration that, for these agreements to have validity, their ratification by the Congress 
of each subscribing country is required. This can also be a slow process, above all if it is considered 
that next year various of the region's countries will change govemements. 

Due to the above, a short term measure with which the process can be initiated, is the signing of 

agreements among supervising entities, stock exchanges and middlement, so that while the 
multinational agreement is legalized, the integration process can be initiated. In this sense, the role 
of BOLCEN is fundamental, since the agglutination of the region's stock exchanges can facilitate the 
decision making and act on behalf and in representation of its members, to negotiate the necessary 
agreements. Additonally, the efforts that are carried out will not be temporary or fruitless, since the 
agreements and norms that are emitted will be the ones that integrate the multinational agreement 
that will legalize the process. 

The norms that are important to harmonize so that the integration process is successful are: 
A. Norms so that the stockbrokers can act with a sole permit in the region: In order for the sole 

permit or license to be emittied it is important that common parameters exist, which will insure its 
good functioning. The most important ones are: 

1. Return guarantee: The soonest possible, it must be eliminated from the region's markets, the 

possibility that a stockbroker may, guarantee returns due to any motive or in any manner. The norm 
must be severe and the authorization must be cancelled to whom so ever transgresses it. 

2. Minimum capital requirement for the stockbrokers: The minimum capital requirements 
must be harmonized for the stockbrokers, in such a way that they can be assured a solid financial 

position, and therefore, solvency. To facilitate that the majority of stockbrokers, that currently 
operate in the region, may attain the qualification grade that is set as minimum, goals can be 
established by stages, that is, at the moment the norm is in force, the amount to be achieved at the 



end of the next two years is established. An intermediate limit can be established, for example, that 
at the end of the first year the stockbroker must have covered 75% of the set amount. So that the 
integration process is not hampered, it could be established that the stockbrokers that wish to open 
branches in a member country, which is not their native one, will have the minimum capital that is 
established in that country. 

3. Special accounting systems for the stockbrokers: Establish a special accounting system for 
the stockbrokers, that will reflect the result of their activities. A minimum harmonization must be 
attained In regard to the accounting norms that are applied, as well as the periodicity of the delivery 
of this financial information, whether audited or not, to the supervising entity that corresponds to the 
stockbrok,:-. It is important that the steps to establish the system as soon as possible, be initiated. 
Once the norm is dictated, a period of six months could be established so that the stockbrokers can 
adjust to it. 

4. Prudential norms: It is vital that prudential norms be emitted. Particularly there must be 
harmonization on the operation margins, that is, the amount of operations that the stockbrokers can 
perform on their own account, in function of their capital by instrument arid type of operation. In 
this way, the investing public's interested would be protected. This norm will permit that the 
stockbrokers that act in a multinational manner, may count on uniform operation lineaments. 

Likewise, prudential norms must exist that avoid, and in its case, sanction the unduly use of 
privileged information. This is one of the props so that the stock market may function transparently 
and, even though the recommendation has been placed in the middlemen's articles, it is vital to 
remember that the norms must also be applicable to the operators, promotors, members of the 
supervising entities and general public. Currently, the region's countries' legislations and/or 
regulations in force that pertain to the stock exchange, discuss this aspect but not in an ample 
manner and in some cases, in an inadequate manner. For example it must be remembered that the 
Decree 33-93 of Nicaragua, whicb regulates the stock exchange activity, even though it prohibits the 
use ofprivileged information, does not establish sanctions for those who transgress the norm. 

5. Promulgate an ethic code that will regulate the performance of the region's stockbrokers. To 
do this, the stock exchanges must include sanctions in their internal regulations, including the 
authority cancellation for who so ever transgresses it. In this sense, BOLCEN has already given its 
first steps to elaborate it. This is why the necessary efforts to finish the writing must be carried out, 
as well as promote that it be in force during the next six months. 
B. Norms so the operators and promotors can act in various markets: It is not recommendable that 
a sole permit be emitted, since in order to perform these activities, it is fundamental that all the 
aspects that norm the activity pertaining to the stock exchange transactions be known, legal as well 
as technical and operative. When there is no total harmonization of the norms, it is not convenient 
that an authorized person who acts as operator and/or promotor in a specific country, may perform 
as such in another. However, it is possible to establish some minimum common requirements that 
insure their professionalism and that facilite the mobility of these persons in the region. The most 
important are: 

1. Permit or license: Establish in all the countries the need to have an authorization or a permit 
given by the supervising authority, in order to carry out the functions of operator and/or promotor. 

2. Exam: One of the basic requirements to act as operator and/or promotor must be the 
presentation of knowledge exams that must comprise the legal, operational and stock exchange 
pertaining areas, as well as technical, such as financial mathematics, finances, analysis techniques, 
etc. if this requirement is established, not only is the profesionalism of the operators and promotors 
assured, but also their mobility will be facilitated, because in order to revalidate the permit in a 
different county than the one where itwas initially given, exams on the technical areas can be 
obviated, since these areas are common to all the stock markets. 



3. Promulgate in an ethic code, which regulates all of the region, the performance of the
 
operators and/or pronotors.
 
C. Norms so that the emitting entities can perform a simultaneous public offer in the region's
 
markets, register their titles-securities for their quotation in more than one stock exchange, and
 
maintain this registration: So that an emitting firm may offer and quote its titles in an integrated
 
market, it is necessary that, at least, the following norms be harmonized:
 

1. Minimum requirements to authorize the public offer: These must cover at least, the areas of 
legal and financial information, as well as the emitting entitiy's activities, and a brief summary of the 
emitting entity's background. Likewise, the minimum information that the placement prospectus 
must contain has to be harmonized. In regard to the information contents of the placement 
prospectus, the definition process can be begun with the study performed by FEDEPRICAP, 
"Comparison of the Registration Requirements of Securities Emissions in the Central American 
Stock Markets, and Harmonization Proposals". Notwithstanding, it is necessary to update it, since, 
for example, in the case of the indebtness emissions, the referred to document does not include the 
calculation form of the interests. 

2. Registration requirements in the stock exchange: It isimportant that, in a minimum grade,
 
the requirements that must cover the emitting entities in order to register its titles in a stock
 
exchange for their quotation, be harmonized. In this manner, simultaneous registrations can be
 
made in various stock exchanges, without the need of additional procedures in each country. The
 
role of BOLCEN in this matter, is also very important, since it can facilitate the concretion of the
 
agreements.
 

3. Harmonize the minimum requirements for the delivery ofcontinous information in order to 
maintain the registration of emission in the stock exchanges. To perform this task, the study of 
FEDEPRICAP, mentioned in the previous subclause 1, can be used as a starting point, even though 
it is necessary to update it because, for example, it does not contemplate the presentation of the use 
condition and resource application. Likewise, the presentation form of the information has to be 
standarized. A very important aspect is that the obligation of delivering financial information, 
including banks and other financial entities, is not revealed to any of the emitting entities of the 
region, and the public requires all the analysis elements in order to make an investment decision. 
This has more importance when it is considered that the titles can be negotiated in all the countries 
of the region, and even though it is true that in the case of the financial institutions, the majority of 
the Bank Superintendencies publish their financial information. It is also true that this information is 
not available outside the native country. It is indispensable, not only that the class and quantity of 
information that the emitting entities must present, be harmonized but it is also vital that in all the 
region's markets the same periodicity for delivery be established. It is suggested that the parameter 
adopted in the majority of the American continent countries be followed, that is, a quarterly delivery 
of information and a yearly presentation ofthe audited financial statements, including the 
corresponding notes of the auditing firm. 

4. Because the application ofdiverse accounting principles can lead to different results, it is 
important that there exists a minimum of harmonization in regard to the accounting principles that 
the titles-securities emitting entities must use. It is desirable that the established principles follow 
the international standards. Due to the complexity of performing this harmonization task, it is 
possible that the elaboration of norms may take more than twelve months. For this reason, it can be 
established that in the first stage only the minimum requirements, such as principles on the 
accounting form of inventories, appraisal of monetary and non-monetary assets, appraisal of 
investments, establishment ofreserves, effects of the inflation on the financial statements, etc. be 
pursued. Later emit complementary norms. 



D. Norms for the establishment and operation of the investment funds: Because in none of the 
countries exist adequate norms for the invesment funds, it is vital that they be emitted, above all if it 
is taken into consideration that in an integrated market, the investment funds could capture 
investment resources in a multinational manner. It is necessary that, at least, the following aspects 
be harmonized: 

1. Requirements to obtain the authorization to operate an investment fund: The necessary 
requirements must be harmonized to establish and operate an investment fund, and this 
authorization must operate in the same manner as would the sole permit of the stockbrokers, that is, 
once the authorization is obtained in one country, action can be taken in any of those that form the 
Central American stock market, without need of covering an additional procedure, except the 
presentation of the original authorization to the competent authority before beginning operations. 

2. The same as with the emitting entities, the basic information requirements that the 
investment funds must present to the investors must be harmonized, not only in regard to the 
placement prospectus, but also in regard to the continous information that must be delivered. In the 
same manner, basic accounting principles must be established, which the investment funds must 
follow. 

3. Portfolio appraisal: The basic criteria that the investment funds must follow to appraise their 
portfolios must be harmonized. It is important to remember that the application of different 
principles will obtain different results. With the purpose ofprotecting the investor, uniform and 
adequate principles must be established, particularly in regard to the following aspects: 

o Obligation of daily appraisal of the portfolio; 
o Procedures to appraise the portfolio: Clear principles must be established on the "price" 

with which each one of the titles-securities, which integrate the portfolio of investment funds, will be 
appraised. Generally, it is established that they must be appraised according to the market price. 
However, in small markets not all the titles are daily quoted. This makes the apprasing task difficult. 
For this reason, clear principles that establish the form of appraisal when titles are not quoted, must 
exist. Therefore, do not count on the market price. 

o Obligation of giving the clients, once a month, an account statement which contains, at 
least, the quota and participation numbers as well as the number of shares that have been purchased 
or sold during the period, prices at which they were purchased or sold, and the appraisal of its 
position at the moment of the account statement closing; and 

o The obligation of letting the investing public know, at least once a month, the portfolio 
composition. This can be done at the moment in which the monthly account statement is given. 
E. Harmonization or convergence in taxative matters: Even though it is not a strictly stock 
exchange transaction issue because the differences in the fiscal treatment in the region's countries 
can generate important distortions in the stock market, special emphasis should be placed on 
harmonizing, or at least converging, the taxative systems before the integration of the stock markets. 
An example that illustrates the situation is that, when the integration begins, the investors will prefer 
purchasing their indebtness titles-securities in Panama, since in that country the interests gained for 
that concept are exempt of tax payment, while in the rest of the countries, even though with 
differential rates, these incomes are encumbered. It is important to remember that the Central 
American Economical Integration Secretariat (SIECA) is the entity in charge of carrying out studies 
and recommendations conducive to harmonizing or converging the taxative systems of the Central 
American countries. Iu this aspect where the European experience points out clear lineaments that 
are to be followed, in Chapter 2 were expounded in an ample manner, many of the considerations 
which have caused that the convergence in taxative matter be seeked. 



Supervision 
The most important thing for a stock market to function is to promote its tranparcncy and, with 

this, protect the interests of the investing public. The best way to do it is through an adequate 

supervision of the middlemen and the operations they perform, particularly through the emission of 

prudential norms. Even though it is true that in this aspect the stock exchanges must perform a 

preponderant role when applying the self-regulation norms, it is also true that the need to have 
strong, highly qualified supervising entities that can perform effective controlling tasks cannot be 

obviated; above all in the preventive area. For this reason it is vital that the supervising entities be 
strengthened in the region. 

To achieve efficiency and preserve the national sovereignty, it is important to maintain the 
supervision functions decentralized, and to do this, the adoption of the EEC model, in which the 
supervising entity of a member country is the one in charge of supervising and controlling 
middlemen, head offices and branches, whose head office is found domicilated in that country, is 
suggested. Given the conditions that prevail in the Central American region, it is important that the 
adequate measures be taken so that the supervising entities may adequately perform their functions. 
Among them stand out that the governments give these entities a decided support and sufficient 
resources so they may operate adequately and the qualification tasks of their members can be 
increased. 

Likewise, it is vital that to protect the investing public's interests, the supervising entities must 
have the power to perform inspection visits and in its case, adminstratively intervene the middlemen. 
In order for the supervision to be effective, the supervising entities of the region's countries must act 
in perfect coordination. To do this, they must be in permanent communication. That is why it is 
convenient that an information system be created, which will permit a communication in actual time. 
Additionally, the representatives of the supervising entities must establish mechanisms to meet 
periodically. In this manner and coordinatly, general character norms can be emitted, particularly 
those of prudential character. 

Operative Systems 
For the integration to be successful, it is required that the operative procedures be harmonized 

and count on the basic infrastructure to perform the transactions. Otherwise, the market's efficiency 
would be jeopardized and, therefore, the success of the integration process. The aspects that have to 
be covered are: 
A. Harmonization of the transaction procedures: Given that in order to perform operations in an 
integrated market, it is necessary to establish electronic links which will permit it, it is fundamental 
that the transaction procedures be harmonized. Otherwise, the action will be under different 
transaction procedures and this will make the concretion of operations extremely difficult. 
B. Derived from the previous issue, the need to establish an electronic transaction system which 
will link all the stock exchanges on time, isevident. This is the only manner in which an integrated 
market can be achieved. Currently, there exist various systems of this type that are in operation, but 
unfortunately not all are compatible. For this reason, it is vital that the endeavor be done to choose 
one of them and then adopted by all the other integrated stock exchanges. 
C. Emitting entities' information system: For a stock market to be efficient it must provide the 
necessary information to the participants, and the information on the titles-securities emitting entities 
is vital for the investment decision making process to exist. Additionally, the information must be 
available to all the participants in the same way and at the same time. A mechanism to fulfill these 
requirements is that in the transaction system that is dealt with in the previous sub-clause, an 
information module be incorporated, through which all the information in regard to the emitting 
entities can be divulged, including the addition of another one of economical character, like types of 



exchange, interest rates, etc. and any other that affects the development of the stock markets. The 
way the system would operate is that the stock exchange of the native country of the emitting entity 
would receive the information and would be in charge of feeding it to the system. Until this 
happens, said information must be considered privileged. Given that the system would operate in 
actual time, once the information is fed and processed, itwill be available to all the participants. 

Besides covering with this the principles on information divulging, the system can represent 
an additional source of resources for the stock exchange, since it is possible that these will sell the 
system to the interested parties, or that specialized publications will be created to get the information 
from all the emitting entities of the region, to the interested parties. 
C. Clearance and compensation systems: So that the integrated market may function adequately, it 
is indispensable that agile clearance procedures exist, that will permit multinational transactions, 
including value operations on the same day. To do this, it is fundamental that a clearing house be 
established. Without this mechanism, serious problems can present themselves in the markets, due 
to possible noncompliance in the clearances. It is a fact that the central banks of the Central 
American region countries do not wish to be an active part in this house. For this reason, the private 
sector must assume the function and create the house. Notwithstanding, it is indispensable that the 
member countries promise to permit freedom of capital flow and the free convertability of currency 
so that the house can operate adequately. Otherwise, the integration of the stock markets would be 
in danger. It is important to mention that, currently, there exist private financial institutions that are 
interested in establishing a clearance house. 

So that the stock exchange transaction operations can be adequately liquidated or cleared, 
the transaction system must provide necessary information to the clearance house, so that it can 
perform its function. A way of doing it is through the cash management systems, through which it is 
possible to perform electronic fund transfers, including a foreign currency exchange. To do this, the 
stockbroker must establish check accounts with the financial institution(s) that the clearing house 
establishes. Another way of doing it is that the stock exchanges will be the ones that, acting on 
behalf of their stockbrokers, will consolidate the operations and directly deal with the clearance 
house so that, later, they can internally clear their stockbrokers. 
E. Title-Securities transfer system: For the integration to be successful, it is necessary that the 
basic infrastructure of title-securities transfer be created, which will permit in an efficient manner, 
the concretion of the transactions. To do this the establishement of a Central office for the Central 
American Securities Deposit is suggested, in such a manner that the mobilization of titles from 
country to country is not required. Otherwise, unnecessary risks would be taken and the cost of the 
transaction would increase. In a schematic way, the structure that is proposed for the system is the 
following: 

1. Formation of a stock company (corporation) whose only social objective would be the 
deposit, protection and administration of the titles-securities: It is recommended that all the stock 
exchanges and their stockbrokers be shareholders of the company. It is also convenient that banks 
and other financial institutions be invited to participate. 

2. Multiple deposit and protection system: It is recommended to use the multiple vault 
system, that is to say, in each country the titles emitted by firms domiciliated in that country, or their 
governments, will be guarded. In this manner, the transfer of the titles from country to country will 
be avoided, and at the same time their protection will be insured. 

3. Adequate control systems: It is vital that the necessary systems be established so that there 
exists a strict control over the titles-securities, which will permit not only their protection and 
custody, but also the identification of their holders. To do this it is necessary that a computation 
system be developed, which will operate on actual time in the following manner: 



o Simultaneously with the clearance of the operations, the corresponding data will be 
introduced, so that in the country where the titles are deposited the transfer can be performed by 
means of annotations from the sellers account to the purchaser. 

o Once the previous is done, the stock exchange(s) involved in the transaction will receive 
from the securities deposit company, the confirmation of said transfer. To do this, in that moment a 

certificate will be emitted, original and five copies, which will guarantee the property of the 
mentioned titles. Later, the stock exchange(s) will give the stockbrokers the documentation so that 
it can be distributed among their clients. The original and the copies of the owner certificate will be 
distributed in the following manner: the original for the purchasing investor; one copy for the selling 
investor, a copy for each one of the stock exchanges where the transaction took place, and one for 
each one of the stockbrokers, seller and buyer. It is important that the stock exchan-es as well as 
the stockbrokers keep this documentation in a file, at least during a term of twelve months, in such a 
manner, that if a conflict arises on the negotiated titles, it can be agilely resolved. Even though the 
process seems complicated, it is not, since the operation will be performed quickly in the electronic 
manner. It is relevant to state that because all the possible alternatives have been considered, the 
emission of the original certificate and its five copies has been contemplated. Inan extreme, it could 
happen that a stockbroker in a specific country performs a transaction with another that is in another 
country, and for that reason two stock exchanges would be involved. That is why the system must 
contemplate the emission of a sole original certificate that will necessarily be given to the investing 
purchaser. 

Once the system is in operation, it is desirable that it may also serve to administrate the 
protected titles-securities. It is possible that through the securities deposit company, the rights that 
the titles grant may be collected, and the company will be in charge of distributing them among the 
stockbrokers where they are assigned, whether they act on own account or on behalf of third parties, 
in this manner they can distribute them among their clients. On the other hand, the company in the 
future may act as a clearinghouse to liquidate the stock exchange transactions. For this reason it is 
convenient that from the beginning the necessary nexus be established so that this may be achieved, 
in coordination with the house that the financial institutions form, and which is mentioned in the 
previous sub-clause D. 

Until the basic infrastructure is not present for the clearence of operations and the trarfer of 
titles-securities, the stockbroker must not be permitted to perform arbitration operations, so that 
short term sales, that can harm the market, are avoided. 

Training 
Due to the qualification needs in the region's markets and in view of the will of the participants 

to make the necessary efforts in order to increase it, it is suggested that the Central American 
Institute of Stock Exchange Qualification be created, being this a manner of institutionalizing the 
qualification process. Even though various forms exist where an institution of this nature can be 
established, next is presented one of them in a schematic manner: 
A. Objective: The main objective of the Institute must be to provide the stock exchange and stock 
exchange agencies' personnel an adecuate training. This can also be extended to the members of the 
supervising entities. However, it is important that it offers courses for the firms' executives and 
general public. For this reason its objective must be ample. 
B. Shareholders: It is recommendable that a company be formed to establish the Institute. The type 
of company will depend on the legal norms that prevail in the country's head office tbr that type of 
organizations. The shareholders would be the stock exchanges and stockbrokers of the region. 
C. Financial Autonomy: For the Institute to be a success, it is an indispensable condition that it be 
financially self-sufficient. To do this itmust collect adequate fees for each course that it offers. In 



the world there are many examples of institutions of this type, that are not only self sufficient, but 
even income-producing. 
D. Main Office: It is necessary that the Institute establishes its domicile ofcorporation in one of the 
region's countries. However, part of its work plan must be the design of rotating courses, that is to 
say, that a same course or seminar is imparted in all the region's countries. According to the success 
and acceptance, in the future, the establishment of branches in some of the member countries could 
be considered. 
E. Instructors: It is probable that for some subjects it isnecessary to hire instructors that come from 
countries outside the Central American region. But in this case it must be contemplated that, as part 
of their work ambit, they train at least one instructor from the region. 
F. Curricular Activity: The Institute must offer courses on themes related to the stock exchange 
transaction activity and diverse financial aspects. Next, some examples of the courses that could 
form part of the curricular activities of the Institute are presented. These are focused not only on the 
directly interested persons, but on the firms and public to whom they can also be attractive: 

a. Financial mathematics course at different levels. 
b. 	 Money market operations which comprise, among other themes:
 

Administration of rates:
 
Discount rates
 
Return rates
 
Equivalent return rates
 
Operations with discount emitted titles
 
Operations of borrowing of securities
 

c. 	 Introduction to the stock market, comprising, among other themes:
 
Functions of the stock market
 
Money market
 
Capital market
 
Fixed income instruments
 
Variable income instruments
 

d. 	 Basic courses on financial engineering, comprising, among other themes:
 
Financial mathematics principles
 
Financing principles
 
Function of financial engineering
 
Development of financing solutions for the firms
 

e. 	 Basic course on treasury administration, comprising, among other themes:
 
Importance of planning
 
Planning methods
 
Cash flow projection
 
Short term administration of work capital
 
Cash administration
 
Maximization of work capital
 
Financing
 

f. 	 Financing options through the emission of titles-securities, comprising, among other themes: 
Short term financing 
Medium term financing 
Long term financing 
Capital emissions 

g. 	 Analysis technics applicable to the stock market, including among others:
 
Analysis pertaining to stock exchange transactions
 



Economical analysis
 
Fundamental anaiysis
 
Technical analysis
 

h. 	 Basic course on investment fund administration, including among others:
 
Portfolio administration
 
Appraisal of portfolio
 

Finally, a measure that can be taken in a short term, which does not require the integration of the 

markets and which could possibly cooperate so that the investing public familiarizes with the titles 

of the region's countries, is the creation ofa multinational fixed income investment fund. Next, the 

main characteristics of the fund are presented in a schematic manner: 
1. Formation: The fund could be established by the region's stockbrokers, who would 

contribute with the initial resources to form it. They would also promote it among their clients. It is 
important that, besides having as an objective that the investors familiarize wi h the region's titles, it 
will also be an income-producing operation for the stockbrokers. 

2. Domicile of corporation: It is convenient that the fund be organized in Panama, which is 
the only country of the region that has the off-shore characteristics. In order to operate, it must have 
the authorization of that country's authorities and its shares would be quoted in the Panama Stock 
Exchange. Notwithstanding, the fund could quote, previous authorization, in all the stock exchanges 
of the region. What is really important is that all the investors from the region's countries will have 
access to it. 

3. Administration: The administration of the fund's portfolio must fall upon a group of 
professionals, especially hired fc'r that effect. They would be responsible for directing the 
stockbrokers on title purchase or sales; for appraising the portfolio and establishing quota or share 
prices; transmitting that information to the stockbrokers and stock exchanges where the fund is 
quoted. 

4. Compostion of Portfolio: It has been proposed that it be a fixed income fund, given the 
scarcity of representative titles of the firms' capital stock in the market. The fund's portfolio would 
be formed by indebtness titles-securities of the Central Americans. It is recommendable that a 
participation limit to the governmental titles be established, and it must be avoided that the public 
think that the fund was created to finance the region's govenments' needs. It is proposed that not 
more than 40% of the fund's portfolio be formed by that kind of titles. Likewise, diversification 
criteria must exist, not only in regard to the nationality of the titles, but also in regard to avoiding the 
concentration of the investment in determined branches of the economical activity. 

5. Clearance of Operations: Inview of the current absence of infrasturcture to perform 
operations in actual time, it is convenient that when a client wishes to purchase participations in the 
fund, above all at the beginning, his resources be applied after 24 hours, and for the clearance, that 
is the sale of participation, a term of 48 hours be established. These elements will facilitate the 
administration of the fund and will grant a covering for the stockbrokers in regard to massive 
investment output. 

6. Internationalization: Once the fund's operations are begun, it could be seeked that they be 
quoted in markets with higher degree of development, which would serve as a good thermometer to 
measure the grade of acceptance of the Central American titles by the international investors, and it 
will be a good beginning to introduce the products that the Central American market can offer. 

A fund of this nature will probably encourage the private sector firms to use more frequently the 
stock exchange transaction mechanism to finance its needs, since the option of extending the market, 
and therefore, the available resources, will be a great attraction. 



REQUIREMENTS OF TECHNICAL ASSISTANCE 

Due to the lack of experience in the region's countries, it is probable that technical assistance be 
required to develop some necessary activities, not only to carry out the integration process, but to 
eliminate some of the distortions that they now affront. On the other hand, there exists the 
advantage of being able to create scale economies, since the same consultant could give technical 
assistance to all the region's markets. With this, the harmonization process will also be facilitated. 

Even though the areas where the technical assistance is required ar-e various, special emphasis 
should be given on those for which there is no previous experience in the region, and which are vital 
to eliminate the existing distortions in the national markets as well as to make a successful 
integration process feasible. Next, the areas on which, under these parameters, the technical 
assistance could have important benefits, arc listed: 
1. Writing out of prudential norms for the middlemen and training to the supervising entities on 
how to appliy them. 
2. Assistance to the supervising entities, for the elaboration of inspection and training handbooks, 
on inspection and supervision procedures for stock exchange transaction middlemen. Special 
emphasis should be put on the preventive norms and on the design of opportune alert systems. 
3. Establishement of accounting systems for the stockbrokers, emission of an account handbook 
and norms for its supervision. 
4. Development and establishement of the protection, deposit and administration of titles-securities 
at a regional level. 
5. Standarization of the requirements for delivering financial information to the emitting entities, 
annually and quarterly, and the elaboration of formats for its presentation. 
6. Supervision of investment funds and emission ofnorms for the appraisal of the portfolio. 



ANNEX 1 
MEETING AT ANTIGUA - NECESSARY ACTIONS TO 
ACHIEVE THE CENTRAL AMERICAN ECONOMIC INTEGRATION 

In the meeting held at Antigua, Guatemala, in June, 1990, the Presidents of the five countries of 
the region determined that, in order to achieve the economical integration of Central America, it was 
necessary to take action in the following areas: 
o Consolidation of the free trade area: Promote the entrance of Panama to this area, since with her 
there are advantages in reciprocal trade. The first step should be include the regional free trade of 
products of agricultural origin, and later on extend it, not limiting it to assets but including services 
such as transport, insurance, banking. 
o Creation of the common market: Evolutionize free mobility of factors: capital and work. In the 
case of work, it will be seeked by imposing restrictions that will avoid lack of equilibrium. To do 
this the mobility of professional groups will be begun, temporary migrations, and permitting that 
inhabitants at the border may work indistinctly in any country, as long as they live in their native 
country, and set permanent immigrant fees. In regard to capital movement, the need to establish an 
inter-regional payment system was recognized, which would open the possibility of investing in 
public and private titles-securities for depositors of each country, in the markets of the other member 
countries; and permit Central American investors to freely perform investments without any other 
regulation than those in force in the country where the investment is done. On the other hand, it was 
talked about the need to accept that the inter-regional trade transactions can be paid in local 
currency of any of the countries, without the intervention of the central banks. 
o Opening to third countries: Advance in three fronts: (1)unilateral opening through which the 
common market countries reduce their external tariffs; (2) incorporation of member countries to 
GATT; and (3) concretion of bilateral free trade treaties. 

It was recognized that to achieve the prevmus objectives would imply great effort of regional 
coordination of the economical politics. To date. work is being performed in different areas to study 
the manner of harmonizing economical politics. 



ANNEX 2 
OTHER AGREEMENTS AND DECISIONS ADOPTED BY THE 
PRESIDENTS OF THE CENTRAL AMERICAN ISTHMUS COUNTRIES TO MAKE 
THE INTEGRATION OF THE REGION FEASIBLE 

In the Official Anouncement and First Action Program of the Economical Cabinets of the 
Central American Isthmus countries, carried out at Antigua, Guatemala, in March, 1992, various 
issues were agreed upon. Among them those that are directly related to the integration of the stock 
markets are: 
i. Approve the Priority Agenda of the Economical Community of the Central American Isthmus. 
2. Agilize free trade among the region's countries. 
3. The Presidents of the Central Banks of the Central American countries, with the purpose of 
facilitating and promoting the inter-regional trade, agree that the commercial transaction payments 
can be performed through the use of the respective national currencies, the dollar of the United 
States of America, and other strong currencies, barter and other payment forms that the respective 
monetary authorities of the countries approve, and which do not require the intervention of the 
central banks. In this sense, and considering the progress in liberalization and regional integration 
matters, and in communication with the European Economical Community, all that is relevant to the 
continuity or not of the Central American Payment System will be determined. 
4. With the purpose of promoting the mobility of the financial resources and integrating capital 
markets, the Presidents of the Central Banks agree to immediately begin the nece3sary actions so 
that, in a reciprocal and efficient manner, the next w;11 be facilitated: 

o The establishement and operation of branches and subsidiaries of banks and national 
acceptance houses in the other countries of the region. 

o The necessary coordination for the integration of the countries stock exchanges. 
o The review of the financial legislation and fiscal treatment of the instruments an,' financial 

institutions, so that their harmonization can be achieved. 

5. Establish the Board of Public Finance or Treasury Ministers, which will have under its 
responsibility the definition of the taxative hamonization politics of Central America. 
6. Establish the Executive Committee of the Board of Public Finance or Treasury Ministers, 
integrated by the respective Vice Ministers of said Offices, which will have under its responsibility 
the analysis of lineaments, experiences and mechanisms which lead to the harmonization and 
convergence of the politics in taxative matters, customhouse system, budget, and programs with the 
multilateral financing organisms. 
7. Request from SIECA (Central American Economical Integration Secretariat) that, during the 
next twelve months, to act as Secretariat of the Executive Committee of the Board of Public Finance 
and Treasury Ministers, for which it will need to establish within its internal institutional structure, 
the unit specialized in matters of taxative politics, customhouse, budget and relationships with 
international finance organisms. 
8. Request from the Interamerican Taxative Administration Center -CIAT-, the technical and 
financial cooperation which is required for the development of the activities indicated on the two 
preceding paragraphs, which will be directed by SIECA. 
9. Request from the Executive Committee of the Board of Public Finance and Treasury Ministers 
the preparation of a: 

o Report on the current situation and the reform programs foreseen for the current year, in 
regard to the taxative regime that is in force in each one of the Central American countries. 



o Report on the taxative administration systems, with emphasis on the procedures, information 

systems, controlling systems, and sanction regime in force in each one of the countries. 
Report on the customhouse systems and the necessary mechanisms for the establishement ofo 


the Central American Customhouse Union.
 
o Comparative report of the specific taxes that exist in regard to cigarrete, liquor, beer, and 

soft beverage consumptions a.: ,c!l as in products derived from petroleum. 
o Comparative study on the ftrcal incentives and taxes that exist on the exportations to 

markets outside the Central American region. 

In the Declaration of Nueva Ocotepeque, Honduras, in May, 1992, the Presidents of El 
Salvador, Honduras and Guatemala, besides reasserting their previous decisions in regard to free 
trade and a common external tariff, gave an additional indication of their support to these initiatives. 
In their agreement they included a set of measures and politics focused on the modernization, 
coordination and integration of its financial and exchange systems, in order to include, not only the 
non-controlling of commercial inter-regional transactions, but also the banking system and the 
integration uf the stock markets. In this reunion, the Presidents agreed upon: 
1. Deregulation of payments: Eliminate the intervention of the central banks in the inter-regional 
trade payments. The plau also authorizes the exportors to receive and the importers to pay in local 
currency, in dollars of the United States of America or any other strong currency, barter or any other 
method withnut the need of authorization from the Central Bank. 
2. Banking through borders: Authorize the banks and other financial entities of the member 
countries, to open branches and/or agencies in any member country. 
3. Integration of capital markets: Coordinate whatever is necessary to integrate their respective 
capital markets and stock exchange. 
4. Legal harmonization: review and harmonize the existing financial legislation, including the fiscal 
regime, the financial institutions and instruments. 
5. Establishment: Establish at a ministeria! level an Establishment Commision to work and 
recommend detailed measures and provisions to carry out these decisions; and 
6. Non exclusivity: Summon Costa Rica and Nicaragua so that they may join in these actions, and 
summon Panama to initiate its integration to Central America. 

Finally, on sub-paragraph 43 of the Declaration of Panama in December, 1992, the Central 
American Presidents reaffirmed these agreements when they expressed: 
"We stand out the need to achieve the regional financial integration, promoting and strengthening 
the complete freedom to move capitals among the countries in the region, with the purpose of 
investn. nt. In this sense, and keeping in mind the resolution of the Economical Cabinets, we agreed 
to promote and strengthen the modernization and inter-relation of the national financing systems; 
link the stock exchanges so that they may perform all types of stock exchange transactions from one 
country to another; facilitate the establishment ofbranches of national finance entities of Central 
American countries in other countries of the region; and opening to all the financial services, all this 
in a frame that will permit that in those contries where there exists a state bank, it may compete 
under equal conditions with the private banks; establish common norms and criteria in regard to the 
preventive supervision of the financial entities, striving for a neutral taxative structure in regard to its 
impact in the mobility of the region's resources; and create adequate economical and financial 
information flows, to facilitate the decision making of the stockbrokers. For the mentioned 
purposes, we instruct the Central American Monetary Board so that during the first quarter of next 
year it may come up with a proposal of legislative regulations or modifications, according to the 
requirements in each case". 

-."/ 



ANNEX 3
 
MAIN DIRECTRICES OF THE EUROPEAN ECONOMICAL COMMUNITY
 
AND MODIFICATION OF THE SAME IN REGARD TO THE UNIFICATION
 
OF THE STOCK MARKETS
 

Given :ht the objective of the European Commission is to create a unified stock market that will 
permit the emitting entities to capture resources within all the Community; the middlemen to offer 
their services and create branches in any of the member countries in the same manner that they 
would do in in their own; and offer the investors a broad range of competitive financial products 
among which to choose form, and therefore, grant election capacity to the investors, various 
directrices have been emitted with the intention of harmonizing or converging the regulations on 
value matters. Next is a brief description of the most important ones and their modifications: 
I. In 1979, a directrix that would coordinate the requirements for the addmision of titles-securities 
to the official records of the stock exchanges in the member countries, was emitted. Such 
requirements are, for example, minimum size, amount of time the firm has existed, distribution of 
titles-securities among the public, minimum price of the emission, etc. Likewise, it imposes on the 
emitting entities permanent obligations on the delivery of information. Particularly, they must 
publish information on any relevant situation that can have a substantial effect on the price of their 
quoted titles-securites. Notwithstanding, in this directrix ispointed out that the member countries 
ar- in liberty of imposing stricter restrictions. 
II. In 1980, a directrix that establishes the requirements on the structure of the prospectus, scrutiny 
and characteristics of the emission that are to be published, is emitted. The directrix establishes a 
list of the information to be published when dealing with shares, indebtness titles and certificates 
that represent shares and are admitted for their negotiation in a stock exchange. These information 
requirements must permit the investor to make an adequate evaluation of the assets and liabilities, 
financial position, profits and losses, and investment and development projects of the emitting entity. 
Likewise, the rights that the titles-securities that are to be emitted grant. In 1987, a directrix was 
emitted, which modified the previous one, in order to coordinate the prospectus and all the 
requirements for the admission of a title-securities in the record of the stock exchanges of the 
member countries, in such a manner that, once the requirements are fulfilled in any of the member 
countries, an additional approval isnot required to be negotiated in any stock exchange of another 
member country. The prospectus can be emitted without changing its content, except that it can be 
translated. Later on, in 1990, that directrix was again modified to permit the emitting entities to use 
on sole prospectus approved in its place of origin, for public offer as well as for the admission to a 
stock exchange of any place in the community. 
III. In 1982, a directrix was emitted, which requires that the firms whose shares have been admitted 
for their negotiation in a stock exchange, publish semi-annually financial information, particularly on 
results. 
IV. In 1985, two directrices were emitted, on investment funds opened with transferable titles­
securities, including unit trusts, investment funds, etc. One establishes the principle of achieving the 
mutual recognition of the legal provisions in each member country, and the control on behalf of the 
native country. The other establishes the framework to achieve the legal approximation to attain 
equal conditions of competition and effective protection for the investor in all the countries members 
of the community. With these directrices, all restrictions on the free marketing of participations or 
units are eliminated. The coordination directrix covers all the aspects on admission requirements, 
investment fund structure, and investment politics. The provisions also cover the information that 
must be provided to the unit or participation holders, the gencral obligations of the fund, such as the 
prohibition of requesting loans, the observance of the laws of the member country where the units 



are to be marketed, the rights and obligations of the supervision authorities, and the creation of the 

Contact Committee formed by the persons assigned by the member countries and representatives of 

the Commission. 
V. In 1987, a directrix focused to eliminate the indirect taxes applicable to transactions with titles­

securities was emitted. The fact that not only the United States but also Japan would have 

eliminated them, was the most solid argument to sustain it. 
VI. In 1987, another directrix was emitted, which seeks protection for the investors, removal of 

distortions, and fraud combat, coordinates the use of privileged information and is directed to 

harmonize the different behavior codes of the member countries. 
VII. In 1988, another directrix that refers to the information that must be published when 
important participations in the registered companies' capital are purchased or sold, was emitted. 

Anybody that purchases or sells an important part of the sharehoiding of a firm, must notify it, 

pointing out the firm and the change in the rights to vote that the purchase or sale originates. Later 

on, the firm must publish the information pursuant to the directrix of 1979. Likewise, this directrix 
also refers to the public purchases of firms, and makes an effort to approximate the regulations of 
the different member countries, so that they may be just and grant equal opportunities. It is relevant 
to point out that this is the directrix that permits taking precautionary measures by the member 
countries, in order to prevent short term movements of capital for a period of up to six months, in 
case that its exchange and monetary politics are affected because of the liberalization of capital 
movements. 
VIII. In 1989 is emitted a directrix that permits the emitting entities to use the prospectus 
approved in its native place when the titles-securities are offered for the first time to the investors 
through a simultaenous public offer in another country of the community. The divulging standard of 
the information must be, at least, the one that is requested by the directrix of 1980. 
IX. In 1989 is emitted a directrix that supplements those of 1982 and 1987 on the transparency of 
the information and protection of the investor. In regard to privileged information, it requires that all 
the countries introduce similar rules to safeguard the operability of the market and insure the 
investors' confidence in the same. 

Currently there exist projects to cmit two other directrices: 
o One on financial services, focused to give a "European passport" to anyone that wishes to 
perform investment business on titles-securities and related instruments, subject to the authorization, 
regulation and supervision of its native country. It will extend the rights to provide these services to 
non-banking entities, since the banks already have these rights, and will permit all the investment 
firms, banking or not, to have access to a membership in all the stock exchanges of the member 
countries, and open branches or subsidiaries in any country of the Community. This project has 
great importance because in some countries of the Community there exists the concept of universal 
bank, that is to say, the banks act directly in almost all the areas of the financial market, including the 
stock market. 
o The other project deals on the adapting of the middlemen's capital, in such a manner that ceotain 
conditions may be attained and it can be counted on that they will have sufficient capital to cover a 
range of risks, even though it does not establish a binding to a minimum of financial resources. The 
intention is to insure an adequate protection for the investor and achieve a minimum equivalence 
between banking and non-banking middlemen, at the same time itpermits the financial centers of 
the Community to maintain themselves competitive in comparison to t',,:ir rivals outside said 
community. 



ANNEX 4 
THE FUNCTIONS OF THE FINANCIAL MARKETS 

The main function of the financial markets is to provide the economic productive units with 
resources, in such a way that this economy will strengthen. As these markets become efficient, the 
resources will be provided at the lowest possible cost, swiftly and with least inconvenience. The 
most important condition so that the financial markets' objectives are achieved is that resources be 
p~ovided to activities that generate wealth. 

Fundamentally, in the financial markets participate three entities: surplus, deficit and 
intermediate ones. The first are the ones that have excess resources; the second ones are those that 
require resources; and the third ones are those that contact the other two. As the intermediates attain 
the fulfillment of their function, so will the economy grow and strengthen. 

The financial intermediation activities can be divided into two: indirect and direct. The indirect 
intermediation is the one that typically perform the banking entities, since they receive money in 
deposit from the public, guaranteeing a return, and later on, place it among the entities that require 
it. The middleman is who decides where he will place the resources and when doing this he assumes 
a credit risk. 

The direct intermediation is the one performed by the stockbrokers. They receive the resources 
from the public and place them among the deficit units according to what the surplus one decides. 
This is the typical intermediation that isperformed in the stock market, and it differentiates from the 
other because the middleman never assumes the credit risk. It is relevant to clarify that when the 
middlemen administers the public's resources in a discretional manner, he never assumes the credit 
risk. 

Within the financial markets, the component which is most sensible to economy changes is the 
stock market. This will immediately react to any change. This is because the stock market behavior 
reflects the expectations of its participants, through the mechanisms of supply and demand of titles­
securities. Because this market will only be efficient to the point where, through it, wealth is created, 
when it grows in virtue only to high return expectations with an elevated demand of titles-securities, 
without supporting wealth generation, there is risk that a speculative bubble will be generated. 
However, since this market is moved by supply and demand forces, at the moment the participants 
want to make their "profits" effective selling the titles-securities, the market will seek an equilibrium 
point and, therefore, the prices of the titles will reduce until they attain the equilibrium and, 
therefore, the speculation bubble will break. 

In many of the countries that have experienced structural adjustment processes, the stock market 
has had a preponderant role in the assigment of resources towards productive activities, the 
attraction of foreign capital and the democratization of the capital, above all because it is capable of 
measuring the population's expectations and the confidence that it has on the stability of the 
adjustment process. 

The stock market is an ideal vehicle to direct resources towards the most productive economy 
activities, that is to say, those capable of generating more wealth. Given that the resources in the 
economy are scarce, the entities that demand them will compete for them and in virtue of the supply 
and demand mechanisms of the free market, only the most attractive projects, and with higher 
possibility of generating wealth will have access to them at the lowest possible cost. Likewise, due 
to the fact that in the stock market the middlemen do not assume any risks, the expected return of 
those that offer resources will be greatest when they adjust to a traditional middleman that performs 
active credit operations. 

Because the stock market reflects the expectations of those that offer resources through supply 
and demand of titles-securities, this market acts as a thermometer of the economy, immediatly 



reflecting any change in the macroeconornical variables. Thus, for example, when a rise is expected 
in the interest rates, the price of the titles-securities immediately will decend because the offer will 

surpase the demand, even before the mentioned increase presents itself. The contrary will occur 
when a reduction of the interest rate is expected. 

On the other hand, the stock market is the ideal means to achieve the democratization of the 
capital, since any person can have access to the market and purchase shares from the different firms 
that go to it. Although it is true that in the practice, the majority of the middlemen in the stock 
market restricts the entrance to a great part of the population when it establishes limits on the 
minimum amount of investment, it is also true that there exist mechanisms that permit that 
practically anybody can participate in the market. One of these mechanisms is the one of the 
investment companies or mutual funds. 

The key element for the assignment of the resources to be successful, through the stock market, 
is that its participants have access to all the available information from the emitting entities of titles­
securities, and avoid that only some make an inadequate or advantageous use of it. When the stock 
markets are efficient, they are the most similar thing to the perfect competition system. 

The stock market is an important alternative source of alternative financing for the private sector 
firms, whether they are financed through indebtness or capital, because it is important to diversify 
the resource sources in order to reduce global costs as well as the risk in a determined moment, of 
not obtaining the needed resources. This is true because when recurring always to the same source, 
the moment could come when the doors are closed, or in the case of bank credits, there exist legal 
limits imposed by the supervising entities in regard to lending to only one institution. On the other 
hand, the stock market offers an important investment alternative for the firms' treasuries. Given the 
flexibility that it offers, it is possible to invest idle resources, even for very short terms of one day, 
improving thus its financial performance. 

Additionally, the stock market is a very useful tool for the financial authorities of a country, since 
through the operations of the open market, it is possible to carry out an active monetary politics, 
being able to control the monetary otter. When creating a secondary market for the titles-securities 
emitted by the government, there will be an additional tool to control the amount of circulating 
money in an efficient and swift manner. If the liquidity is to be increased, the government could 
make a repurschase of its titles-securities, or if it wants the contrary, it could perform greater 
emissions. It is important to remember that the adequate administration of the monetary politics is a 
vital element to attain controi over the inflation. 

The stock market is an efficient means in the monetary control, above all when the control of 
seasonal or business cyclic movements of the monetary offer is required. This is due to the fact that 
its effect is immediate, not like other measures. such as the variation of the legal reserve. On the 
other hand, to carry out an efficient administration of the monetary politics through operations of the 
open market, it must be remembered that the simple emission of governmental tit!es-securities is not 
enough. There has to be an active participation, monitoring the circulating balances and act through 
purchases or sales at the opportune moment, according to the prevailing conditions. 

The stock market is also an additional financing source for the public sector. It is important to 
consider that financing will be obtained at market rates, and distortions from the past, when some 
centrai banks lend the government resources at preferential or subsidized rates will be avoided. 
Notwithstanding, it is important that the emissions destined to the financing of the public sector are 
not mixed with those directed to the monetary control, since, otherwise, the control of both activities 
will be lost and distortions that affect the control on public finances will be produced. 

1"
 



ANNEX 5 

MATRIX OF THE MAIN CHARACTERISTICS OF THE 
STOCK MARKETS OF 
CENTRAL AMERICA AND PANAMA 

TABLE A5-1. Main Characteristics of the Stock Markets in Central America and Panama 

Cencept Guatemala Costa Rica Panama 

Authorized Stock -National Stock Exchange -National Stock Exchange -Stock Exchange 

Exchanges -National Agricultural - Electronic Stock -Global Stock Exchange 
Stock Exchange Exchange of Costa Rica of Panama 

Stock Market Law None, a Bill has been Stock Market Regulation -There are dispo­
written out Law sitions dispersed in 

various mandamus, a 
Bill has been presented 

to Congress 

Supervising Entity None National Securities National Securirities 
Commission Commission 

Power of Supervisor None Limited Very limited 
to emit general 
character norm 

Power of Supervisor None None Limited 
to perform 
inspection visL to 
middlemen 

Supervision to None Very little Very little 
middlemen 

Prudential norm None None None 
emission for 
middlemen 

Adequate account None None None 
systems for 
middlemen 

Power of None Very limited None 
intervention from 
supervisor to 
middlemen 



Concept 

Assigment system 

Mercantile Comm-
ission Contract 

Regulation on 
Advertisement 

Contingency Fund 

Information on 
middlemen 
operations 
a)supervising entity 
b)stock exchange 

Operator control by 
a) supervising entity 
b) stock exchange 

Promotor figure 

Regulation of invest-
ment funds 

Supervision of 
investment funds 

Appraisal norms 
from portfolio to 
investment funds 

Adequate sanction 
code for 
a)Middlemen 
b) Emitting entities 

Information quality 
of emitting entities 
a) prospectus 
b)continuous 

Standarization of the 
financial information 
of emitting entities 

Guatemala 

None 


Not used 


None 


None 


a) none 

b) very little 


a) none 

b) very limited 


None 


None 


None 


None 


a) Poor 

b) Poor 


a) Poor 

b)Poor 


None 


Costa Rica Panama 

None None 

Not used Not used 

Limited None 

None None 

a) very little a) limited 
b)very little b) very little 

a) none a) limited 
b) limited b) limited 

None None 

Incomplete Regular 

Very limited Very little 

None None 

a) Poor a) Poor 
b) Poor b) Poor 

a) Good a) Good 
b) Good b) Poor 

Good Regular 



Concept 

Adequate 
application of norms 
by stock exchange 

Clearance 
procedures and 
securities transfer 
Piesence of 
indebtness 

Presence of 
governmental 
instruments 

Presence of medium 
and long term titles 

Secondary market 

Analysis capacity of 
markets 

Qualification of 
supervising entity 

Qualification of stock 
exchange personnel 

Qualification of 
middlemen 

Existence of 
qualifying firms 

Guatemala 


Regular 


Regular 

Majority 

Majority 

Reduced 

Represented by repurchase 
operations with banks 


Deficient 


Not applicable 


Regular 


Deficient 


None 


Costa Rica Panama 

Good Regular 

Good Regular 

Majority Majority 

Majority Majority 

Reduced Ample 

Represented by repurchase Very reduced 
operations with banks 

Regular Deficient 

Regular Regular 

Regular Regular 

Deficient Deficient 

One None 



TABLE A5-1. Main Characteristics of the Stock Markets in Central America and Panama 

Concept Honduras 

Authorized Stock -Stock Exchange of 
Honduras 

Exchanges -Central American Stock 
Exchange 

Stock Market Law With assistance of 
USAID/Honduras, in 

September began writing out 
a Bill 

Supervising Entity Bank superintendency 

Power of Supervisor None 
to emit general 
character norms 

Power of Supervisor None 
to perform 
inspection visits to 
middlemen 

Supervision to None 
middlemen 

Prudential norm None 
emission for 
middlemen 

Adequate account None 
systems for 
middlemen 

Power of None 
intervention from 
supervisor to 
middlemen 

Assigment system None 

Mercantile Comm- Not used 
ission Contract 

Nicaragua 

-Stock Exchange of 
Nicaragua 

-Central American Stock 
Exchange 

None 

Bank superintendency of 
financial system 

Limited 

None 

Indirect 

None 

None 

None 

None 

Not used 

El Salvador 

-Stock Market of El 
Salvador 

-Central American Stock 
Exchange 

None, a Bill has been 
written out 

Superintendency 

Very limited 

None 

Indirect 

None 

None 

None 

None 

Not used 



Concept 

Regulation on 

Advertisement
 

Contingency Fund 

Information on 
miidlemen 
operations 
a)supervising entity 
b)stock exchange 

Operator control by 
a) supervising entity 
b) stock exchange 

Promotor figure 

Regulation of invest-
ment funds 

Supervision of 

investment funds
 

Appraisal norms 

from portfolio to
 
investment funds
 

Adequate sanction 

code for 

a)Middlemen
 
b)Emitting entities
 

Information quality 
of emitting entities 
a) prospectus 
b)continuous 

Standarization of the 
financial information 
of emitting entities 

Adequate 
application of norms 
by stock exchange 

Clearance 
procedures and 
securities transfer 

Honduras 


None 


None 


a) none 

b)very little 


a) none 
b) limited 

None 

None 

None 

None 

a) poor 
b)poor 

a) poor 
b)poor 

None 

Poor 

Regular 

Nicaragua 


None 


None 


a) none 

b)very little 


a) none 

b)very limited 


None 


None 


None 


None 


a) poor 

b) poor 


Not applicable 


None 


Not applicable 

Not applicable 

El Salvador
 

None
 

None
 

a) none
 
b)very little
 

a) none
 
b)very limited
 

None
 

None
 

None
 

None
 

a) poor 
b) poor 

a) poor 
b) poor 

None 

Regular 

Good 



Concept Honduras 

Presence of Majority 
indebtness 

Presence of Minority 
governmental 
instruments 

Presence of medium Reduced 
and long term titles 

Secondary market Very reduced 

Analysis capacity of Deficient 
markets 

Qualification of Deficient 
supervising entity 

Qualification of stock Poor 
exchange personnel 

Qualification of Deficient 
middlemen 

Existence of None 
qualifying firms 

Nicaragua 


Majority 


Not applicable 


Not applicable 


Not applicable 


Not applicable 


Deficient 


Poor 


Deficient 


None 


El Salvador
 

Majority
 

Majority
 

Very reduced
 

Represented by
 
repurchase operations
 

with bank 

Deficient 

Deficient 

Regular 

Deficient 

None 



ANNEX 6 
ANALYSIS OF GUATEMALAN STOCK MARKET BILL 

Next is presented a brief analysis of the Guatemalan Stock Market Bill. It is pertinent to clarify 
that only the articles or fractions of them that can generate important distortions if the Bill is 

appioved the way it currently is, are transcribed, and that in some cases the article or fraction of it 

Fre only summarized. 

STOCK MARKET AND MERCHANDISE BILL
 

TITLE I
 
OF THE GENERAL DISPOSITIONS
 

SOLE CHAPTER
 

Art. 1: Objective - The present law establishes the legal frarmework: 
a) of the stock exchange transaction, and non stock exchange transaction stock market 
b) of the public offer in trade stock exchange, ofmerchandise, contracts on the same, 

singular or uniform... 

COMMENT: When defining its objective, the law mixes two totally different concepts: the 
negotiation of titles-securitics, of purely financial nature, and negotiation of merchandise. The ambit 
of these markets is totally different and for this reason, the same rules cannot be applied. This is 
evident throughout the Bill, since an adequate separation ofboth markets is not attained, and or, 
occasions terms and application ambits are confused. For this reason, it is highly convenient thEt a 
different norm for merchandise negotiation be emitted, and that the same entity will not supervise 
both markets. In this case, there do exist clear incompatibilities that do not occur when the same 
entity supervises financial activities of diverse nature. 

Art. 2: securities, merchandises and contracts... 
a) Securities. Securities are all those experts, titles or certificates, shares, typical or non-typical 

credit titles, which are incorporated or represented, depending on the case, property rights, credit or 
participation rights. The securities can be created or emitted and negotiated by means of annotations 
on account. 

b) Merchandises: Merchandises are all thec, assets that are not excluded from the trade due to 
their nature or disposition of the law. 

c) Contracts: For the effect of this law, by contract is understood all legal business by whose 
virtue are created, modified, extinguished or tranferred liabilities within a stock exchange transaction 
market, whether they are singular or uniform. 

COMMENT: Even though reference is made to the dematerialization of the titles, none of the 
measures that must be taken to safeguard the holders' interests are mentioned. All though in Title VI 
various articles are dedicated to the dematerialization, reference is not made to these measures 
either. In sub-clause b) the merchndiscs are defined in a very ample manner, in such a way that it 
will be possible to negotiate any product; and reference isnot made on the need to standarize the 
same in order to perform this type of transactions. In fraction C, reference is made to those 
contracts that are the instruments used in merchandise negotiations and their function is not too 
clear. 



Art. 3: Public Offer- The public offer, for the effect of this law, is the invitation that the emitting 
entity openly makes to the public, in his name or by the intermediation of a third party, by means of 

a trade exchange or any other massive or social divulging communication, for the negotiation of 

securities. The utilization of the previously menioned means, does not impply the existance of a 

public offer, if the invitation is directed exclusively to those who are already partners or shareholders 

of the emitting entity, and the shares emitted by the latter are not registered for public offer. 
The legal acts and businesses, whose contents are the result of private securities, merchandise or 

contract offers, registered or not for public offer, are excluded from the present law. 
The securities public offer of the Government, decentralized, autonomous or senii-autonomous 

entities, Guatemalan Bank, Municipalities and institutions controlled by the Bank Superintendency, 
will be regulated by its own laws. 

COMMENT: In the first place, the pubic's interests are not protected if private offers of securities 
registered for public offer can be performed. For example, a private offer, whether purchase or sale 
of shares, is made in such a magnitude that the composirtun of the rights to vote will be affected, 
and it will not be necessary to inform in regard to the same, because they are not contemplated 
under the Law. It is important that when titles have been registered for public offer, any transaction 
with them must be made known to the public and supervised. On the other hand, in regard to the 
institutions controlled by the Bank Superintendency, even though it is true that the approval of the 
emission is faculty of this institution, whether it is done by means of the emission of general 
character norms or in a particular manner, for example, authorization of the banks to emit financial 
paper up to a determined amount of their capital, or that a bank be permitted to increase its capital 
through public offer of shares or convertible bonds, it is also true that this does not excuse the 
emitting entity from fulfilling the other requirements which are necessary to perform the public 
offer, above all those that have as its objective the information to the investing public, and in this 
sense they should be under the Law ambit. 

Art. 7: Agents - The stockbrokers are legal persons that dedicate themselves to the intermediation 
with securities, mcrch.ndises o contracts, pursuant to the dispositions of this law; those that act in 
the stock exchatige call themselves "stockbrokers", and those that perform outside the stock 
exchange, with securities for public offer, "securities agents". 

COMMENT: It is important that the agents have as sole objective the habitual intermediation of 
titles-securities, and the carrying out of complementary activities. Otherwise, firms that perform 
multiple activities will be created, and their control will be extremely difficult. On the other hand, 
the figure ofsecuries agent is defined; nevertheless, none of the subsequent articles makes 
reference to the form of obtaining authorization to act as such, or the entity that will supervise them. 
It is vital that if these middlemen are to be created, there exist norms that will regulate them. They 
will also deal with the investing public and will receive resources from it. If this spirit is maintained, 
the legal creation of "informal" markets will tike place. 

I­



TITLE II
 
OF THE SECRETARIAT OF THE STOCK MARKET AND MERCHANDISES
 

SOLE CHAPTER
 

Art. 8: Nature - The Secretariat of the Stock Exchange and Merchandises is created - from now on 

called the Secretariat- as a body of the Presidency of the Republic, with a strictly technical character, 

whose objective is the control of the legal aspects and registration of acts that are performed, and 

contracts that are celebrated by persons that intervene in the markets to which this Law refers to. 

The Secretariat will have complete technical and functional autonomy in its administration and 

performance, and will organize its administrative actions through documented or informatic methods 

which, according to the Secretary, are the most convenient for fulfilling its objectives. 

COMMENT: According to the objective of the supervising entity, its main activity will be the 
registration. Supervision and controlling powers are expressly not given on the middlemen. Maybe 
because of this the power to emit general character norms is not clearly expressed either. This 
emission isone of the most important functions in attaining a transparent stock market. It is 
important that these powers be clear and explicit, and for this they have to be in a specific article. It 
is relevant to point out that in this respect, the Bill is ambiguous because in the subsequent articles it 
appears as if the Secretariat has these powers. However, the fact that they are not explicit may 
make their performance difficult. It is important to remember that due to a similar deficiency, the 
Bank Superintendency of Guatemala affronts a lawsuit promoted by the banks against a prudential 
norm to classify the portfolio it emitted, arguing that it does not have the power to do this, and there 
exists controversy in regard to the powers that the Superintendency has to supervise the related 
credits. It must be avoided that the Superintendency may affront similar problems. 

Art. 16: Powers - The Secretariat has the obligation to comply with this Law and have it fulfilled. In 
regulating normative dispositions of general character, its powers, without prejudice of others 
established in t his law, are the following: 

a) Submit for approval of the President of the Republic, the regulation projects that must be 
dictated by disposition of this law, or the amendments that are convenient. If the President of the 
Republic does not return, within the following month, the presented nroiect ", a reasoned manner, 
the project will be considered approved and the Secretary mist demand its publication, remitting it 
to the Official Newspaper, within eight days after the maturity of such term. 

COMMENT: Pursuant to what this article expresses in whole, it is deduced that the Secretariat's 
activities correspond more to the administrative area than to the supervision one. The supervision 
and controlling powers are not granted sufficiently clear, and although in Article 80 they are granted, 
they must not be contemplated separated and distant from its activities, nor from others that the 
modem legislation contemplates, such as the promotion of the market's development, and above all, 
the protection for the investing public. On the other hand, in this fraction the power to regulate is 
granted to the Secretariat. Notwithstanding, in subsequent articles it is established that the 
regulations on the functioning of the stock market will correspond to the stock exchange. For this 
reason it is insisted on the need to make the power explicit and place it in a separate article. The 
power of performing inspection visits is not granted either to the stock exchange nor middlemen, a 
measure of vital importance for the performance of an effective supervision 



f record, compile and direct the publication in the Official Newspaper, paid by the interested 

parties, of the normative and regulatory dispositions ofgeneral character emitted by the trade 

exchanges, for the negotiation of securities, merchandises or contracts in the commodity exchange. 

COMMENT: It is important to note that is says "record", that is, have knowledge of. Approve, 

authorize or, at least, opine, is not specified, which is a basic function of this type of supervising 

entity. Just as the Law is right now, each stock exchange is permitted to emit its own norm, and 

with this situation distortions will be created. The spirit of granting the stock exchanges the capacity 

to regulate, and even, supervise the stockbrokers, its agents and attorneys, as well as the emitting 

entities, is maintained thoughout the Bill, which constrasts, in a certain sense, with the powers that 

are granted to the Secretariat. It is vital to keep cleariy in mind that the mnaximum authority in 

regard to stock markets, is the Secretariat. 

h) Record the public offers of securities performed by the Government, the Guatemalan Bank, the 

Municipalities and other decentralized entities, autonomous or semi-autonomous, as well as those 

performed by the institutions controlled by the Bank Superintendency, based on the information that 

such entities give to the Secretariat. 

COMMENT: It is true that the action field of another supervising entity should not be affected, 
although they should act in a coordinated manner, which is the situation that this fraction apparently 

promotes. However, the records of the supervising entity should be of public character and 

therefore, contain all the information in regard to the emitting entities and their emissions. What 

cannot be achieved by this manner, it is necessary that the emitting entities, under the supervision of 

the Bank Superintendency, fulfill the requirements of any public offer, with the exception of the 

harmonization. which is jurisdiction of their supervising entity. 

j) Officially dictate, by request of party, in a reasoned manner and with the corresponding legal 
grounds, the necessary resolutions, so that the trade exchanges, agents, securities emitting entities, 
and those that offer merchandises or contracts in the commodity exchange, adjust their actions to the 

dispositions of the present la, and to the normative and regulatory dispositions of general character. 

k) Dete-mine the legalness of the acts and contracts that are submitted to its consideration, pursuant 

to the dispositions of the present law, and according to the normative and regulatory dispositions of 
general character dictated pursuant to the same. 

COMMENT: The issue on the general character norms is again discussed, but the law is not very 

clear in this aspect, above all if the power of regulating the stock exchanges and the fact that the 

Secretariat will only record them, are taken into consideration. Furthermore, it should also act 
officially when dictating general character norms. 

1) Suspend or cancel, previous the measures that the present law establishes, the registration of the 
trade exchanges and of the agents. 

COMMENT: It is important to notice that the cancellation procedures established in the Bill refer, 

in an ample manner, to the voluntary cancellation and it is less explicit in regard to the forceful 

cancellation due to the transgression of the law and the general character norms. 



m) Suspend or cancel, before the measures that the present law establishes, the registration of the 

securities public offers, as well as those of nerchandises and contracts negotiated in the stock 

exchange market. 

COMMENT: No article refers to the procedures to cancel the registration of merchandises nor to 

the motives that can originate it. Another of the difficulties in mixing both markets is the ambiguity 

in the emission ofnorms such as this one. 

n) Remit, for its publication in the Official Newspaper, as well as in any other social divulging 

media, all that is related to the registration, suspension, modification or cancellation of acts, persons 

or contracts, when according to t~ie Secretariat's criteria said publication tends to safeguard the 

public's interests. 

Those.facts should always be published to safeguard the public's interests. In theCOMMENT: 

majority of the markets, these publications are done paid by the involved entity.
 

TITLE III
 
OF THE COMMODITY EXCHANGE
 

CHAPTER I
 
OF THE GENERAL DISPOSITIONS
 

Art. 18:Activities - The commodity exchange can perform the following activities: 

COMMAENT: The article says that they can, and all the listed activities are not optional but 
obligatory. Otherwise, it cannot function adequately. For this reason it is convenient that the writing 
be modified and it should read "must". In a sub-clause at the end of the same article, it can be added 
that: "Furthermore, they can perfocm all those complementary activities that are not prohibited by 
the law"; and also, it should be added that they will perform all those that the Secretariat disposes 
by means of general character norms. 

a) Adequate instalations and facilities, and establish mechanisms that facilitate the relationship and 
operations between the offering entities and the demanding entities of securities, merchandises or 
contracts, and the performance of any business of stock exchange nature. 

COMMENT: It is important that the negotiation of titles-securites is not mixed. Even if the present 
outline is maintained, it is vital that the negotiations be performed in different places, even if its 
inside the same area. 

b) Record the securities public offers that would have registered in the Secretariat, and fulfill the 
requirements of the normative and regulatory dispositions of general character of the commodity 

exchange where the public offer is to take place. 

COMMENT: The stock exchange norms are those that prevail and the fraction clarifies that there 

could be different regulations according to the stock exchange that emits them. It is true that there 
could be a certain degree of freedom and that the regulations can be differentiated. However, in all 

them must be contemplated the basic principles of the market that promote its transparency, and that 



all the participants act according to the same rules. Furthermore, the diversity of the norms makes 

the realization of the supervising tasks difficult. 

e) Watch over so that the performance of its agents and emitting entities are adjusted to its 

normative and regulatory dispositions of general character. 

COMMENT: Given the spirit of "self-regulation" of the stock exchanges that promote the Bill, it is 

obvious that all the supervising activity be left to them. 

h) Request before a competent judge of First Instance of the Civil Branch, in an incidental 
proceeding, the intervention of emitting companies and stockbrokers, or stock exchange houses, 
who would have transgressed legal dispositions, normative and regulatory dispositions of general 
character of the respective commodity exchange, when to his knowledge, said measure is needed. 
The intervention will have the desired effect foreseen in Article 661 of the Guatemalan Commercial 
Code, and as of the date of the notification of the resolution that said measure decrees, the alienation 
of those assets that do not constitute the ordinary business of the firm, can only be carried out with 
judicial authorization. The intervention can be decreed without previous hearing of the affected 
party, in view of the serious circumstances that justify this according to the judge's criteria. 

COMMENT: Again, all the force and judgment ispossessed by the stock exchanges through the 
regulation that they emit. Although it is possitive that the intervention be contemplated, it is 
important that in a necessary case, this be performed without delay. It is evident that requesting it 
before a judge requires time, so in order to grant legal security to the market and so the measure can 
be taken swiftly, the Secretariat must have this power. On the other hand, even though the 
prohibition of alienating assets tries to protect the investors, it must be remembered that the 
alienation of titles-securities is within the activity business of the stockbrokers, which could cause its 
decapitalization if it has its own portfolio, or a poor performance on its part with the titles entrusted 
to them by the investors. On the other hand, the securities agents are not regulated at any moment. 
It is impoitant that they be regulated and that an intervention can take place when they do not 
comply with the Law and regulations. The omission is probably because, since they will not act 
within the stock exchange, they are out of its jurisdiction. This argument strengthens the fact that 
the Secretariat is the one that performs these activities. It must be kept in mind that the securities 
agents are also middlemen and specify that the Secretariat will dictate the norms that will regulate 
their actions. 

Art. 19: Registration requirements to perform public offer - The following will be required so that 
the commodity exchange may register a securities public offer, except when it is in regard to public 
entities: 

a) That the emitting entities request the registration 
b) That the securities are recorded at the Secretariat 
c) That they fulfill the requirements that the normative and regulatory dispositions of general 

character of the respective commodity exchange establish. 

COMMENT: Again, all is in the hands of the stock exchanges and their regulations. 

The registration of securities for their negotiation in commodity exchanges, does not imply any 
guarantee on the liquidity and solvency of the emitting entity. 



COMMENT: This explanation is important; nevertheless, it is customary in all the markets that its 

publication he obligatory in all the documents, in order to perform the public offer, prospectus, 

newspaper notices, etc. Following the lineaments of more developed markets, the legend should 

read: "The registration of the emitting entity and of the emission at the Stock Market Secretariat, 

does not guarantee the goodness of the title-securities nor the solvency of the emitting entity." It is 

important to remember that not al! the public offers are performed through the stock exchanges, and 

it is important that they also fulfill this requirement. 

Art. 21: Preventive injunction- The Secretariat may request through the incidental manner, to a 

competent judge of First Instance of the Civil Branch, preventive injunctions against the commodity 

exchanges and the agents, in the following cases: 
a) When they seriously infringe normative or regulatory dispositions of general character, 

which could imply harm to third persons. 
b) When they provide the Secretariat, or the general public, mediating fraud, documents or 

information that suffer from falsehood or inaccuracy. 
c) When they execute fraudulent acts which tend to manipulate the prices of the securities or 

other instruments which are quoted in the commodity exchange, without detriment to the legal 
responsibilities of whom have executed such acts. 

The preventive injunctions decreed against a commodity exchange, or an agent, will remain in force 
only for the amount of time during which the cause for which they were agreed upon subsists. In 
case the preventive injunction is the intervention, the intervening possition will fall upon a suitable 
person, whose functions will be regulated by what is disposed of in the Civil and Commercial Code 
of Procedures. It will have as fundamental objective to insure the public's interests, and only under 
serious circumstances which justify it, according to the judge's criteria, will it be decreed without a 
previous hearing. 

COMMENT: For reasons already exposed, it is important that these powers are exercised directly 
by the Secretariat, without having to go to ajudge, although it has to be clarified that the measures 
taken do not exonerate the infringer of the civil and punative responsibilities that his action can 
generate. Likewise, the Secretariat, through general character norms, must clearly establish the 
causes and procedures of the precautionary measures, including the intervention, and it must also be 
a power of the Secretariat to assign the interventors. 

CHAPTER II
 
OF THE AUTHORIZATION OF THE COMMODITY EXCHANGE
 

Art. 22:Procedures- The persons interested in obtaining the corresponding authorization to operate 
a commodity exchange must direct their request to the Secretariat, fulfilling the following 
requirements: 

c) Accompany the internal regulation project that regulates, at least, the following aspects: 
1) admission, suspension and exclusion of its members or its administrators, officers or 

employees; 
2) the rights and obligations of its members; 
3) that related to the registration of the securities public offer, the suspension and 

cancellation of such registration; 



COMMENT: If merchandises can be registered in the stock exchanges, why are the requirements 

for their registration, suspension or cancellation not requested. In sub-clause 5), the norms for their 

negotiation are asked for. 

4) the general norms on the celebration, quotation and negotiation of uniform contracts. 

COMMENT: If the Bill contemplates the existence of non-unifonn contracts, then why are the 

respective norms not requested. 

The commodity exchanges must remit to the Secretariat, for its knowledge, the normative and 
regulatory dispositions of general character that are applicable to its operations. 

COMMENT: It is relevant to note that they are requested only ior knowledge. There are no powers 
to make observations. In few words, the Secretariat is a purely administrative entity, which results 
incongruent to other powers that the Bill grants it. 

The Secretariat, within fifteen days after receiving them, must decide whether the request and the 
provided documents and information fulfill the requirements demanded by this law. Otherwise, it 
must indicate within the same amount of time, the totality of the requirements that were omitted or 
were not adequately fulfilled. Within a term of fifteen days after the date on which he is notified, the 
requesting entity must comply with presenting the documnentatit. and information that corresponds 
according to this law. 

COMMENT: Even though the norm is inspired to avoid burocratic character delays, the performing 
of a complete analysis of all the requested documentation, particularly the regulations, will probably 
require more time, at least 20 work days. 

Art. 24: Regulation- The commodity exchanges authorized to operate as such, have the right to 
regulate in regard to their operations, functioning and internal administrative organization. The 
internal regulation of the commodity exchange must be approved by the entity's stockholders' 
assembly, published at least once in the Official Newspaper and in one of major circulation; an 
original copy of its text must be sent to the Secretariat. 

COMMENT: Again the same problem: complete "self-regulation" of the stock exchanges. 

TITLE IV
 
OF THE PUBLIC OFFER
 

SOLE CHAPTER
 

ART. 25: Objective of the regulatory dispositions on public offer- The regulatory dispositions that 
on the public offers, within the stock exchange transaction and non-stock exchange transaction 
markets, emit the commodity exchange and the Secretariat, respectively, must have as objective to 
give the participants the maximum securitiy in the fulfillment of the operations that they perform, as 
well as guarantee sufficient conditions of transparency, honorability and security for the investing 
public. 



COMMENT: In this article it seems to be understood that the Secretariat will only have the power 

to emit regulatory dispositions on the non-stock exchange transaction public offers, when both 

should be regulated by the same regulations and supervised under the same norms and criteria. 
Apparently operation procedures arc the subjects which actually affect the secondary market and rot 

the public offer per se. What should be insured is that the emitting entity fulfills all the requirements 

and that, with this, all the necessary information be given to the public, and this will surely help the 

market's transparency. It is opportune to mention that the norms that insure the transparency of the 

transactions must be emitted. 

Art. 26: General principle- The securities public offers are not subject to a previous administrative 
authorization, except their registration in the Secretariat. The registrations of the same does not 
imply that the Sec.-etariat will assume responsibility of any kind in regard to the rights that the 
securities incorporate, nor on the liquidity or solvencey of the emitting entity. It simply means the 
classification that the informatic-1 contained in the offer satisfies the requirements that this Law 
demands. 

COMMENT: Although the principle is correct, just as was previously explained, it is convenient 
that this law be pub'ished in the offer's advertisement. On the other hand, it is important that 
authorization of the offer be granted, including the establishments of time limits to perform it. 

Art. 28: Determination of the nature of an offer- The Secretariat, by request of the interested party, 
or officially, will determine ifan offer is public or not, pursuant to law and by means of a motivated 
resolution. 

COMMENT: The Secretariat must always determine, officially, if an offer is public or not, and it 
actually should have the authority to suspend the offers that lack the authorization and sanction those 
who perform them. 

Art. 29: All the securities public offers, within the stock exchange transactions or not, must contain 
faithful information on the securities that are object of the same, and on the financial situation of the 
emitting entity. 

COMMENT: Even though through general character norms it is possible to establish all the 
requirements to be presented, it is important that the article be clearer and, at least, the most relevant 
information requested be established; above all because in the following paragraphs if it is 
established in case ofcontrolling and controlled firms, vital information is not included for the 
analysis of the firm, future plans, etc. At least it should be clarified that it will be requested by 
means of this type of norms. 

The corporations which emit securities that, for the effect of this law, exercise, or should be 
considered that are subject to, direct, indirect or effective contro-l on other corporations, are obliged 
without impairment of the observance of what is established in the previous paragraph, to let the 
Secretariat and the public know such circumstance, as well as the following extremes: 
a) The integration and identity of the administration body, general management and agents of the 
controlling and controlled companies; 
b) If the resources to be obtained through the negotiation of the securities, will be exclusively 
destined to the financing of activities of the emitting company, or if, on the contrary, will be partially 
or totally used to directly finance the activities of other companies or persons; 



c) If the emitting company were a controlled one, it must be indicated if the controlling company
 

will respond on the obligations of the controlled company or not; and in an affirmative case, exactly
 

in what way and under what conditions; and
 
d) If the emitting company were a controlling company, it must be indicated if one or more
 

controlled companies will respond for their obligations or not; and in an affirmative case, point out
 

exactly in what way and under what conditions.
 
The company that exercises control is called controlling one, and the one that supports it is called
 

controlled.
 
There exists a direct control when a company is holder of half plis one or more of the shares 

emitted, and with right to vote, by the other company; there exists indirect control when said 

proportions is acquired by means of other companies which, at the same time, are controlled by 
another; and there exists effective control when a company exercises by own right, powers of 
substantial decision in regard to the controlled company. 

Art. 30: Requirements for public offer - When there is a stock exchange transaction public offer, it 
will be under the requirements that the normative and regulatory dispositions of general character 
demand within the commodity exchange where the emission isnegotiated. When there isa non­
stock exchange transaction public offer, before the registration of the offer, the Secretariat will verify 
the fulfillment of the requirements established in this law and in the regulatioas that are emitted for 
the effect. 

COMMENT: Again, it must be the Secretariat the one who norms all the stock exchangeable or not 
public offers. The stock exchanges may establish additional requirements to decide if they can be 
negotiated or not within them, but it is important that the market be ruled by the same parameters 
and that distortions are not created. 

Art. 36: Public offers of financial entities- The public offers of institutions that are subject to 
control by the bank superintendencies will be ruled by their own legal dispositions and are not 
subject to the fulfillment of the requirements established in the present law. 

COMMENT: As was expressed before, the authorization of the emission must be granted by the 
Bank Superintendency, but it is vital that the public offer requirements be fulfilled; otherwise, it 
could mean that, for example, the banks could make title offers without the adequate publication or 
not giving the public financial information, etc. 

Art. 37: Stock exchange negotiation of merchandises or contracts- For the negotiation of stock 
exchangeable merchandises or contracts, the commodity exchanges must dictate the normative and 
regulatory dispositions of general character, which establish the necessary requirements and 
conditions to accede, stay and go out of the respective markets, so that such norms may procure the 
transparent, secure and efficient functioning of the same. 

The corresponding regulations or norms must be remitted to the Secretariat for their recording, 
compilation and publication in the Official Newspaper, just once, paid by the corresponding stock 
exchange. 

COMMENT: It implies that any stock exchange may simultaneously negotiate securities and 
merchandises. Activities are again mixed and the stock exchanges are granted the powers. 



TITLE V 
OF THE AGENTS 
SOLE CHAPTER 

Art. 42: Requirements to register as agent- In order to obtain registration as agent, the following 
requirements must be fulfilled: 
a) Constitute in form of a stock company, with capitai represented by registered shares. 
b) Establish in its incorporation papers that other agents cannot participate, directly or indirectly, in 
its capital. 
c) Present a request to the Secretariat, accompanied by the following documents: 

1) authenticated photocopy of the incorporation papers of the company and of its modifications, 
if applicable. 

2) authenticated photocopy of the notarial certificate which assigns the legal representative of the 
company, or of the instrument that accredits the legal capacity of the company's representative; 

3) authenticated copy of the surety bond that pledges the stockbrokers' responsibilities which 
could be derived from their actions in the non-stock exchangeable stock markets; the amount of the 
bond will be determined by the Secretariat though general order norms. 

COMMENT: In principle, the Title refers only to agents, with which is understood that it is
 
applicable to the stockbrokers as well as to securities agentes. The requirements are easy to filfill.
 
Others should be included, such as the presentation of a feasibility analysis; competence of its
 
administrators; financial statements, etc, and it isnot specified if they will be subject to supervision
 
from the Secretariat nor if they will have to implement the general character norms that the
 
Secretariat emits. It is important that this be clearly expressed because these are the prudential
 
norms [minimum capital stock, operation limits, etc] and those that, therefore, protect the investors.
 
On the other hand, a bond is requested only for the securities agents, but they as well as the
 
stockbrokers must present it.
 

Art. 43: Activities- The legal persons that are registered as agents are authorized to perform the
 
following activities:
 
a) Act on own account, as middlemen for another's account, in opertions with securities that are
 
found in public offer, merchandises or contracts to be negotiated in the stock exchange, subject to
 
the present law and its normative and regulatory dispositions of general character.
 

COMMENT: The Bill contemplates that the same agents perform operations with securities and
 
merchandises, which requires the specialization in two different areas. Within the activites that can
 
be performed is not contemplated that they can represent collective credit holders, as in the case of
 
liabilities or bonds. Inthe past, this activity was exclusive of the banks. Currently, the stockbrokers
 
perform it in the most developed markets.
 

e) Receive or grant loans or credits to carry out the activities related to them.
 

COMMENT: It is important that it be clearly regulated when the agents can receive credits, since
 
the way the norm is at this moment, it could be dangerous because it is very ample. For example, in
 
what way will the investors be protected if the agent requests credits for the purchase of shares and
 
with it he generates a loss and has to respond to his creditors with his assets. The same is applicable
 
when the agent grants margin credits.
 

' \ 



Art. 44: Execution of orders- The agents can only execute orders from their own shareholders, 

administrators, managers or legal representatives, once the orders of third parties have been 

executed; and in no case can he give preference to his own orders before his clients'. He cannot 

execute an order having his clients as counterparts either, except when they authorize him 

previoasly, in writing. 

COMMENr: Even though the spirit of the norm is adequate, there should be general norms so that 

an assigrnent system can be established, which will avoid privileges for some clients. The small 

investor should be protected. 

Art. 47: Requirements that the agents' official representatives must fulfill - The administrators, 

managers and legal representatives, who are responsible for the ordinary steps of the agents, must 

gather the following qualifications: 
a) Lack criminal background 
b) Not be delinquent debtors. 
c) Not be in a situation of insolvency or bankruptcy. 

None of the official representatives to which the present articlts refers may act as aceninistrator,
 
manager or legal representative of other agents.
 
The requirements established in the present article are not applied to the judicial representatives.
 

COMMENT: It does not incorporate competence. In those markets with greater development an
 
exam in regard to knowledge is requested for managers, especially for agents that perform
 
operations with the investing public. In effect, the figure ofpromotor is not specifically mentioned
 
in the Bill.
 

Art. 48: Operators of Agents - An operator is the person who performs the stock exchange or non­
stock exchange operations, on behalf of an agent. The operators of the different agents must fulfill
 
the same requirements that are established in the previous article, as for the administrators,
 
managers or legal representatives, who are responsible for the ordinary steps of the agents.
 
Likewise they must accredit technical knowledge or experience in the financial area, which is
 
qualified to develope intermediation operations in the stock market.
 

COMMENT: The roles of operator and promotor are mistaken and confused, since in the non-stock
 
exchange market it not necessary to act as operator. On the other hand, it is made reference to the
 
securities market, in the sense that the stockbrokers can intermediate both products, pursuant to the
 
Bill.
 

Art. 50: Requirements to maintain the registration of agents in force- In order to maintain their
 
registration within the Secretariat in force, the agents must fulfill, before the Secretariat, the
 
following requirements:
 
a) Send their annual audited financial statements, within the next 120 days after the closing of the
 
fiscal period.
 

COMMENT: The norm is weaker than for the emitting entities, to whom is requested that the non­
audited financial statements be turned in within 20 days after the end of each quarter, and the
 
audited financial statements withing 30 days after the holding of the general regular assembly. It
 
does not point out that they have to adjust to special accounting norms dictated by the Secretariat.
 
Reference is not made to the delivery of non-audited financial statements, which should be turned in
 



monthly, and in effect it is desirable that the monthly, as well as the annually be published, whether 
in a bulletin of the Secretariat or in a national circulation newspaper. This will help the transparency 
of the negotiation and the fact that the public will be updated on the financial situation of the agents. 

d) Send to the Secretariat, semi-annually, within 120 days after the maturity of each quarter of the 

calander year, the statistical information related to the volume and nature of the operations 
performed in the stock market. 

COMMENT: No information on the non-stock exchange transactions is requested, the same which 
is maybe more important that the stock exchange one, which is public and registered by the stock 
exchange. Additionally, in order to adequately supervise and control the agents, the information of 
the operations that they daily perform is vital, and preferably by electronic means. If this is not 
possible, this information must be sent daily for its analysis. Otherwise, the supervision effort is 
useless, because if the information is not opportune, the errors, frauds and poor management will be 
detected too late. 

ARt. 51: Cancellation of Registration - The agents may request before the Secretariat the 
cancellation of their registration. With said request, they must present to the Secretariat an 
authenticated copy of the public deed where the dissolution or liquidation of the company is agreed 
upon, or the modification of its objective or of the firm name, where none of the expressions to 
which Article 5 of this Law refers, may not appear. 

COMMENT: This only refers to the cancellation by request and not by infulfillment or 
transagression of the law or norms. 

TITLE VI
 
OF THE SECURITIES REPRESENTED BY MEANS OF
 

ANNOTATION INACCOUNTS
 
SOLE CHAPTER
 

Art. 53: Creation- The securities to which sub-clause a) ofArticle 2 of the present Law refers, 
created and emitted by private entities, the Government of the Republic, autonomous and 
decentralized entities, municipalities and the Bank of Guatemala, may be represented by means of 
annotation in accounts, in which case, said modality must be applied to all the securities that form 
the same series of determined emission. The securities represented by means of annotations in 
accounts have the quality of personal property 

COMMENT: Athough it is a step towards the desired dematerialization of the titles, so that the 
administration is transparent and efficient, it requires the previous existence of an institution of 
custody and deposit and administration of securities, except when it is in regard to the public sector, 
in which case the emitting entity may keep the registration. Then the institution of deposit and 
custody is whom will be in charge of these annotations jointly with the emitting entity. Otherwise, 
poor management by the person in charge of the registration will be seen. A strict control is 
necessary. On the other hand, clear procedures are not established on the procedures of the 
annotations when the titles are negotiated. 



Art. 55: Circulation Law- The transmission of securities represented by means of annotations in 

account will take place through an entry in the emitting entity's books. The annotation in favor of 

subsequent purchasers will produce the effect of a complete ownership transfer of the securities. 

The transfer will be exceptionable to third parties from the moment the annotation is practiced. 

COMMENT: The disposition does not offer the possibility of control and implies an enormous 

administrative wear and tear. 

Art. 56: Legitimation- The person registered in the accounting books of the emitting entity will be 

considered the legitimate holder of the securities, represented by means ofcorresponding 

annotations on acount, and may enforce the rights that said securities confer. The emitting entity 

who pays in good faith to whom appears registered in his books as holder ofsecurities, will be 

exempt from the obligation. 

COMMENT: The process is left to employees of the emitting entity, and sanctions are not 

established in case of commiting faults. The proposed procedures do not offer sufficient protection 

for the investor. 

Art. 58: Placement - The emitting entity will give in consignation, to one or more agents, part or all 

of the securitites emission, represented by means of annotation in acount, which the agents will enter 

into their own accounting, based on the respective document. 
Once the accounting entries are operated, the referred to securities can be negotiated and the 

evidence or evidences of the accounting entry, can be issued in favor of the purchasing entities, 

which will accredit the acquisition of the respective securities. The copy of said evidences must be 
sent to the emitting entity, on the work day following the liquidation, so that he may immediately 
perform the respective annotation on acount in favor of the purchasing entity. 

The emitting company and the agent or agents, in common agreement with the commodity 

exchange where said securities are quoted, will establish the accounting records, the organization 
and functioning norms of the identification and control systems of the securities, represented by 
means of annotation on accounts. 

COMMENT: In case the agents keep accounting records of the securities created by annotation on 
accounts, it is vital that these be separated from their accounting. Otherwise, the control will be very 
difficult. On the other hand, the responsibility is left to the agents and the stock exchange, so that 
they may establish the accounting records, the organization and functioning norms of the 
identification and control systems of the securities, and no supervision concept is applied by the 

Secretariat. The system proposed is very complex and does not offer adequate protection for the 
investor, above all in case of placements and negotiations in the non-stock exchange market. 

Art. 59: Every company that emits securities represented by means of annotations on accounts, has 

the obligation of practicing on its accounting books the entries that correspond to all the legal acts or 
businesses, in regard to such securities. 

If a negotiation is performed in the primary market, the annotation on account will be performed 
based on the evidence that the agent emits, to which Article 58 of the present law refers. 

If a negotiation is performed in the secondary market, by means of an agent not authorized to 

emit the evidence to which Article 58 of the present law refers, the annotation on account will be 

performed based on the evidence of the operation in the stock exchange, required as is indicated in 
the emission instrument. 



COMMENT: The same as was indicated in the comment on the previous article, it is vital that the 
registrations be kept in separate accounting, and for no reason at all are they to be mixed with those 
of the firm. Even with restrictions, the system could function in the stock exchange market. 
However, in the non-stock exchange market, serious problems could be created. Furthermore, it 
will only work with registered titles. In order to function with bearer titles, the agent must assign a 
code to each client, so that it is possible to identify the person to whom the title holding corresponds, 
without need of giving his name, but to do this, systems that grant legal security to the procedure 
must be established. 

TITLE VII
 
OF THE CONTRACTS AND OF THE AUXILIARY INSTITUTIONS
 

OF THE STOCK MARKET
 

CHAPTER I
 
OF THE STOCK EXCHANGE CONTRACTS
 

COMMENT: This chapter refers to the stock exchange contracts that are the instruments used in the 
negotiation of merchandises, and for this reason they will not be analyzed. What is important to 
mentioc is that the stock exchanges will be the ones to establish the terms and conditions in which 
the markets that celebrate term contracts must operate. 

CHAPTER II
 
OF THE INVESTMENT COMPANIES
 

COMMENT: The investment companies are not auxiliary institutions of the stock market. They are 
considered institutional investors even though they are subject to supervision and control because 
the administrators of the company make investment decisions and capture resources from the 
investing public in order to invest them in a diversified portfolio of titles-securities. The same 
happens to the other activities of which this chapter is about, except that they are dedicated to the 
collective deposit of securities. 

Art. 73: Investment Companies - The investment companies are those that have as their exclusive 
purpose the investment of their resources in the securities to which Article 2 of this law refers, and 
are subject to the following dispositions: 

d) Shares of stock without a right to vote can be emitted only when, by request of its holders, 
thte emitting company has to repurchase them within a maximum term of thirty days. 

COMMENT: The figure of investment companies was created in Mexico, and they constitute 
matters of a law which is separated from that of Stock Market. The purpose of creating them was to 
grant the market a figure of the open end investment funds, and because the form of corporations 
was given them, an independent law was created so that they could operate without fulfilling the 
requirements of the Mercantile Partnership Law which is established for every corporation. This 
law was adapted in the Costa Rican market and the norms that appear in this Bill are very similar. 
The deficencies are many and a very ample and complete study will be required to explain each one 
of the problems that can generate with this norm, and the distortions that they will create due to their 



For this reason, in the present report, referencenature. Furthermore, the figure is very complex. 

will only be made on the general aspects of greater importance.
 

One of the requirements that the investment companies, as stock companies, do not fulfill is 

precisely that they have the power to emit shares without the right to vote, which are the ones that 

the investors purchase and that are quoted in the stock exchange so that the investor can know the 

development of his investment as well as the cost of the share to purchase and sell in the company. 

The quotation is in function of the investment portfolio appraisal of the company, and is not set 

according to the supply and demand of the shares. For this reason, the appraisal rules are ofvital 

importance, and these must be adopted, and the composition of the portfolio must be periodically 

published so that the investing public will be advised. Likewise, these companies do not grant 

dividends, since any return that they obtain, whether from the obtainment of interests, capital gains 

or dividends, is immediately incorporated to the portfolio, which at the moment of appraisal, will 

reflect this in the quotation. So as not to give a very profound explanation, we will say that the 
administrators of the company are the only owners of the shares with a right to vote, since they are 
the ones that decide the composition of the portfolio. If an investment company fulfills the purpose 
of capturing the savings of small and medium investors, it will have a large number ofshareholders 
and it would be very difficult to gather them in a stockholders assembly or make them agree on the 
composition of the portfolio, and in general, on the administration form of the company, and it would 
hinder its wholesome development. For this reason, they do not have the right to vote, and for their 
protection, they will sign a contract on which the clear manner of all the aspects relevant to their 
administration, repurchase of shares, etc., will be expounded. 

The fact that the investment companies can repurchase their own shares, is because in that way 
they are granted the power to give liquidity to the investors, although it is the company which, in its 
operation rules, detcrnines the conditions and term in which it will repurchase its shares. It is 
important to mention that these will always be notified to the investor. The restriction of emitting 
shares without the right to vote that the company will have the obligation to purchase in a maximum 
term of thirty days, will only promote the development of investment companies that promote short 
term investments, and one of the most important functions of the institutional investors will not be 
fulfilled. It is important to point out that the Bill does not specify that the investment companies 
should continue with their operation, appraisal ofportofolio, accounting, diversification of portfolio, 
etc. In the general character norms, that for the effect are emitted by the Secretariat, is not specified 
if to be formed, they require or not authorization, or if they will be controlled by the Secretariat, 
activities which in all the developed markets are performed by the supervising entity in order to 
protect the interests of the investing public. 

h) In the stock exchange only their shares emitted without the right to vote can be quoted. To do 
this, they must be previously registered in the Secretariat and in the respective commodity exchange, 
presenting the documentation and information that any share emitting entity has to provide in order 
to negotiate them in public offer. 

COMMENT: It has been already explained that the shares without the right to vote are precisely the 
ones that should be quoted in the stock exchange. What corresponds here to comment is that the 
norm leaves the door open for negotiation in the non-stock exchange. which could jeopardize the 
interests of the public. 

i) They must announce the net value of their assets by share, in the manner and with the periodicity 
that for the effect the Secretariat disposes, or in its case, the commodity exchanges where their 



shares are quoted. Net value means their assets per share, which reoi ilts from dividing the net assets 

of the fund by the number of emitted shares. 

COMMENT: Again, many powers are granted to the stock exchanges, and in this case, it is of vital 

importance that all the investment companies that exist in the countries continue the same appraisal 

rules, and if the power to norm the manner of action is given to the stock exchange, as many as the 

existing stock exchanges could be had. The appraisal of the portfolio is one of the most important 

aspects that must be taken care of. It is complex and the appraisal manner that is proposed in this 

article is very simple and if applied, it could create problems. A poor appraisal of the titles that form 
Moreover, a poorthe investment portoflio could cause the under or over appraisal of the shares. 

appraisal could lead to large losses. 

CHAPTER III
 
OF THE INVESTMENT FUND CONTRACT
 

Art. 74: Investment fund contract- The investment fund contract is that through which an agent 

receives money from third parties with the purpose of investing iton their behalf, in a systematic and 

professional manner, in securities registered for public offer, and at the maturity during the agreed 

upon term, or at the end of the contract, according to own dispositions, he is obliged conditionally or 

unconditionally, to return the received capital with all its fruits, keeping a commission whose 
amount and characteristics are defined in the same contract. 

COMMENT: This figure is very similar to the one that is used in Chile, but the concept used is 
totally distant from the international one, and it does not give the minimum guidelines that are 
required for the functioning of the funds; there is no talk on participations or units, their appraisal, 
information to the public, vigilance, constitution, etc. On the other hand, the word "fruits" is used 
and it must be remembered that in an investment fund where the totality or part of the portfolio is 
invested in shares, there could be losses. For this reason this disposition could create serious 
problems for the market. 

CHAPTER IV
 
OF THE INVESTMENT TRUST CONTRACT
 

Art. 76: Investment trust contract - The banks and the private financial companies could agreed 
with the agents on the delegation of their function as trustees for banks and private financial 
companies. The delegate trustee will be able to perform all the activities that are proper of a trustee, 
and will be, along with the delegating entity, jointly responsible for their performace. 

The banks, as well as the private financial companies, such as the delegated trustees, may 
function as trusts of trustees, constituted for the investment in securities that are found in public 
offer. If,as a result of the constitution of the trust, the emi3sion of the fiduciary certificates is agreed 
upon, its public offer must be registered in the Secretariat, and at the same time, the trustee may 
request its registration to be quoted in the stock exchange, in which case, the fiscal regime of the 
respective certificates will be the same as the one applicable to the bonds emitted by private 
funancial companies. 

The constituent document of investment trust, as well as its modifications, can be spread 
upon a private document, and the emission and negotiation of the fiduciary certificates, to which the 



present article refers, are subject only to the requirements that this law establishes to perform the 

public offer of securities emitted by mercantile partnerships. 

COMMENT: This form is very similar to the one used in Colombia. The same as in the previous 

cases, it does not contemplate elements such as portfolio appraisal, appraisal of fiduciary 

certificates, etc. On the other hand, the motive for which a special fiscal regime is granted to the the 

fiduciary certificates is not clear, and this is not done in the case of investment companies nor the 

investment fund contract. 

CHAPTER V
 
OF THE CONTRACT ON SECURITIES SUBSCRIPTION
 

COMMENT: This chapter is made up of one sole artcle which makes reference to the possibility 
that agents, as well as private financial companies, may perform underwriting operations. 
Notwithstanding, the article establishes in its last paragraph: "For the effect of the non-stock 
exchange negotiation of said emissions, the private financial companies may act as agents without 
the need of a previous registration or procedure"; the disposition grants advantages to the financial 
companies to act in regard to non-stock exchange placements. This is dangerous and attempts 
against the interests of the public, above all if it is considered that the acceptance houses in 
Guatemala are not supervised and they only require a registration in the Bank Superintendency, and 
that currently there are some that perform questionable practices, such as offer high returns to the 
public that entrust their resouces, which is substancially at a distance from those of the market. 

CHAPTER VI
 
OF FUTURE CONTRACTS
 

COMMENT: This chapter refers to the future operations with securities, merchandises, funds in 
n'ional and foreign currencies, and other assets of licit trade. The application is very ample and 
again it mixes markets. Additionahy it grants all the powers to regulate its negotiation in the stock 
exchange. 

CHAPTER VII
 
OF THE COLLECTIVE DEPOSIT OF SECURITIES
 

COMMENT: This chapter refers to the creation of institutions of deposit, protection and 
administration of securities. However, it does not contemplate aspects of much more importance, 
such as rules for its establishments, formation and organization, operation rules, endorsement in 
administration, supervision, etc.; furthermore, it establishes that only the commodity exchange, or 
whom it assigns as depositary or trustee, may perform the function. 



TITLE VIII
 
OF THE VIGILANCE AND CONTROL
 

SOLE CHAPTER
 

Art. 80: Legal control- It corresponds to the Secretariat, pursuant to this law and those precepts that 

develop it, the legal control over the acts and contracts performed or celebrated by the commodity 

exchange, the agents and auxiliary institutions of the stock market. 

COMMENT: It is convenient that these powers be included in Article 16 that deals with the 

attributions of the Secretariat, since the Bill is not too clear in this aspect, because as has been seen 

in various articles, it establishes that it is a function of the stock exchange. 

TITLE IX
 
OF THE SUSPENSIONS AND CANCELLATIONS
 

SOLE CHAPTER
 

Art. 83: Suspension of securities registration- The Secretariat, previous hearing of the emitting entity 

for ten days, may suspend the registration of the securities that it has emitted, in case any of the 
requirements foreseen by the law are transgressed, as well as the regulatory and normative 
dispositions of general character. Likewise is the case when the documents or reports that must be 
presented to the Secretariat, or to the commodity exchange, contain differences or inaccuracies that 
have not been clarified during the referred to hearing. It can also suspend the registration in regard 
to securites of those emitting entities whose administrators, managers or legal representatives 
divulge false or inexact information, with the purpose of inducing third parties into errors, in regard 
to the financial situation of the emitting entity. The suspension will be maintained during the amount 
of time in which the causes that motivated it have not disappeared, or until the infringer adjusts his 
performances to the law. 

COMMENT: This power is very important, but for the sake of protecting the investing public's 
interests, it must be a.ble to act quickly without delay when detecting a serious fault and not wait ten 

days. For this reason, it is important that a clear typification of the faults and corresponding 
sanctions be made. Notwithstanding, it is relevant to point out that this power is granted in the 
following article. Before resolving the suspension, all the necessary measures should be taken, so 
that the interests of the titleholders of the titles emitted by this firm are duly safeguarded. On the 
other hand, it does not contemplate the temporary suspension of the quotations when erratic 
movements occur which substantially distant from the market's conditions. This measure is adopted 
in the developed markets by the stock exchanges as well as by the supervising entity. 

Art. 86: Suspension of the registration of agents or their representatives- The Secretariat, by means 
of a motivated resolution and with a previous hearing during five days, can suspend the registration 
of any agent, their administrators, managers or legal representatives, as long as any of the following 
infringements occur: 

COMMENT: When the previous and direct power of the Secretariat to administratively intervene 
does not exist, the punitive measure is directly taken and in this manner, the interests of the 
investing public are not adequately safeguarded. 



e) To be declared in bankruptcy or in a state of payment suspension. 

g) Lose more than sixty percent of its paid capital. 

COMMENT: Precisely the prudential character norms must avoid that these situations present 
themselves, and for the same reason it is necessary that the Secretariat perform its supervision and 

controlling functions on the middelmen in an adequate manner. 

Art. 87: Cancellations- The Secretariat may request, officially or by request of party, to a competent 

judge of First Instance of the Civil Branch, the cancellation of the registration in any record cf the 
commodity exchange, agents, emitting entities, investment companies, investment funds, and 
administrators, managers or legal representatives of these, in any of the following cases: 

COMMENT: It must be the Secretariat's power to be able to perform or directly demand withouth 
delay, the cancellation of these records, previous certification that the investing public's interests 
have been safeguarded. Furthermore, it is the Secretariat the one that should be in charge of 
keeping the records that authorize them to act in the stock exchange market, without detriment to 
those that can keep the stock exchanges, and will only have to resort to a judge in regard to the 
cancellation that are not linked to the stock exchange activity, such as trade, etc. In the disposition 
are not contemplated serious transgressions to the law and general character regulations, and the 
diverse instances are not clearly m-rntioned either. The power that the Secretariat has to use, in its 
case, the public force to enforce its determinations is not established. 

Art. 88: Other precautionary writs - The Secretariat may request to a competent judge of First 
Instance of the Civil Branch, by the incidental way, the necessary precautionary writs, with the 
purpose of protecting the rights of the investing public against those who, without being registered 
as it corresponds, function as commodity exchanges or agents, or perform public offer. 

If the judge deems it necessary, in view of the circumstances of the case, and with the 
purpose of protecting the rights of the investing public, the precautionary writs could be detected 
when the procedures of the respective incident are given, without the previous hearing of the 
affected one. In case the decreed precautionary writ is the intervention, this must fall upon the 
adequate person for the position, whose functions will be ruled by what is disposed in the Civil and 
Commercial Code of Procedure; and will have as fundamental objective to insure the interests of 
the public. The intervention will last the necessary time for the legal businesses that would have 
been performed, to be liquidated. If this is not possible, that the businesses be transferred to other 
commodity exchanges or agents, duly registered to operate as such. The intervention will also end if 
the persons or intervened entities request and obtain the necessary registration to act as commodity 
exchanges or agents, or to perform securities emissions. 

COMMENT: It is important that the Secretariat has the power to directly intervene, and without 
previous procedure, before any other authority, because even though the procedure is accelarated, it 
is necessary to recognize that in any case, the measure takes time. Likewise, it should have the 
power to assign the middlemen. 



TITLE X
 
OF THE SANCTIONS
 

SOLE CHAPTER
 

Art. 95: Privileged in formation- For the effect of this law, it is all the information of concrete 

character in regard to securities, merchandises and contracts that has not been made known to the 

public and that, if having been made public, could have influenced in a relevant manner on their 

quotation. 
The administrators, as well as the managers and legal representatives of the commodity 

exchanges, agents or emitting entities, and any other preson that, because of his position, has access 

to a privileged information, must abstain from performing on his own account, or by means of an 

intermediary, operations with any type of securities, merchandises or contracts, in his own benefit or 

that of third parites, while the mentioned information is not divulged among the investing public. 

The information stops being privileged from the moment the information is given in writing to the 

Secretariat or the corresponding commodity exchange. 
The persons that infringe what is disposed in the paragraph of the present article, will be 

sanctioned with a fine of five thousand (5,000) to fifty thousand (50,000) units. 

COMMENT: It is convenient that an express mention be made of the officers and employees of the 

Secretariat to the persons who have access to privileged information. This is because it is relevant to 

point out that in the practice, a lot of privileged information will be handled, and not just because it 

is made known to the Secretariat will this charcter be eliminated, since in order to peifom some 
procedures, it is necessary that it be made known to the Secretariat before it is opportune to give it 

to the public. That is why it is important that the officers and employees have the obligation of 
keeping a reserve in regard to the same. 

TITLE XI
 
OF THE FINAL TRANSITORY DISPOSITIONS
 

SOLE CHAPTER
 

Art. 103: Secretariat's budget- The commodity exchanges to which the present law refers, must 
contribute with the necessary amounts in order to support the Secretariat of the Stock and 
Merchandise Market, in the form and with the amounts that are determined in a specific regulation 
that must be emitted, the latest, ninety days after the Secretariat begins it functioning. 

The amount of the contributions that the commodity exchanges give, in no case can exceed 

one per thousand, annualized on the transactions that are performed in such commodities. In case 

these contributions are not enough to cover the budget of the Secretariat, the Executive Body is 
authorized to cover the necessary amounts and to perform the corresponding budgetary 
transferences. The calculation of the fees for the maintainance of the Secretariat will begin as of the 
moment the aforementioned regulation is in force. 

COMMENT: It is important to note that only the stock exchanges will be the supervising entities 
that will contribute to the the Secretariat's budget. These will tend to transfer those expenses to the 
agents, and these to their clients, with which the intermediation costs will substancially increse in the 

stock exchange market. This market will be placed in a complete disadvantage in regard to the non­
stock exchange market, which will not make any contribution. Therefore, the latter will be the one 
that is promoted. For this reason it is convenient to distribute the cost among all the participants, 



since the stock exchanges are not the only supervised entities. There are also the stockbrokers and 
the securities agents, their operators and promotors, and emitting entities, whether they perform 
public offer in the stock exchange or non-stock exchange market, investment companies, etc. 
Generally, different types of tariffs are established, such as: supervision tariffs, mainly for stock 
exchanges and agents, registration fees for the emitting entities and their emissions, fees for the 
granting of permits to operators and promotors, etc. 

On the other hand, the maximum amount which will be charged is very high and must be also 
differentiated by the type of operation, since it will substantially affect all the operations, but 
particularly those of the money market, which for the moment are the most important ones. 



ANNEX 7 
ORGANIC LAW OF THE GUATEMALAN BANK: 
SECURITIES REGULATION FUND AND 
SECURITIES COMMISSION 

ORGANIC LAW OF THE GUATEMALAN BANK 

CHAPTER VI
 
RELATIONSHIP WITH THE GOVERNMENT
 

As a State entity, the Guatemalan Bank will form a "Securities Regulation Fund". ThisArticle 112: 

fund will be administrated by a "Securities Commission" formed by the Bank's President and
 

General Manager, and by the Treasury and Economy Ministers. The resolutions of the commission
 

will be adopted with the favorable vote of, at least, three of its members.
 

Article 113: The Securities Regulation Fund will be formed by: 
The amount that the Government initially contributes for its constitution, pursuant to thea) 

transitory dispositions related to this Law; 
b) By the other contributions that the Government performs pursuant to the special laws or by 

means of budgetary assignments; 
c) By the net profits of the institution which, pursuant to Article 11 of this Law, are destined for its 

increase; and 
d) By the idle funds that come from the surplus or balances not used of the National Treasury 

which, temporarily, are included within the stock of the same fund, by agreement of the Monetary 

Board and with the favorable vote of the Treasury Minister. 

Article 114: The administration and investment of the Securities Regulation Fund stocks will have 

as objective to stabalize the quoting of titles emitted and guaranteed by the Government or by the 

public entities; and of the other official or semi-official securities, according to what the Securities 

Commission agrees upon. 
Such stabilization will be done through the purchase and sale of said titles and securities in the 

open market, avoiding all interventions that will contradict the fundamental tendencies of the market 

and threatens the exhaustion of the resources of the Regulation Fund. 

Article 115: The profits obtained by the investments of the Securities Regulation Fund, whether due 

to purchase and sale operations, or to interest perception on the acquired titles and securities, will 

enter the same Fund with the purpose of increasing its resources and its means of action as well as 

to constitute a reserve to cover eventual losses in future operations. 



ANNEX 8 
LAW OF THE GUATEMALAN BANKS 

BANK LAWS 

Next are transcribed the articles, or fractions of them, that norm the acquirement of titles­
securites by the commercial banks in Guatemala, pursuant to the Bank Law which is in force:
 

Art. 43: The banks may acquire bonds and credit titles, of stable value and of easy performance, 
emitted and guaranteed by the Government, public entities, governmental or semi-governmental 
institutions, Banks that operate in the nation and the private firms whose emissions are qualified by 
the Securities Commission as of first order, previous hearing to the Bank Superintendency. 

When the Monetary Board deems it convenient, in view of the currency exchange and credit position 
of the country, it may authorize the same banks to acquire, under the conditions and limitations that 
it determines, foreign and international securities ofstable value and of easy performance. 

The Monetary Board may set the maximum limit of the investments that the commercial banks may 
perform in bonds and credit titles, whether they are in regard to the volume of their deposits or their 
capital and reserves. However, in no case may it authorize the banks to invest in bonds and credit 
titles with maturity of more than three years, an amount that exceeds 20% of its total deposits. From 
said limitation are exempt the bonds and titles of which is in charge the Guatemalan Bank, which 
may be acquired by the commercial banks without any limitation. 

Art. 64: The mortgage banks may acquire bonds and credit titles of known stability, emitted and 
guaranteed by the Government, public entities, governmental or semi-governmental financial 
institutions, banks that operate in the nation and the private firms whose emissions are qualified as 
first order by the Securities Commission, previous hearing to the Bank Superintendency. 

In exceptional cases, and with the purpose of facilitating the international operations which are of 
benefit to the national economical development, the Monetary Board, taking into account the 
currency exchange and credit situation of the country, may authorize the same banks to acquire 
under the conditions and limitations that it determines, foreign and international securities of stable 
value and easy performance. 

The Monetary Board will set the maximum maturities and the other conditions of the bonds and 
titles that the mortgage banks are empowered to acquire, with the purpose-of maintaing the security 
of such investments, and avoid an excessive inmobilization of the resources of the same banks. 

Art. 90: The banks are forbidden to: 
d) Acquire, without the authorzation of the Monetary Board, shares or participations of any 

kind of companies or firms; 
f) Perform commercial, agricultural, industrial and mining activities, and participate in any 

manner, directly or indirectly, in firms that dedicate themselves to such activities... 



ANNEX 9 
ANALYSIS OF THE LAW N2 7201 
STOCK MARKET REGULATION LAW 
OF OCTIBER 29TH, 1990 

Next is presented a brief analysis of the Stock Market Regulation Law of Costa Rica. It is 
pertinent to clarify that only the articles or fractions of them, that can generate important distortions 
are transcribe, and that in some cases the analyzed article or fraction of it is summarized. 

STOCK MARKET REGULATION LAW 

COMMENT: The Law grants the National Securities Commission the power to emit rules of 
general character. Notwithstanding, it maintains in various aspects subordination to regulations and 
decisions of the stock exchanges; and the investment capacity that it is granted is very limited. 

CHAPTER I
 
PRELIMINARY DISPOSITIONS
 

Art. 2: ...The expressions used to identify physical or legal persons are also reserved, whose 
activities must be authorized by the National Securities Commission or by the stock exchanges. The 
Commission may demand the administrative intervention of who infringe this disposition, until he 
stops using the expression unduly used... 

COMMENT: The Commission is the only one that must authorize the activities that are developed 
within the stock exchange market. If the stock exchanges are also authorized, a doble standard is 
created. On the other hand, it is convenient that in every case, the Commission has the power to 
perform the intervention directly, or that the assignment of the middlemen be included. 

CHAPTER II
 
OF THE PROMOTION AND REGULATION OF THE STOCK MARKET
 

Art. 10: In regard to the regulation, controlling and vigilance of the stock market, besides the 
attributions that in other articles of this Law and in its regulations are conferred, the National 
Securities Commission will have the folloA ng functions: 

a) Authorize the functioning of the middlemen that operate in the stock market, without harm 
to the attributions foreseen in the laws that are in favor of the General Audit of Financial Entities of 
the stock exchanges. 

COMMENT: The subordination of the regulating entity to the stock exchanges must not exist. This 
makes their authority doubtful and grants greater power to the supervised than to the supervising 
entities. This point of view is kept during various aspects through out the law. 

b) Authorize the public offer of titles, except those emitted by the Government, its institutions, 
banks of the National Banking System, and the financial entities that are registered in the General 
Audit of the Financial Entities, or in the stock exchanges. 



COMMENT: The Commission must always authorize the public offer and determine if it is a 
public offer or not. The General Audit of the Financial Entities must authorize the banking system 
entities the emission, but not the public offer. However, it is important that the part that excludes 
the need to obtain authorization for the emitting entities, which are registered in the stock exchanges, 
be eliminated. Otherwise, a subordination relationship is established and based on this, the firms 
may deny to register in the Commission. 

j) Know, in appeal, the resolutions of the stock exchanges and of all the entities that the law submits 
to the vigilance of the Commission. 

COMMENT: The disposition is adequate, since effectively, the stock exchanges have the power to 
sanction. Notwithstanding, it is important that the Commission has the express power to investigate 
and sanction independently, that is to say, without impairment of what the stock exchanges may 
dictate. 

j) Establish the accounting and audit norms to which the firms that perform public offer of titles 
must adjust, in regard to the presentation of finanicial statements, pursuant to the generally accepted 
accounting principles. These statements, and any other type of information, must be certified or 
dictaminated exclusively by authorized public accountants, not related to the interested firms. 

COMMENT: The disposition is adequate. However, its ambit does not include the middlemen. It 
is fundamental that they be included. To date, the Commission has emitted some norms in regard to 
this, but they are not sufficient, because they do not reflect with precision the financial situation of 
the middlemen since all the stock exchange operations are registered in order accounts. 

Art. 11: The Commission will write out its own budget, which will be submitted to the Board of 
Directors of the Central Bank of Costa Rica for its approval. Its financing will be totally in the 
hands of the Central Bank of Costa Rica. 

COMMENT: This disposition adopts the Chilean model; However, the Commission could charge 
fees to the supervisors, just as many supervising entities of the banking system do. 

Art. 13: The Board of Directors of the National Securities Commission will be assigned by the 
Boad of Directors of the Central Bank of Costa Rica, for periods of six years, and its members can 
be reelected just once. 

It will be formed by the following members: 
a) The Treasury Minister or his representative. 
b) The National Planning and Economical Politics Minister, or his representative. 
c) A representative of the Board of Directors of the Central Bank of Costa Rica. 
ch) The General Auditor or the General Vice-Auditor of Financial Entities. 
d) A representative of the stock exchanges. 
e) A representative of the Stock Exchange Position Association. 
f) A representative of the entities that emit shares or investment certificates or both. 

COMMENT: There exists an evident conflict of interests in the fact that the supervised form part of 
the decision making process of the supervising entity. To date, those supervised, or that have direct 
interests in the stock market, are the majority, because one of the Ministry's representative has that 
position. This situation could impede that the Commission adopt norms that could already be in 



conflict with its interests, but favor the market. In effect, it has happened in the past. What is 

recommendable is that the supervised act as consulting entities. 

CHAPTER III 
OF THE STOCK EXCHANGE 

Art. 27: The stock exchanges have as their objective to facilitate the transactions with titles and 

strive the development of the respective market by means of the following activities: 
ch) Award the concesion to the stock exchange positions and authorize the excersie to the 

stockbroket s. 

COMMENT: It is a faculty of a private sector firm, such as the stock exchanges, to determine if it 
accepts a person, or not, in this case a stockbroker; but it is faculty of the supervising entity to 
authorize the interested parties to act as such. 

d) Authorize the public offer that legal persons perform, with titles registered in it. 

COMMENT: This faculty or power must belong to the Commission. The stock exchange may 
accept to negotiate in it, or not. 

e) Dictate the internal regulations to which it must be adjusted, pursuant to the law and the stock 
exchange and commercial uses, the contracts that are carried out in the stock exchange positions, 
and stockbrokers, among them and with their respective clients, as well as the registration of the 
titles emitted by legal persons that wish to offer them to the public. 

COMMENT: It is true that the stock exchanges must dictate their own regulations, but these must 
always be in accordance to the general character norms that the Commission dictates, particularly in 
regard to contracts, since it is this Commission that must settle the problems that may arise. The 
ideal thing is for the Commission to dictate basic rules on the content of the contracts, and each 
stockbroker can incorporate those he considers convenient, as long as they are not opposed to the 
norms. 

Art. 28: The lack of due fulfillment of what is prescribed in sub-clauses c), e), g), i) and 1)of Article 
27, will be sanctioned by the National Securities Commission, according to the seriousness of the 
fault, with the application of any of the following sanctions: 

COMMENT: The disposition is adequate; nevertheless, a sanction code exists, where the 
seriousness of the fault is classified, or criteria is given to classify them. On Chapter V of the Law 
that deals with stockbrokers, an article on the sanctions that the Commission should impose over the 
stockbrokers when they commit a fault is not included, since all of the sanction power is held by the 
stock exchanges. It is vital that it be included following the previous principle. 

Art. 31: Of the net profits of the stock exchanges, ten percent (10%) will be saved for the formation 
of a legal reserve fund. This obligation will cese when the fund obtains forty percent (40%) of the 
subscribed and paid capital stock. Without impairment of other reserves that the partnership 
agreement foresees or that the stockholder's assembly agrees upon, the residuary of the net profits 
would be distribuited among the partners, as dividends. 

\It
 



COMMvENT: The law does not specify the objective of constituting this fund. This is vital because, 
otherwise, the need to constitute it is not clear. Notwithstanding, it can be inferred that it is a 
contingency fund in favor of the investing public, but due to lack of definition, its utilization could be 
impeded. If it is a contingency fund, its value will be reduced. This must be constituted as a 
percentage of the operations until it comes to an adequate figure. In order to determine it, the 
Commission must perform a previous study on the market. 

Art. 32: The stock exchanges must suspend or cancel the authorization granted to physical or legal 
persons so that they may publically offer their titles, when they or their emitting entities stop 
satisfying the requirements that, to this respect, the internal regulation of the stock exchange 
determines. Likewise, it can suspend the quotation of the titles when unruly conditions or operations 
that are not in agreement with the wholesome uses and practices of the market are produced. 

The disposition that the stock exchange makes, in one sense or the other, must be notified to 
the National Securities Commission within the next twenty-four hours. 

The stock exchange that fails to fulfill any of the obligation pointed out in this article, will be 
sanctioned pursuant to Article 28. 

COMMENT: These powers must also be had by the Commission when there exist infringements of 
the law or the general character norms that it emits, without impairment of what the stock exchanges 
can do. In the same manner, the quotation of the titles can be suspended. It is important that the 
Commission be immediately notified as soon as the situtation occurs, so it can adequately perform 
its functions. Sometimes, twenty-four hours can result in too much time and the investing public's 
interests will not be protected. 

Art. 33: The object of a contract within the stock exchange, without need of registration, can be the 
bills of exchange, promissory notes, bills of lading, mortgages, waybills, certificates, invoices of 
bills of exchange and notes for loans emitted by general deposit warehouses, collateral certificates 
and the rest of the individual titles-securities. These operations will be made under the exclusive 
responsibility of the parties that intervene in the undertaking, and must pay the corresponding rights 
established by the stock exchange. The intervention and responsibility of this will be limited to 
inform, in the manner that it deems convenient, data in regard to such operations. 

COMMENT: The disposition is very ample and in some cases it could result dangerous. for 
example, a firm could frequently emit promissory notes without the need to give financial 
information. Although it is the responsibility of the parties that intervene, some type of pr'wision 
should exist which would protect the investor as well as the stockbroker. This could be the the 
obligation of the client to sign a document where he explicitly accepts the risk of the operation. 
Even though this type of operations is frequent in the stock exchanges, it is normally performed 
outside the formal transactions and in the so called negotiation table; in this manner, an extra 
safeguard is taken. It is convenient that the obligation to negotiate these titles on the negotiation 
table be included in a disposition or a general character norm. On the other hand, the 
stockexchangeablity of this type of titles should be promoted. 

Art. 35: The National Securities Commission will demand the administrative intevention of the 
stock exchanges, or of the stock exchange positions which incur in any serious infringement of the 
obligations that the law imposes, and whose seriousness causes risks for the firms with registered 
titles, the positions or the investors. The dispositions are those of Article 134 of the Organic Law of 



the Central Bank of Costa Rica, N2 1552 of April 23rd, 1953, and its amendments, where 
applicable. 

COMMENT: The Commission must have this power directly, that is, without need of any 
procedure and must be able to exercise it immediately as a prudential mcasure. To do it in another 
way would imply the need of performing a step, and therefore, a waste of time. 

CHAPTER IV
 
OF THE CENTRAL OFFICES FOR THE DEPOSIT OF SECURITIES
 

Art. 36: Without impairment of what is disposed by the special law, in regard to the banking and 
financial entities, as well as the general deposit warehouses, only the stock exchanges can create 
central offices for the deposit of securities, which operate within its administrative structure or by 
means of subsidiary companies. There will only be one central office for each stock exchange. 

COMMENT: The disposition is restrictive when it permits that only the stock exchanges may 
create these entities. It is recommendable that the possibility be opened for the stockbrokers to open 
them, above all if it is taken into consideration that in the country there is more than one stock 
exchange, and to create only one institution to perform the tasks will permit making the services 
more efficient and reduce operation costs. On the other hand, the law does not contemplate the 
endorsement in administration, which is one of the elements that permits the efficient 
dematerialization of the titles. Furthermore, it permits the receiving of interest payments, or any 
other right contained in a title-securities derived from its holding, so that the securities deposit 
institution be the one to distribute them among the middelmen. The middlemen, therefore, could 
distribute them among their clients which hold a title, and this would make this procedure less 
expensive. 

CHAPTER V
 
OF THE STOCK EXCHANGE POSITIONS
 

Art. 60: The stock exchange positions are legal persons who are beneficiaries of a concession 
granted by a stock exchange market to perform stock exchange intermediation activities authorized 
by this law. 

COMMENT: The Cormnission should be the one that grants authorization and establishes the 
quality of the stockbroker. This authorization is the one that permits acting as such, and it will be 
the stock exchange's power only to determine, under its own rules, if it permits that a specific 
stockbroker may act in it or not. Because the activities performed are those of financial 
intermediation and the Commission must be the maximum authority of the market, it must have the 
faculties to regulate and inspect them. Otherwise it will not be able to adequately perform its 
supervision and control tasks and will not be able to adequately protect the investing public's 
interests. 



Art. 64: To be concessionary at a position of the stock exchange, the company must also gather the 
following requirements: 

a) Use in its name , or after this, the expression "stock exchange position", as well as having 
completely paid its minimum capital, determined by the referred to stock exchange, by means of 
general character dispositions. The concessionaries may not have as partners stock companies with 
shares to the bearer. When the concessionary is a stock company, its shares must be registered 
ones. 

COMMENT: The National Securities Commission is the one that must set, by means of general 
character rules, the minimum capital for the stockbrokers and establish, in the same manner, all the 
operation limits. 

b) 	 Have as manager and agents exclusively persons that satisfy the following requirements: 
i) Have complete legal capacity. 
ii) Be Costa Rican, or a foreigner with a ten year residence in the country. 
iii) Have his domicile within the national territory. 
iv) Be of a widely known good behavior. 

COMMENT: Competence is not requested, nor the presentation of an exam that accredits his 
knowledge. One of the ways to protect the public's interests is that the supervising entity grant a 
permit to the operators, with a previous fulfillment of the requirements that it imposses. The law 
does not recognize the figure of promotor, who must follow the same procedures and requirements 
than the operator, that is, act as such when he has a permit to do so. In order to facilitate the 
integration of the region's markets, sub-clause ii) should be eliminated because it is limitating. 

Art. 66: All conveyances or transfers of shares belonging to a concessionary of a stock exchange 
position must be authorized by the Board of Directors of the respective stock exchange, which must 
pronounce itself within thirty days after the request. The Board of Director's silence will be 
equivalent to the authorization. 

COMMENT: Making a resemblance with what occurs in the banking systems, it is easy to 
understand why it must be the Commission who authorizes this conveyance or transfer. It will be 
the stock exchange's concern to decide if it maintains the concession to the stock exchange position 
or not, given the modification of the shareholding. It is convenient that, the same as in the banking 
system, paraineters be established to diversify the participation holding, that is, that a maximum 
holding percentage be established for each person. In some markets, the stock exchange agencies 
are open firms, that is, they quote in the stock exchanges and the special authorization of the 
supervising entity is only required when the percentage established as maximum is acquired by the 
authority. In this manner, the creation of a secondary market is permitted for shares. 

Art. 70: The stock exchange possitions have the following obligations: 
b) Guarantee its action, that is in agreement with the general character dispositions that the 

pertinent stock exchange dictates. 

COMMENT: Above all, the stockbrokers must guarantee their action pursuant to the general 
character norms that the Commission dictates. 



d) Keep the necessary record, or records (...) all pursuant to the dispositions that for such 
effect dictates the respective stock exchange. 

COMMENT: Again the authority of the stock exchanges is superior to that of the supervising 

entity. 

e) Give statistical information on the activities and operations that it performs, whenever the 

stock exchange requests it. 

COMMENT: The first entity that must receive the information on operations is the Commission. In 

effect, general character rules must be established, which will stipulate the information that they 
must provide in a customary manner, so that the supervising and control tasks are adquately 
performed. The information should be given in a daily basis. Ideally it should have an electronic 
supervision system. 

g) Give its client a copy of the transaction slip. 

COMMENT: This measure is obsolete, since in an active market, the same operation can be, 
performed, which could involve the execution of orders of the various clients. If it were so, it would 
be senseless to give a voucher; and if with the purpose of complying with the law, various 
operations are performed, the market's efficiency would decrease and the administration costs of the 
stockbrokers could increase, which would evidently have as repercussion the elevation of the 
transaction costs. The custom of the developed markets is that the agent gives a voucher of the 
operation, emitted by the stockbroker, reason why the law has to give him the legal force that he 
requires. 

) Permit the controlling of the respective stock exchange, in regard to all of its operations and 
activities, as well as verifications of its accounting, inventories, audits and other accounting or non­
accounting verifications that are deemed convenient. 

COMMENT: It is undeniable that these must be the express functions of the Commission in order 
to adequately suprevise and control the stockbrokers. 

Art. 72: Equally, the stock exchange may suspend or cancel the concessionary's concession, when 
he: 

c) Grants his clients any discount or bonus, or performs operations or maneuvers that produce 
the economical result of charging, for his services, an inferior sum than the one established for the 
corresponding negotiation, in regard to the authorized tariff. 

ch) Charges higher commissions than those which correspond to each operation, pursuant to the 
established tariffs. 

COMMENT: These dispositions are obsolete, because in order to reduce the intermediation costs, 
the establishment of commissions has been left to a free competition on behalf of the stockbrokers. 



CHAPTER VI
 
OF THE STOCKBROKERS
 

Art. 80: To be a stockbroker it is necessary to gather, to the satisfaction of each stock exchange, the 
following requirements: 

COMMENT: It is important that the Commission be the one who grants the authorization or permit 
to act as operator. On the other hand, the law does not contemplate the figure of promotor, even 
though it is a fact that in the market the function is exercised. 

b) Be Costa Rican, or a foreigner with a ten year legal residence in the country. 

COMMENT: In order to affront .he integration of the region's markets, it is necessary to eliminate 
the limiting factor of nationality. An authorization could be granted to those that already have it in 
their native countries, with only the presentaton of the same; although it could be requested that 
they present an exam in order to prove t6at they know the operation laws, norms and procedures of 
the country. 

e) Have a university degree, with e,.perience and knowledge on activities related to the stock 
market, which will be evaluated by the respective stock exchange, pursuant to its regulation. 

COMMENT: It may be the stock exchange the one that performs the evaluation. Neverhteless, this 
evaluation should be performed under the criteria that the Commission establishes. 

CHAPTER VII
 
OF THE INVESTMENT COMPANIES
 

COMIMENT: This chapter is based on the Investment Company's Law of Mexico; nevertheless, 
when adapting it, the spirit with which this law was created was lost. The resulting figure is 
ineficient. In Mexico it was created with the purpose of granting the market a figure of the open end 
investment funds, and because they were given the form ofstock companies, an independent law 
was created so that they could operate without having to fulfill the requirements that the Commercial 
Company Law establishes for all the stock companies. An aspect that is relevant to point out is that, 
in regard to the investment companies, the Commission has all the power to perform supervision 
and control tasks (Article 123), including the inspection visits and the administrative intervention. 

The deficiencies of the adaption that Costa Rica made are many, and a very ample and complete 
study is necessary in order to explain each one of the problems that can generate with these norms, 
and the distortions that will be created by its nature. Furthermore, the figure is very complex. For 
this reason, the present report will only mention the general aspects of greater importance. 

Art. 87: The concessions are untransmissible and will refer to any of the following types of 
companies: 

a) Common investment companies 
b) Fixed income investment companies 
c) Capital investment companies 
ch) Investment fund companies 



In the case of capital investment companies, their main objective will be the adquisition and 
placement of titles in the primary market; the counsel of the emitting firms, and the creation of a 
market for the new emissions of capital titles, which can be financed with own resources or others, 
under the regulations that the National Securities Commission establishes. 

COMMENT: It is convenient that all types of investment companies be defined, although it is 
convenient to clarify that in subsequent articles they are indirectly defined when establishing its 
investment regime, which is precisely what makes them different. The definition of capital 
investment companies is incorrect and incomplete. The fundamental error in its function is to 
acquire firms in order to mend them financially and operatively. These firms are called promoted. 
Subsequently, the shares will be sold but it is not a function of the company to place the titles in the 
primary market. If this definition is adopted, it will imply that these companies may place all kinds 
of titles-securities. 

Art. 91: The investment companies must be organized as stock companies, arranging the 
dispositions of the Commercial Code, and the following special rules: 

1) Have a minimum capital of ten million colones, completely subscribed and paid in cash. 
The Central Bank of Costa Rica will periodically review said minimum amount ofcapital to 
adequate it to the real circumstances of the economy. 

COMMENT: It is not convenient that pre-fixed amount appear in a law, in spite that a reservation is 
included to be able to review it periodically. However, if the Commission is independent, why then 
is the central bank the one that will review this amount. The disposition should say: "Have the 
minimum capital that the National Securities Commission establishes through general character 
rules". On the other hand, a minimum amount of capital should be established, according to the type 
of company. 

2) The capital will be represented by registered common shares. 

COMMENT: In the disposition, mention is not made that the investment companies may emit 
shares without the right to vote, which was one of the objectives that Mexico had when creating the 
figure. Precisely these are the shares that are placed among the investing public and which are daily 
quoted in the stock exchange, so that in this manner, the investor will know the gains or losses that 
he has obtained. Ifan investment company fulfills the goal of capturing the savings of small and 
medium investors, it will have a large number of stockholders, and it would be very difficult to 
gather them in a stockholders assembly, or make them agree on the composition of the portfolio, and 
in general, on the way the company is administered. This would also hamper its wholesome 
development. For this reason, they do not have the right to vote, and for their protection, they will 
sign a contract where, in a clear manner, all the aspects that are relevant to their administration, 
appraisal, repurchase of shares, etc. will be exposed. Due to the omission aforementioned, 
reference is not made either to the fact that the investment companies will necessarily have a fixed 
capital without the right to withdraw, formed by the shares that do have the right to vote and, 
therefore, cannot be repurchased. Generally, these shares will be held by the company's 
administrators and the disposition is established to protect the interests of the public, since the 
existence of minimum resources is insured to affront irregularities and to grant liquidity to the other 
shares. In sub-clause 9) of this same article, all the shares that may be repurchased are pointed out. 



3) Never may governments, foreign official businesses, financial exterior entities or 
associations of foreign persons, physical or legal, participate in any manner in the capital of these 
companies, whatever the form that they may take, whether directly or by an intermediary. In regard 
to common investment companies and the capital ones, the financial external entities as well as the 
associations of foreign persons, physical or legal, may participate in the capital pursuant to what is 
disposed in Article 96 of this law. 

COMMENT: The disposition is not congruent to the opening politics of the economy, moreover if it 
is considered that in Article 92 it is established that no person, whether physical or legal, may have 
more than 10% of the paid capital from one of these companies. An exception is made for the 
common investment companies and capital companies, which results incongruent if the property of 
the Costa Rican firms is to be preserved, since they are the ones that constitute their investments in 
shares, that is,firms' capital. It does fulfill its objective if what is seeked is to avoid that the 
indebtness titles be in hands of foreigners. 

Art. 93: The investment companies can only operate with those securities that are authorized by the 
National Securities Commission, or a stock exchange, except in regard to capital inyestment 
companies, whose operations may be performed with any type of securities and documents, 
pursuant to what is disposed by Article 100 of this law. 

COMMENT: Again, the stock exchange is granted as much authority as the Commission, if it si 
taken into consideration that there are two stock exchanges in the country and that not necessarily all 
the titles that exist in the market would quote in both. Then, the disposition could be restrictive at a 
certain moment. On the other hand, the disposition is vey ample in regard to the capital investment 
companies, because when they are permitted to invest in any document, this could increase even 
more the risk that these companies assume, which by nature are very risky. In effect, in Mexico 
they are called capital investment risk companies, because it is the figure given to the "venture 
capital fund". On the other hand, it is important to point out that Article 100 of the law, does not 
refer to capital investment companies but to the common ones, and it should read Article 105. 

Art. 94: The securities that form part of the assets of the investment companies should be deposited 
in a Central office for the deposit of securities. 

COMMENT: The disposition is adequate when there is a Central office. If these do not function 
fully, the only thing that is being done is avoid the formation of investment companies. 

Art. 95: The shares emitted by the investment companies must be appraised by appraisal 
committees that the investment companies designate, subject to the following requirements: 

b) The members of the committees must be persons of reknown competence in regard to 
securities. 

COMMENT: Ideally, the persons that perform the appraisal must present an exam before the 
Commission, unless they already have an operator or promotor permit. In this way, their capacity 
and compentence is insured. The law does not make reference to the fact that the appraisal must be 
performed daily. The omission is not serious because it is established that general character norms 
will be dicated in this respect. 



Art. 96: The investment companies will be forbidden to: 

a) Hypothecate their real estate. 

COMMENT: Because of the nature of these companies, except the capital ones, their only assets 
are titles-securities. Othetwise, the appraisal of their portfolio will be very difficult and its objective 
is lost. If they are authorized to have other assets, several questions would have to be answered: 
what appraisal criteria will be used if the appraisal has to be done on a daily basis; how will the 
depreciation be accounted, etc. 

b) Give as collateral the securities that they maintain in their assets, except in regard to 
guaranteeing loans and credits that can obtain pursuant to sub-clause d) of this Article. 

d) Obtain loans and credits, except those that they receive from banks, non-banking financial 
middlemen, and financial entities, national or foreign, in order to satisfy the liquidity needs that 
require the adequate performance of the operations foreseen by this law; obtain the development of 
an orderly stock market; and in regard to capital investment companies, facilitate the fulfillment of 
its objective. The obtainment of these loans and credits will be subject to the dispositions of general 
character that the Central Bank of Costa Rica emits. 

COMMENT: With the exception of the capital investment companies, these entities can only give 
as guarantee the tiltes that represent the fixed capital without the right to vote. Otherwise, it will 
mean that the investor's resources are used to obtain other resources to pay other investors, which 
results extremely dangerous. It must be the Commission who will dictate the rules for the 
obtainment of credits. On the other hand, the disposition does not mention that it will be forbidden 
to grant credits, a measure that also protects the investor, since he can only grant credits through the 
titles-securiies that form his investment portfolio and that in order to obtain an adequate appraisal of 
the same, they will necessarily have to quote in a stock market. 

Art. 97: The investment regime of the companies to which Article 93 refers will be submitted to the 
criteria of diversification of risks, security and liquidity and attractive profitability, as well as avoid 
that they can acquire control of the firms. The National Securities Commission has the power to 
establish limits on the investments in regard to a same branch of industrial activity, or when it 
corresponds to firms that belong to a same group, and which, consequently, because of its 
patrimonial or responsibility nexus, constitute common risks for an investment company. 

COMMENT: The disposition is adequate, even though it is convenient that the terms security and 
return be eliminated, since at this moment, the Commission becomes a securities classifier. The 
important thing is the obligation of periodically letting the public know the composition of the 
portfolio. 

Art. 99: The common investment companies operate with securities of variable income and fixed 
income, according to the terms of this chapter. 

COMMENT: The disposition is correct, since these companies can invest in both types of titles, 
even though the highest percentage of the portfolio will be investing in shares that are variable 
income titles. But is must be pointed out that, currently, in Costa Rica, the indebtness titles emitted 
with a floating or variable rate, are classified as if they belong to the variable income sector, which is 



not correct; and when applying this definition there does not exist any difference between the 
common companies and those of fixed income. 

Art. 101: The fixed income investment companies will operate exclusively with securites of fixed 
income, and the gain or net loss will be assigned daily among the stockholders, pursuant to the terms 
of this chapter. 

COMMENT: It is vital that this disposition be applied also to the common investment companies. 

Art. 103: In the fixed rate investment companies, the value of the share will be determined daily by 
the officers of the company who are empowered for this in the companies' bylaws. The registration 
of said gains or losses in the accounting statements is their responsibility (...) 

COMMENT: It is vital that this disposition be applied also to the common investment companies. 
The persons in charge of performing the appraisal are members of the appraising committee of 
which Article 95 of the law is about, and the gain or loss must be reflected daily in the price of the 
shares, since that is precisely the objective ofperforming the appraisal of the portfolio. 

Art. 110: The companies that operate the investment companies require a previous authorization 
from the National Securities Commission. This authorization will be granted when, in opinion of the 
mentioned Commission, the following requirements are satisfied: 

e) Never can the persons or associations of persons to which sub-clause 3) of Article 91 of this 
law refers, participate in their joint stock, directly or indirectly. 

COMMENT: This disposition is restrictive, just as has been expressed, and impedes the formation 
of companies of this kind, that can act with regional character. 

Art. 115: The investment fund companies will have as their objective, sole and exclusive, the 
administration of funds and securities of third parties. 

COMMENT: This figure is very similar to the one that exists in Colombia for investment funds, 
reason why in effect two figures are taken, whose purpose is the same. Additionally, the 
dispositions are not sufficient to regulate their action. 

Art. 119: The accounts that the investment companies must keep will be strictly adjusted to the 
catalogue or prospectus that for the effect, the National Securities Commission authorizes. Previous 
authorization of the same Commission, the companies that need to, may introduce new accounts, 
and indicate in a request the reasons they have for it. In this case, it will be added to the respective 
catalogue or prospectus. 

COMMENT: This article is very confused since it deals with two aspects totally different and that 
do not have relationship among them: the account catalogue and the prospectus. The account 
catalogue refers to the indication of the way in which these companies must keep their accounting, 
and by the nature of the companies, it must be special and different from any stock company. The 
prospectus is the document which is emitted for the placement, and that necessarily must be emitted 
to place their shares among the public. The Commission must point out the minimum requirements 
that they must contain. The concepts must not be mixed. The adequate thing is that each one of 



these aspects be treated in separate articles. What should be clearly expressed is that both will be 
regulated by general character norms. Particular features cannot be established, especially in regard 
to the account catalogue, because differences in the accounting manner would be created among the 
investment companies that operate in the country, which could be reflected in the portfolio appraisal. 

Art. 120: The investment companies must keep an accounting system that cautions the Commercial 
Code, and the records and auxiliaries that the National Securities Commission demands. 

COMMENT: This article goes against the previous one. Furthermore, given the nature of the 
investment companies, it is vital that they have their own accounting system, in such a way that their 
operations may be correctly reflected. To do it through auxiliaries will not relfect adequately their 
operations. 

CHAPTER VIII
 
OF THE OPEN CAPITAL STOCK COMPANIES
 

COMMENT: This chapter creates the figure of open capital stock companies with the purpose of 
promoting that the firms place their shares among the investing public. In the next chapter, fiscal 
stimulation is given. Notwithstanding, the dispositions establish rules that make them inoperative; 
some of them are the establishment of a minimum capital of 50 million colones; and the fact that 
nobody can hold more than 10% of the companies' capital and that annually, at least 10% of its 
shares are negotiated in the stock exchange. We suppose that the capital limit is to promote that 
only large firms will accede to this rate, but it results elevated to achieve that an important number 
of firms may acquire this rate, and therefore, it limits the majority of the ones existing in the country. 
In regard to the limit of shareholding, it goes against the mentality of the Latin American 
businessmen, who in rare occasions are willing to lose control over the company. In regard to the 
obligation of negotiating at least 10% of the shares, this would imply forcing the creation of a 
secondary market. This would be little practicle because if a certain firm shows interest in being an 
open capital stock company, and in view of the possibility of not creating a secondary market, the 
registration operations would be promoted to simulate the existence of such a market, which would 
harm its development instead of benefiting it. The National Securities Commission gave in 1992 a 
diagnose on the stock market, and all the observations it makes in regard to this chapter and the 
following one, are very correct and should be taken into consideration in order to modify the law. 
On the other hand, it is important to consider that the high cost of increasing the capital in Costa 
Rica does not favor that the firms use this means of financing. 

CHAPTER IX
 
FISCAL INCENTIVES FOR OPEN CAPITAL STOCK COMPANIES
 

AND ITS MEMBERS
 

COMMENT: Currently, the incentives for the members of the open capital stock companies have 
been eliminated, even though those of the firm remain, the same as the double taxation on the 
dividends. It is necessary that a complete study be carried out in order to evaluate the incentives that 
still remain. 



CHAPTER X
 
OF THE LIABILITIES
 

Art. 155: The total unredeemed amount of the liabilities emitted by a non-financial nor banking 
company cannot exceed the maximum limit established by the National Securities Commission, in 
regard to the amount of paid and existing capital stock at the moment of the emission, except in case 
of emitting entities with titles registered in a stock exchangc, which will he regulated by the limits 
that each one of them determines, pursuant to the dispositions of this law, or when the liabilities are 
guaranteed according to Article 156. 

The emitting companies cannot reduce their capital except in proportion to the reimbursment 
they make on the liabilities emitted by the same (...). 

COMMENT: In many commercial legislations there exist limits to the emission of liabilities. 
Notwithstanding, the market should be the one that sets them when accepting a determined emission 
or not. On the other hand, the subordination principle is maintained to the stock exchanges. The 
market must act pursuant to the same rules and the fact that the regulations of the different stock 
exchanges may be different, eliminates this pirnciple. Additionally, it does not represent any 
guarantee that the emitting firms have titles registered in a stock exchange, since these can be of 
indebtness, promissory notes, investment certificates, etc. 

Art. 156: Each emission of liabilities can be additionally guaranteed: 

(U The amount of the liabilities guaranteed with mortgage or collateral, cannot exceed eighty 
percent (80%) of the partially estimated value of the assets given as guarantee. 

COMMENT: If the firms can emit unsecured liabilities, that is without a specific guarantee, then 
this disposition has no sense. It corresponds to the investor to evaluate the firm and decide of he 
accepts the implied risk or not. Furthermore, it eliminates the possibility of granting partial 
guarantees to an emission. On the other hand, it is not clear what "partially estimated value" means. 

CHAPTER XII
 
OF THE OPERATION CLEARANCES
 

Art. 174: The stock exchanges will act as clearing houses in all the operations that are performed in 
it. 

COMMENT: The possibility that the Securities Deposit Central Offices may perform the function 
is omitted. The operation clearance process would be more efficient if these Central offices could 
function completely. 



ANNEX 10 
ANALYSIS OF THE STOCK MARKET BILL OF PANAMA 
AUGUST 16, 1993 VERSION 

Next is presented a brief analysis of the Stock Market Bill of Panama. It is pertinent to clarify 
that only the articles or fractions of them, that can generate important distortions if the Bill in its 
current state is approved, are transcribed, and that in some cases the analyzed article or fraction of it 
is summarized. 

STOCK MARKET LAW 

COMMENT: In general terms, the Bill is very good, since it only establishes the general frame for 
the functioning of the stock market, defining each one of the actors of the same and the functions 
they perform. 

TITLE I
 
OBJECTIVE AND SCOPE
 

Art. 3: Create the National Securities Commission, which is assigned to the Commercial and 
Industrial Ministry, and that will have legal capacity, autonomy in its internal management and 
regime, subject to the vigilance and inspection of the Executive Body and of the General 
Comptrollership of the Republic, in the terms established by this law. 

COMMENT: It is important that it be granted not only administrative autonomy, but also the one 
necessary to supervise, control and promote the stock market. A reason is not given why an 
institution that will regulate and watch over a financial market is assigned to the Commercial and 
Industrial Ministry. 

TITLE II
 
OF THE NATIONAL SECURITIES COMMISSION
 

Art. 5: The National Securities Commission will be formed by a Board of Directors and an 
Executive Board. 

The Board of Directors of the National Securities Commission will be formed by seven (7) 
commissioners and their respective deputies, all of acknowledged good reputation and competence 
in regard to the stock market, and assigned by the Executive Body thus: 

a) One (1) representative of the Commercial and Industrial Ministry, who will preside it. 
b) One (1) representative of the National Bank of Panama 
c) One (1) representative of the Treasury Department 
d) One (1)representative of the securities middlemen 
e) One (1)representative of the stock market institutions 
f) One (1)prominent member of the commerce 
g) One (1)prominent member of the industry LU 

COMMENT: The representatives of the sector under supervision of the Commission are not only 
those of the public sector, above all if it is considered that those mentioned in the sub-clauses f) and 



g) can represent firms that emit titles-securities. The active participation of the supervised sector is 

desirable at a consulting board level, not as an integrating part of the decision making process. 

Art. 6: (ULikewise, those members and officers of the Commission that have material or personal 

links that present conflict of interest with any case, institution or situation that requires the 

Commission's deliberation, will be temporarily disabled to act as constituents or deputies and to 

know of the pending issues of the case. 

COMMENT: Although the disposition is adequate, it is not sufficient, since it is more convenient 

that it follows the principle pointed out in the Comment of the previous article. Furthermore, it 

results very difficult to establish up to what degree there could be conflict of interests. 

Art.. 7: The attributions of the National Securities Commission are: 
a) Regulate, supervise and control all the activities and negotiations that are performed in the 

stock markets, the transparency of the transactions, the correct formation ofprices, and the 
protection to the investors, pursuant to what is established in the present law. 

COMMENT: It is vital that these powers are extended to regulate, supervise and control the 
performance of the securities middlemen, stock exchanges and emitting entities. Otherwise, it will 
only partially perform its functions. 

b) Formulate and recommend the regulations that are appropriate and necesssary for the 
execution of the dispositions established by the present law, to the Executive Body. 

COMMENT: It is important that the Commission has the power to directly emit the general 
character norms that will regulate the market. Otherwise, efficiency in its functioning is lost. 
Although this possibility is contemplated in Title VII of the final dispositions, it is convenient for 
greater clarity and legal security that it be included within its attributions. 

e) Establish general application criteria on the acts and operations that are considered contrary to 
those stock exchange transactions or wholesome practices of the market, and dictate the necessary 
measures so that they are adjusted to the referred to uses and practices of the market. 

COMMENT: Although the disposition has the correct spirit, it must be considered that the criteria 
does not have the same legal force as the general character norms to regulate the market, and that 
are established in sub-clause b) of the same article. For this reason, it is convenient that the word 
criteria be substituted by general character norms. This recommendation is extensive to all the 
articles where this meaning of the word criteria is used. 

1)Norm the procedures and information that any request must contain to obtain from the holders 
ofsecurities any power, authorization or approval in regard to the securities registered with the 
National Securities Commission. 

COMMENT: The disposition is not very clear, and neither the objective that is pursued with it. On 
the other hand, it is convenient that a similar disposition be included, in regard to the information 
and procedure requirements that the middlemen and stock exchanges must fulfill in order to obtain 
their authorization and keep it. It is recommendable that those things related to establishing special 
accounting systems and information on the performed operations are expressed in an explicit 



manner. In separate dispositions must be included the same principles for the investment funds and 
institutions for the deposit of securities, just as is done in Articles 10 and 11 of the same law for the 
emitting entities. 

Art. 8: With the purpose of achieving the effective fulfillment of the Law, the Commission will be 
empowered to: 

a) Request testminonies, perform inspections, exams, audits, demand the exhibition of 
accounting books, documents, records, correspondence, and minutes of the companies, or any other 
materiai that is necessary and relevant to any investigation that will permit proving the truthfulness 
of the information provided to it and the public; establish responsibilities, determine infringements 
of the law and apply sanctions. The examining power of the Commission will be extended to any 
branch or subsidiary ofany person that is under investigation. 

COMMENT: The principle established in the dispositions is adequate when it deals with entities 
that emit titles-securities. Notwithstanding, in case of the middlemen, stock exchanges, investment 
funds and central offices for the deposit of securities, they are activities of customary character in 
order to adequately perform its functions, and not only in case of special investigations. On the 
other hand, the law only grants the Commission the power to intervene investment companies 
(articles 56 to 61). It is important that this power be made extensive to the middlemen and stock 
exchanges.
 

TITLE III 

OF THE SECURITIES' PUBLIC OFFER 

COMMENT: It is convenient for the law to define what is meant by securities. 

TITLE IV
 
REGULATION OF THE STOCK MARKET
 

CHAPTER III
 
SELF-REGULATED ENTITIES OF THE STOCK MARKET
 

Art. 25: (OThe Securities Middlemen wbo are members of a Self-Regulated Entity or Stock 
Market, cannot perform transactions with securities listed outside it. 

COMMENT: The disposition limits the activities of the securities middlemen, since there can be 
titles-securities that are placed in public offer, but that are not registered in a stock exchange. 
Furthermore there exist others that are not object of the public offer, but that can be negotiated. 
Additionaiy, there exist operations that may be performed outside the stock exchange with titles that 
belong to the stockbrokers's own portfolio. The most common example is to perform borrowing 
securities for treasury management. Due to the aforementioned, it is suggested that the writing be 
modified so that the disposition will establish that: "the Securities Middlemen, members of a Self-
Regulated Entity or Stock Exchange, cannot perform transactions with securities registered in a 
Self-Regulated Entity or Stock Exchange outside it, except in cases where by means of general 
character norms may emit the National Securities Commission". 

\ ,)
 



CHAPTER IV
 
OF THE CLEARINGHOUSE AND SECURITIES DEPOSIT
 

COMMENT: It is convenient that the figure of endorsement in administration be created, since it is 
the one that permits the complete functioning of these institutions. For example, it permits the 
receiving of interest payments or any other right contained in a title-securites or derived from its 
holding, so that the deposit institution be the one who distributes them among the middlemen so that 
they can distribute them among their clients holders of securities. In this manner the cost of this 
procedure would decrease. In regard to this same function, the law creates in its Chapter V, 
Payment Agents, Registration and Transfer. However, as was expressed before, the function could 
be absorbed by the institutions for the deposit of securities. It is convenient that this power be 
granted, since the costs would be reduced and the activity would be more efficient. 

TITLE IV
 
OF THE INVESTMENT COMPANIES
 

CHAPTER I
 
PRELIMINARY DJSPOSITIONS
 

COMMENT: The law does not contemplate that these companies may emit shares without the right 
to vote, because precisely these shares are the ones that are placed among the investing public and 
that are daily quoted in the stock exchange, so that in this manner, the investor may know the gains 
and losses that he has obtained. If an investment company fulfills the objective of capturing the 
savings of small and medium investors, it will have a large number of shareholders, and it would be 
very difficult to gather them in a stockholders assembly or make them agree on the composition of 
the portfolio, and in general on the administration form of the company. Likewise it would hinder its 
wholesome development. For this reason, they do not have the right to vote, and for their protection 
they will sign a contract in which all the aspects related to its administration, appraisal, repurchase of 
shares, etc. will be clearly expounded. Due to the aforementioned omission, reference is not made 
either to the fact that the investment companies will necessarily have a fixed capital without the 
right to withdrawal formed by the shares that do have the right to vote. This is essential for the open 
investment companies, and therefore, cannot be repurchased. These shares will generally be held by 
the company's administrators. This disposition is established to protect the public's interests, since 
the existence of minimum resources is assured, to affront the irregularities and to grant liquidity to 
the other shares. 

It is necessary that it be established that the investment companies will operate pursuant to 
general character norms which the Commission establishes. In them can be established portfolio 
appraisal criteria, diversification, minimum content of the contracts that are signed by the investors 
with the stockbrokers for the acquisition of shares from these companies, requirements for the 
presentation of information to the Commission and investing public, accounting system that must be 
used, etc. Likewise, it must be left clear and totally explicit, that investment company and mutual or 
investment fund are synonyms. 

\
 



CHAPTER II
 
OF THE OPEN INVESTMENT COMPANIES
 

Art. 46: Every person that is owner of shares, securities, or participation or investment certificates, 
emitted by an Open Investment Company, may, pursuant to the procedure established in the 
informative prospectus, request the clearance of all, or part, of its securities, and in such case, the 
company will pay cash and in a term not greater than than thirty days, the amount equivalent to the 
net value of the securities presented for its clearance. 

COMMENT: The criteria established in the prospectus must remain. Otherwise, the thirty days 
one will be preferred, which is not clear. Because of this, the investing public may be harmed, since 
the calculation form of the net value is not established, which will not be more than the 
corresponding aliquot part of the company's portfolio, pursuant to the appraisal criteria that are 
established. It is not specified if the appraisal will be performed on the day the clearance is 
requested or on the payment date, which evidently goes against the investor's interests, because in 
view of the lack of clarity, the criteria that is best for the administrators will be used, in regard to 
companies that have investments in variable and fixed income titles. In regard to companies that 
only invest in fixed income titles, except important variations in interest rates during the periods of 
request and clearance, the value on the sale request date will be applied. 

Art. 47: The Open Investment Companies cannot emit titles that have preference or priority on other 
securities of the company. Furthermore, they can emit indebtness titles, or contract loans up to an 
amount not greater than 10% of the company's total assets, immediatly after the obligation is 
contracted, granting as guarantee up to 15% of the same. Short term sales operations, future 
contracts, sale or deed options, and any other contract or value that represents an obligation for the 
company that is not completely paid, are included as debts. 

COMMENT: The restriction on the emission ofpreference or priority titles, must be applied to all 
type of investment companies. In regard to the limits for the obtainment ofcredits, it is necessary 
that through general character norms, be established the cases when these can be obtained; and that 
the same norms establish the limits, since the appearance in the law does not make the disposition 
more flexible. On the other hand, some of the operations that are considered strictly debts, must be 
catalogued as contingent. 

CHAPTER IV
 
OF THE ADMINISTRATORS
 

COMMENT: The Companies that Administer Investment Companies are not defined. It is 
necessary to do this for the law to be clear. Additionally, in the previous chapters, the obligation that 
the investment companies have to be necessaily administered by one of these entities is not 
established, and that is why no disposition in regard to the entity in charge of the portfolio appraisal 
of the investment companies is mentioned, just as is done in Articlc 53. This creates a very 
important gap in the law for the investment companies that are not administrated by an 
administrating company. 

Art. 53: The Administrators will have to calculate on a daily basis the net value of the investment 
portfolio, and the securities of each one of the Investment Companies under their administration. To 
calculate the net value of the portfolio, they will use the market quotations of each one of the 



investments. In case it is not possible to obtain market quotations, the Board of Directors of the 
Investment Company will determine in good faith and rationally, using an independent evaluation 
provided by the Administrator, the market value of these investments. Immediatly after, to calculate 
the net value of the securities, it will divide the total of the investment portfolio by the number of the 
Investment Company's circulating securities at that moment. 

COMMENT: To establish the obligation of the daily appraisal is very important and correct. 
However, the appraisal criteria must be emitted by means of general character norms so that they 
are flexible and will adapt to the market's conditions, but it is vital that all the investment companies 
apply the same criteria. Otherwise, obvious distortions will be created. Furthermore, it results 
difficult to prove good or bad faith of the appraisal and its rationality. It is a reality that in the Latin 
American markets not all the titles are quoted daily. This happens in the larger and most complete 
markets, such as the Chilean or the Mexican ones. For this reason it is of vital importance that clear 
rules be established. As an example that illustrates the situation, it issuffice to mention that in 1992 
the Mexican Investment Companies had to affront losses of various thousands of millions of dollars 
due to the lack of clear appraisal criteria for those titles that are not quoted daily. 

TITLE V
 
OF THE SANCTIONS
 

COMMENT: The monetary sanctions that are contemplated do not cover all the irregularities that 
can be committed. For this reason it is convenient to perform an analysis on this matter, and its 
application be extended, above all, to use the privileged information. On the other hand, some of the 
sanctions foreseen are very reduced. For example between B/.10 and 100 when the information 
delivery is not fulfilled. Additionally, when they are established in the law it will subtract flexibility 
to adapt them, according to the economy conditions. It is convenient that the power to impose 
sanctions is established in the law, but the amounts are set through general character rules. 



ANNEX 11 
ANALYSIS OF THE PRESIDENTIAL AGREEMENT NUMBER 115 
OF FEBRUARY 24TH, 1988 

Next is presented a brief analysis of the Presidential Agreement NQ 115 of Honduras. It is 
pertinent to clarify that only the articles or fractions of them, that can generate important distortions, 
are transcribed, and that in some cases the analyzed article or fraction of it is summarized. 

PRESIDENTIAL AGREEMENT N2 115 

COMMENT: The greatest obstacle for the development of the stock market is established in the 
Agreement in its Article 45. Because the emissions of titles in series requested by the firms have to 
be authorized by the Executive Body, after a long procedure, it is important that the necessary 
changes be made to simplify the process. The Agreement grants the stock exchanges all the 
supervision and regulation powers, except the modification of its regulation and the limitation 
mentioned at the beginning of the comment. The stock exchanges have all the authority over the 
stock market. The Agreement does not establish any measure to protect the investing public's 
interests, and only contemplates partial aspects of the stock market; it also establishes very limited 
supervision capacities to the Bank Superintendencies and it practically does not grant regulation 
faculties. 

CHAPTER II 

Art. 10: The modification of the constitution, bylaws and internal regulations, the merging, transfer, 
anticipated dissolution and extension of the stock exchanges will require the authorization of the 
Executive Body, previous opinion of the Central Bank of Honduras. The capital increases are 
exempt from this disposition. 

COMMENT: The disposition implies indirect supervision to middlemen, operators and emitting 
entities, since Article 12 contemplates that the internal regulation will contain the norms for 
registrations and authorizations, among other aspects. However, it results curious that, although the 
modifications of the regulation require authorization when they are established for the first time, they 
are not subject to any authorization, which implies an even less supervision capacity. In order for 
the supervison tasks to develop in an adequate manner, they must be performed directly. 

CHAPTER IV
 
STOCK EXCHANGE POSITIONS AND STOCKBROKERS
 

Art. 16: The stock exchange positions and the stockbrokers must be authorized by the stock 
exchanges to perform intermediation activities, pursuant to the requirements, rights, obligations, 
prohibitions and sanctions that each stock exchange establishes in their Internal Regulation, and 
which be incorporated in the contract that is subscribed for the effect. 

COMMENT: In this Article the stock exchanges are granted ample powers, from the dictation of 
general character norms to the authorization of the middlemen; but it implies that the latter will not 
be subject to any supervision, and it is to them that the supervision is most important, because they 
are the ones that perform the operations with the investing public. 



Art. 19: The company that is authorized to operate a stock exchange position will have, besides the
 
obligations established in the Internal Regulation, the following:
 

a) Guarantee their action by meas of a security that will be granted with the characteristics
 
and conditions that are determined by the stock exchange, through general character dispositions.
 

COMMENT: This fraction ratifies the ample power that the stock exchanges have, and the 
practically null activity of the supervising entity. 

d) Give to his client a copy of the contracts for each negotiation in which he intervened. 

COMMENT: What must be done is sign a contract of commerciai assignment which will be the
 
one that regulates the relationship between the client and the stockbroker. This latter must give an
 
operation voucher each time he executes an order from the client, or acts in his name, in the case of
 
discretionary accounts. Furthermore, it isnot defined that they are "contracts", but it can be
 
supposed that it refers to the slips of transaction performed in the stock exchange, which results
 
impracticle and non-operational, since in the same operation transactions can be executed on behalf
 
of various clients. Due to the aforementioned, it is suggested that the obligation of signing the
 
commercial commission contract be incorporated, and that the writing of this fraction be substituted
 
for: "Give its clients an opertion voucher for each negotiation performed on his behalf'.
 

Art. 20: The stock exchange may suspend or cancel the authorization, without any indemnification 
for the company holder of the position, at any moment the latter stops satisfying, temporarily or 
definitively, the requirements to which the previous Article refers, or when it infringes the 
obligations established in the Internal Regulation. 

COMMENT: These powers must belong to the supervising entity, without impairment of the ones 
the stock exchange may have. To protect the stockbrokers, it must be added that the sanctions will 
be applicd pursuant to what is established in the Internal Regulation and in the general character 
dispositions that are emitted. Otherwise, the stock exchange is fully empowered to sanction, even if 
there does not exist a classification of the faults according to their seriousness. It was not mentioned 
that also the unfulfillment of the dictated general character norms may make the stockbroker 
deserving of a sanction. 

CHAPTER VIII 
SUPERVISION AND VIGILANCE 

Art. 40: The supervision and vigilance of the stock exchanges and of the operations that are 
performed in it, will be under the responsibility of the Central Bank of Honduras, by means of the 
Bank Superintendency. It will be able to require, for the effect, all the reports and data that to its 
judgment, are useful for the performance of its functions. 

COMMENT: With the exception of rules that the stock exchange must follow in its accounting, 
pursuant to what is established in Article 42 of the Agreement, the supervising entity does not have 
the power to emit any norm for the entity that it directly supervises. For this reason, it will not have 
clear criteria to perform the task and will have to apply those that are established in the Internal 
Regulation of the stock exchanges. 

WI 



CHAPTER X
 
GENERAL DISPOSITIONS
 

Art. 45:The titles in series, created by a sole declaration of will, which must be placed among the 
investing public by means of the stock exchange, will require the authorization of the Executive 
Body, except those titles-securities that are subject to a special regime. 

For this effect, the request must be presented before the Treasury and Public Credit 
Department, which will send it to the stock exchange for its opinion. This entity, must assure itself, 
through the corresponding investigation: 

a) 'That the public interest and the economical and financial conditions of the emitting entity 
justify the authorization. 

b) That the organization and administration of the emitting company, as well as the 
seriousness, honorability of the administrating members, additionally guarantee the interests of the 
acquiring entities of the titles-securities it emits. 

c) The other requirements that are established by the Internal Regulation of the stock exchange. 
Once the opinion is emitted in the aforementioned terms, the Executive Body will decide on 

the requested authorization. 

COMMENT: As was already expressed, the procedure is complex and it will necessarily be slow 
because it must be authorized by the Executive Body, under the assumption that the stock exchange 
should authorize the public offer. If this one has the power of decision, then there are no arguments 
that support this process, and the only thing it does is disencourage the emission of this type of titles. 
On the other hand, it compels that the stock exchanges become classifiers of securities, which 
results highly dangerous. its function should be insure itself that the emitting entity fulfills the 
requirements of delivering all the necessary information so that the investor can make a decision. 
Otherwise, its position becomes liable because if it authorizes an emission and due to any reason the 
emitting entity does not pay, he will be morally responsible because there is no legal responsibility. 
But this will definitively harm its image and it is probable that it will affect the investing public's 
confidence. On the other hand, the classification process is very complex, and requires the 
participation of specialists in different fields of activity, reason why the stock exchange may not be 
able to do it and will have to hire experts, whether permanently or only to perform each opinion. 
This will increase its operation costs and necessarily will have to be transferred to the stockbrokers, 
who at the same time, will transfer them to the investing public. Therefore, the intermediation costs 
will increase. 



ANNEX 12
 
ANALYSIS OF THE EXECUTIVE DECREE N2 33-93 OF NICARAGUA
 
GENERAL REGULATION ON STOCK EXCHANGES
 

Next is presented a brief analysis of the Executive Decree N2 33-93 of Nicaragua, which 
contains the regulatory norms of the stock market. It is pertinent to clarify that only the articles or 
fractions of them, that can generate important distortions, are transcribed, and that in some cases the 
analyzed article or fraction of it is summarized. 

DECREE N2 33-93
 
GENERAL REGULATION ON STOCK EXCHANGES
 

COMMENT: The present Decree is the solution that the government has given for the lack of a 
stock market law. For this reason it has to be subject to some dispositions already established in the 
country's laws, such as the definitions and obligations that it establishes for the operators, and the 
fact that it only norms the public offer of titles-securities in the stock exchange. An interesting 
aspect is that it keeps a double standard, in the sense that it is not expressly clear if the supervision 
will be directly performed by the Bank Superintendency, or indirectly through stock exchanges. In 
any case, its supervision and control powers are limited, above all in regard to the middlemen, 
because the granting of authorizations, inspection and intervention visits are not contemplated. 
Notwithstanding, this can be made up for with the emission of general norms. Article 33 of the 
Decree grants that authority to the stock exchange as well as to the Superintendency, when it 
establishes that both "_must dictate norms that will guarantee the transparency of the stock 
exchange market"; the scope of the disposition is not clear. The Decree's first article defines, among 
others, the mutual fund fees as transferrable securities; nevertheless, the Decree does not mention 
these funds, reason why there do not exist rules to obtain authorization, initiate operations, etc. It is 
vital that this omission be mended. It is important that, as soon as possible, the writing out of a Bill 
be begun, which will cover the basic aspects of the stock market and mend the current deficiencies. 

PRELIMINARY DISPOSITIONS
 
CHAPTER I
 

Art. 4: The persons that intend the emission of securities, which will be object of the offer, using the 
intermedidation of the stock exchange, must communicate this intention in a written manner to the 
Superintendency, through the respective Stock Exchange, with the contents that is established in 
Article 25 of the present rule. 

COMMENT: In this disposition, a third party, the stock exchange, requests on behalf of the 
interested person, the registration of the public offer. However, it is not requested that there must 
exist a power of attorney for this procedure. It is important that this be added in order to avoid 
possible future problems. 

\A
 



CHAPTER II
 
OF THE STOCK EXCHANGES
 

Art. 9: The Stock Exchanges will be administered by a Board with not less than five (5)members, 
and it will have the following general functions: 

a) Regulating: it will be its responsibility, previous authorization from the Bank 
Superintendency, to dictate and modify the internal Stock Exchange regulation. Likewise, it may 
dictate general internal norms for the organization of the stock exchange market, the administration 
of the Stock Exchange, middlemen, and emitting entities, striving at all moment that the transaction 
will insure the existence of a transparent, competitve and orderly market. 

COMMENT: Because the Superintendency must authorize the internal regulation of the stock 
exchange, as well as the general norms, it has the power to regulate indirectly. The trouble may 
present itself when it is necessary to modify them, since there does not exist any mechanism that 
demands it. 

b) Controlling: the Board will be responsible for seeing that in the development of the 
operations that are performed in it, the strict fulfillment of the legal provisions and their regulatory 
norms are carried out. 

COMMENT: Even though it were necessary that the stock ucchanges perform these activities, its 
powers are limited. For example, neither the inspection visits nor the intervention authority are 
mentioned. 

c) Disciplinary: the Board will be responsible for applying the disciplinary measures 
established in its bylaws and regulation, over the Stock Exchange Positions, Stockbrokers and all of 
its personnel. 

COMMENT: The disposition is correct; nevertheless, it is not mentioned in the Decree that these 
are also functions of the Superintendency, and there is a gap, since it is not established that it will 
sanction the unfulfillment of the norms that the Superintendency emits. Furthermore, within its 
action ambit, the mentioning of the titles-securities emitting entities was forgotten. 

The above without impairment of the delegation of powers that can be made to the Board on 
duty, General Manager and other employees, to apply or propose sanctions during the meetings, 
sessions of the Stock Exchange, and others, pursuant to what is disposed in its internal norms. The 
Board, when the situation merits it, may suspend the functions of a middleman, having to inform the 
Superintendenty of such situtation, exposing all the grounds on which it based itself for such a 
decision. 

COMMENT: The power of intervention is not contemplated. It is important that it be added. The 
authority cancellation is not mentioned either, even though in all cases they should be functions of 
the Superintendency. 



CHAPTER III 
OF THE STOCK EXCHANGE POSITIONS 

Art. 13:A Stock Exchange Position is the legal person constituted as a stock company, whose social 

objective is the intermediation in securities, within the stock exchange ambit. It will operate through 

concessions granted by the Stock Exchange, previous registration in the Bank Superintendency. It 

can negotiate on own account, with the limitations that are pointed out by the Stock Exchange 
Internal Regulation. 

COMMENT: It is important that the stockbrokers as well as its operators and promotors, who are 
not mentioned in the Decree, obtain authorization from the Superintendency, and not only be 
registered in it. It is also important that all the activities that a middleman can perform be defined; 
otherwise, there could be problems in the future. Among them it is relevant to point out: lend 
counseling in regard to titles-securities, perform placements of titles-securities, administer 
investment portfolios, administer investment funds and act as common representatives of 
bondholders. 

Art. 15:The Stock Exchange Position must operate necessarily and obligatorily by means of 
Stockbrokers duly authorized, who will be its representatives because of the simple assignment, 
with the powers to oblige them in any of the stock exchange intermediation activities authorized in 
the respective Laws and Regulations. 

COMMENT: It is not specified who must grant the operators the authorization, and the need to 
pass an exam is not mentioned. It is understood that they must forcefully perform the promotion 
activities, since the definition is very broad. It would be convenient that the promotor figure be 
created. 

Art. 16:The companies authorized to operate a Stock Exchange Position will have, besides the 
obligations established in the Internal Regulation, the following: 

COMMENT: The Decree does not mention that the authorization is necessary. It only establishes 
that the stock exchange will grant a concession. It is important to make this clear. 

a) Render bond or guarantee pursuant to the terms established in the following Articles 18 and 
19. 

COMMENT: The related articles refer to the bonds that ramust be given to the operators. It is 
convenient that this be established separately for the stock;biokers. It must be promoted that the 
Stock Exchange crcate a contingency fund in favor of the investing ptb!kic -ith the contribution of all 
the stockbrokers. 

b) Give to the Stock Exchange and the Bank Superintendency, within thb-ee months after the 
closing of the fiscal year, its balance sheet, annexed statements, duly approved by the competent 
social body, audited by an Authorized Public Accountant. 

COMMENT: In order to perform an effective supervision task, the stockbrokers must turn in their 
non-audited financial statements on a monthly basis. Additionally, they must have a special 
accounting system, established by the Superintendency, which adequately reflects its operations. 

) 



c) Keep the necessary Records, where it will write down, clearly and precisely, the operations 
that are performed, expressing quantities and prices; names of the contractors, and every other 
detail that will permit an exact knowledge of each business, pursuant to the dispositions that for 
such effect are dictated by the Stock Exchange. 

COMMENT: It is important that a permission be given so that these records be kept by electronic 
means. Because the stock market secret must be kept, it is convenient that the utilization ofcodes to 
identify clients if necessary be permitted. On the other hand, only in case of operators with 
registered titles, and cross operations, a stockbroker will know the names of the two contracting 
parties. Otherwise, he will only know that of his client. The stockbroker of the counterpart stock 
exchange operation will know the name of the other contracting party. 

d) Daily publish the securities offered and demanded in the Stock Circle, its amounts and its 
quotations. 

COMMENT: This is an obligation of the stock exchange. It would be impractical if so many 
publications are published daily in the market; besides, these do not have the necessary information 
to adequately fulfill the disposition. 

e) Give its client a copy of the contracts for each negotiation in which he intervened. 

COMMENT: What should be done is sign a commercial commission contract, which will be the 
one to rule the relationship among the client and the stockbroker. The latter must give an operation 
voucher every time he executes an order of the client, or acts on his behalf, in regard to discretionary 
accounts. Furthermore, the term "contracts" is not defined, but it can be supposed that it refers to 
slips of transactions performed in the stock exchange, which results impractical and inoperative, 
since in the operation many transactions can be performed on behalf of various clients. Because of 
the aformentioned, it is suggested that the obligtion of signing the commercial commission contract 
be incorporated, and that the writing of this fraction be substituted for: "Give his clients an operation 
voucher for every negotiation performed on his behalf." 

Art. 17: The Stock Exchange may warn, fine, suspend or cancel the concession of a Stock Exchange 
Position, without any indemnity for the company that operates the same, at any moment when this 
Position stops satisfying the requirements to which the previous Article refers, or when it infringes 
the regulations established in the Internal Regulation and in the Concession Contract. Of all the 
aforementioned, it must inform the Bank Superintendency. 

COMMENT: These powers must belong to the Superintendency, without impairment of those that 
the stock exchange may have. For the protection of the stockbrokers, it must be added that the 
sanctions will be applied pursuant to what is established in the Internal Regulation and in the general 
character dispositions which are emitted. Otherwise, the stock exchange is fully empowered to 
sanction without the existence of a fault classification according to its seriousness. It is not 
mentioned that the unfulfiliment of the general character norms which are dictated, may also make 
the stockbroker a candidate for a sanction. 



CHAPTER IV 
OF THE STOCKBROKERS 

Art. 18: Stockbrokers are the natural persons who are previously authorized by the Stock Exchange
 
and registered in the Bank Superintendency, which are dedicated to brokerage operations in the
 
Stock Exchange. In order to exercise their office they must render a bond or guarantee in favor of
 
the Stock Exchange, that for such effect is established by the Bank Superintendency. Furthermore,
 
they must fulfill the following requirements:
 

COMMENT: The authorization to act as operators must be given by the Superintendency. It is 
convenient that the figure of promotor be incorporated, since it is mistaken with the operator, given 
the obligations that Article 20 establishes. 

Art. 20: The Stockbrokers are obliged to: 

a) Keep books and records that are prescribed in the present Regulation and those that the 
Bank Superintendency determines. 

b) Provide periodically to the Stock Exchange, and with the details requested by it, information 
on the operations they perform. 

c) Provide the documentation that the Superintendency deems necessary to maintain updated 
the Registration information. 

d) Assure the identity and legal capacity that the persons have, in whose negotiations they will 
intervene, and in its case, the legality of the signatures of the physical persons who order the 
performance of the stock exchange operations, and in its case, the existence of a sufficient power to 
act in representation of a legal or natural entity, and the registration of the last transfer or conveyance 
in the Emitting Entity Records. When the contracting persons do not have the free administration of 
their assets, the stockbroker cannot render his services without the due authorization pursuant to the 
laws. 

e) Propose the negotiations with accuracy and distinctness, refraining from making false 
suppositions that will induce the contracting parties to error. 

f) Maintain a reserve on everything related to the negotiations that they perform, and not reveal 
the names of the persons that give them these negotiations, unless the law, or the nature of the 
operations, demand the contrary, or that the interested persons consent that their names be known. 

g) Issue, on account of the interested parties that so request it, a certification of the entries 
related to their contracts. 

h) Legally respond to the authenticity of the signature of the last transferor in the bill of 
exchange or other endorsable securities negotiations. 

i) Attest on the delivery of the effects and their payments, if the interested parties so demand. 
j) Celebrate the operations on the titles negotiated in the Stock Exchange, by means of the 

procedures that this last one establishes. 
k) Fulfill the legal, statutory and regulatory dispositions of the respective stock exchange. 
1) Conduct all negotiations with loyalty, clarity, and precision, aad abstain from using artifices 

that in any manner, may induce the contracting parties to error. 

COMMENT: The obligations established are those of the stockbrokers, nor of the operators. Of 
those established obligations, only the ones mentioned in sub-clauses e), f), j), k), and 1)are 
applicable to them, since the operators perform the transactions within the stock exchange, on behalf 
of the stockbrokers, and in active markets they do not know the names of the clients; they only 

( 



receive orders to perform operations. The obligation in sub-clause 0 is applicable to the promotors. 
The obligation established in sub-clause a) is equally requested from the stockbrokers. This will 
represent a tremendous administrative effort and will increase the cost of intermediation. It is just to 
mention that these dispositions were established because the operator was given the quality of 
stockbroker, and it was necessary to establish the fulfillment of the mandates established for them in 
Title III, Chapter I, of the Commercial Code. A short term solution to the problem is that the 
activity be defined in another manner, in such a way that it will not be necessary to modify the 
mentioned Code, but, at the same time, the operational characteristic of the stock market be 
promoted. 

Art. 21: The stock exchange may warn, fine, suspend or cancel the authorization of a stockbroker, 
informing the Bank Superintendency of the actions taken. The referred to suspension or cancellation 
can only proceed if the Stockbroker incurs in some of the following causes: 

a) Stop fulfilling the necessary requirements for the authorization. 
b) Incur in serious infringements of the obligations that are impossed in this Regulation, the 

Internal Regulation of the Stock Exchange, or other dispositions that rule; 
c) Take part, in a guilty or fraudulent way, in transactions that are not compatible with the 

wholesome practices of the stock markets; 
d) Participate in public offers of securities within the Stock Exchange, which are not registered 

according to this Regulation, or whose transaction has been suspended; and 
e) Do not comply, due to reasons that are imputable, with the obligations originated from 

securities transactions, in which they have participated. 

COMMENT: These powers must belong to the Superintendency, without impairment of those that 
the stock exchange may have. It is important to clarify the meaning of "serious" in sub-clause b). 
The fault described in sub-clause d) is not applicable to the operators, but to the stockbrokers, since 
the first act on behalf of the latter. 

CHAPTER V
 
OF THE RECORDS AND OF THE INFORMATION
 

COMMENT: The chapter refers to the registration in the different records (stock exchanges, public 
offer securites through mechanisms of the stock exchange, stockbrokers and operators), and 
although it is true that it is an important task, the authorization is even more, and the law only makes 
reference to the registration. 

Art. 25:The Superintendency will proceed to the registration, to which the previous Article refers, 
pursuant to what is established in Article 4 which precedes, and as long as it complies with 
informing on the following aspects: 

a) Legal: Emission agreement, characteristics of the securities that are to be emitted, 
antecedents on the constitution and registration of the emitting entity, its modifications and 
registrations, duration term, composition of patrimony, administrators and proxies, registration of 
members or the number of them, and any other antecedent that is reasonably necessary for the 
complete identification of the emitting entity. 

b) Financial-Economical: Antecedents on the Economical and Financial situation of the 
emitting entity, as well as its most recent Annual Balances that are available, or the opening Balance 
and projections in case of an emitting entity that initiates operations, the most recent of which must 
be presented duly audited by registered external auditors in the Bank Superintendency, accompanied 



by a reasoned report on the financial condition of the entity, its patrimony, its reasons to be indebted, 
and every other data that permits the formation of a complete opinion on its economical-financial 
situation. 

Furthermore, a prospectus must also be presented, where the use that will be given to the 
resources, general characteristics of the negotiation, and the favorable and unfavorable projections 
that could affect the future are described. 

COMMENT: Although an ample list of information is presented, there is some of importance that 
is not included, such as: Types of titles to be emitted, amount of the emission, rights that the titles 
will grant, in its case, interest rates that will be paid and the manner they will be calculated, form 
and periodicity of the payment, etc. Because of the aforementioned, it is suggested that a third sub­
clause be added, which will establish: "Furthermore, they will deliver all the information that the 
Bank Superintendency establishes, by means of general character norms". The information 
requested that contains the prospectus is very poor. Ineffect, at the least, a summary of what is 
established in sub-clauses a) and b), as well as all the information relevant to the titles-securities 
must be included. For this reason the modification of the writing is suggested, such as: 
"Furthermore, a prospectus that contains, at the least, the information established by the Bank 
Superintendency in general character norms, must be presented". It is important that the granting of 
power to the Bank Superintendency in order to dictate norms on accounting and presentation of 
financial statements be included, in such a manner that the standarization can be achieved. 

The Superintendency will have a term of ten working days, counted as of the date of the respective 
request, to procede with the registration. 

COMMENT: Although the disposition tries to make the procedure expeditious, it has to be 
considered that the Superintendency must authorize the public offer of the titles; and ten working 
days is a very short amount of time to be sure that all the required information is given and perform 
a complete analysis in order to prove its veracity, even using selective methods. In small markets 
where there are similar limits, these are not less than three weeks for the initial registration. When it 
is a new emission from an emitting entity previously registered, the time can be reduced to the term 
of the disposition, and even to smaller terms, even 72 hours, in case of commercial paper emissions, 
in which a credit line is annually authorized up to a determined amount; but because it can be 
rotary, it promotes the existence of various emission during the year that the authorization lasts. The 
term to authorize the renewal, extension or reduction of the credit line, can be ten days. 

Art. 26:The emitting entities within the Securities Record will give the Superintendency, Stock 
Exchange and general public, information on the matter pointed out in Article 25, with the 
periodicity that the Bank Superintendency determines. 

COMMENT: It must be added to what is written: "with the periodicity and the manner that are 
established by the Bank Superintendency, through general character norms". 

Art. 27:The directors, administrators, and every person that because of his office or position in the 
registered emitting entity, will have access to the information that has not been officially divulged to 
the public, in fulfillment of this Regulation which can influence on the prices of their securities, will 
keep strict reserve on it. 

\,­



The persons mentioned in the previous sub-clause are forbidden to use said information to 
obtain for themselves or others, advantages through the purchase or sale of securities. These must 
also watch over so that this does not occur through subordinates or third persons of their confidence. 

COMMENT: It is important that the directors and employees of the stock exchange, stock 
exchange agencies and Bank Superintendency, be included. Due to their position, they could have 
access to this information. On the other hand, it is indispensable that the sanctions be added, since 
no prohibition has force if it is not accompanied by a sanction. 

CHAPTER VII
 
OF THE SANCTIONS
 

Art. 30: It will correspond to the Bank Superintendency to apply sanctions in which the Stock 
Exchanges will incur by infringement of this Regulation, bylaws or Internal Regulation of the Stock 
Exchanges and the instructions dictated by the same Bank Superintendency U 

COMMENT: It is convenient that the writing of the Article be modified and that "instructions" be 
substituted by "general character norms". Likewise, it is vital that the Superintendency have that 
same power in regard to the stockbroker, operators, promotors and emitting entities, and that the 
power to perform inspection visits and administrative interventions be added. 

CHAPTER VIII
 
GENERAL DISPOSITIONS
 

Art. 34:Any transfer that is done of the concession given to a Stock Exchange Position, must be 
previously authorized by the Stock Exchange, and informed to the Bank Superintendency. 

COMMENT: The Superintendency must be the one that grants the authorization. 

Art. 39:The negotiation mechanisms, such as the Stock Exchange Circle and others, the execution, 
clearance of transactions and others directed to centralize the negotiation in the Stock Exchange, 
may be regulated by the same Stock Exchanges, previous information to the Bank Superintendency. 

COMMENT: It should say previous authorization of the Bank Superintendency and according to 
the general character norms that this entity emits on this aspect. 



ANNEX 13 
ANALYSIS OF THE STOCK MARKET BILL OF THE 
REPUBLIC OF EL SALVADOR 

Next is presented a brief analysis of the Stock Market Bill of the Republic of El Salvador. It is 
pertinent to clarify that only the articles or fractions of them, that can generate important distortions, 
ifthe Bill is approved in its current condition, are transcribed, and that in some cases only the 
analyzed article or fraction of it is summarized. 

STOCK MARKET BILL 

COMMENT: The Bill does not grant the Financial System Superintendency the power to emit 
general character norms, whose incorporation is vital, because the Bill practically grants the stock 
exchanges all the powers to regulate. The Bill establishes that the Superintendency may perform 
inspections, but cannot intervene nor cancel authorizations. This last one, nevertheless, is function 
of the stock exchanges, that is, an indirect participation of the supervising entity is proposed, and its 
powers are very limited. In all cases, the stock exchanges are granted greater force. The 
intervention power should be incorporated. It is important that powers, so that the Superintendency 
can adequately regulate and supervise the market's participants, be incorporated, particularly in the 
case of the middlemen. 

On the other hand, it does not deal with the investment companies or funds, since the 
preparation of a special Bill is expected for those institutions. However, one is already operating in 
the country, and others may probably arise in a short term. What results serious is that, if the 
prohibition established in Article 94, to capture resources is applied to non-authorized entities, then 
the investment funds are illegal entities; and if the disposition is not applied, the law would lose 
force. Because of the aforementioned, it is important that a mechanism be established to regulate 
them; or maybe alternate mechanisms could surge, disguised as portfolio management operations 
on third party accounts, which would operate without supervision nor regulation. 

Another aspect that limits the development of the market in an important manner, is that the 
stockbrokers are not permitted to have their own portfolio, except to perform placements in the 
underwriting modality. With this, the management of the firms' treasuries is difficult, as well as the 
oportunity to give the market liquidity, etc. Furthermore, if a stock exchange agency is well 
administered, it must not have idle resources, and the limitation will not permit it to invest its 
treasury surplus. Furthermore, it cannot perform the underwriting in an adequate manner, because 
this implies having resources of important amounts that will not be used all the time. There is no 
stockbroker in the whole world that constantly performs placements of titles-securities. The cost of 
maintaining these idle resources would be very high, and no stockbroker would want to perform this 
type of operations. Due to the aforementioned, it isvital that the stockbrokers be empowered to 
perform operations on their own behalf. 

It is important to point out that the Bill considers, in a certain measure, the possible integration 
of the stock markets, and it establishes some dispositions that could facilitate it, even though there 
are still some deficiencies and limitations. 

kAC 



TITLE I
 
FUNDAMENTAL NORMS
 

CHAPTER I
 
BASIC DISPOSITIONS
 

Art. 3: All securities that are the object ofpublic offer, as well as the emitting entities of the same, 
must be registered in a stock exchange, which at the same time must register them in the public 
records, that for such effect will be kept by the Superintendency. 

COMMENT: In Article I of the Bill it is established that: "(U the Superintendency of the Financial 
System will control the fulfillment of the dispositions of this Lav", as well as the natural or legal 
persons whose activities are regulated in it." It is evident that the emitting entities are some of the 
persons on which the Superintendency must perform its functions, but if it is not empowered to 
authorize the public offer and deal directly with the emitting entities, it will be difficult that it may 
perform them adequately. 

Art. 4: The securities emitted by banks or acceptance houses will continue to be regulated by the 
dispositions established in the Bank and Acceptance House Law. And only those securities that 
will be transacted in a stock exchange must be registered in one stock exchange and the 
Superintendency, without too much procedure, and to which the requirements indicated in Article 8 
of the present Law will not be enforced. 

COMMENT: Article 8 establishes the information requirements, including the presentation of the 
prospectus. If the banks and acceptance houses do not have to present this information, then with 
what elements will the public make its analysis in order to make an investment decision in regard to 
the titles that are emitted by these entities. Although it is true that the authorization requirement can 
be cleared away, above all because the same entity supervises them, it is also true that the 
information presentation must not be obviated. 

Art. 5: For the effects of this Law, the following will be understood: 
a) Securities: Securities are the shares, bonds and other credit or participation titles that are 

emitted in series. U 

COMMENT: The titles emitted in volume are not included: the possibility of dematerializing the 
titles is eliminated; it is important that this type of titles be included as well as the power to 
dematerialize. On the other hand, the definition is limitating since the possibility of emitting 
commercial paper, reinforced with the disposition of Article 62, which is analyzed later, is 
eliminated. 

Art. 6: The next must be registered in the public records which will be kept by the Superintendency 
for such effect: 

a) Entities that emit securities; 
b) Securities; 
c) Stock Exchange agencies; 
d) External auditors of the stock exchanges, stock exchange agencies, and emitting companies. 
e) Risk classification entities 
f) Administrators of entities which are subject to registration 



COMMENT: In sub-clause d), the auditors of risk classification entities and companies specialized 
in securites deposit ard custody must be added. The registration of operators and promotors was 
omitted. 

CHAPTER II
 
PUBLIC RECORDS
 

Art. 8: The Superintendency will proceed to the registration of the emitting entities and the public 
offer securities in the public records, as soon as a stock exchange sends the certification of the 
resolution of its Board of Directors, approving the registration of the securities in said stock 
exchange, accompanied by the following information: 

a) Corporation charter of the emitting entity and its amendments, duly registered. 
b) Nominee of the members with their participation within the company's capital, 

administrators and administrative proxies, with the data relevant to their identity documents; 
c) Financial statements of the three last exercises, duly audited by registered external auditors 

in the Superintendency; 
d) In case the emitting entity belongs to an enterprise group, it must provide: the name of the 

firms that form the group, its stockholders and directors, as well as the consolidated financial 
statements. 

e) In case there exist enterprise relationships, he must provide: the names of the related firms 
where he has participation, of its stockholders and directors; 

f) Agreement of the competent social body, where the emission is authorized; 
g) Types of securities that are being registered and their characteristics, with the bond emission 

deed and other credit titles; 
h) Emission prospectus; and 
i) In case the emission is guaranteed with personal property or real estate, the guarantee 

constitution documents must be presented. 

COMMENT: Even though important information that is asked for in every market is requested, a 
lot of information that is vital to evaluate the firm is omitted, and which should normally form part of 
the prospectus, but the contents of the prospectus is not specified. It is vital that the minimum 
content of the prospectus be included, whether in the law or in the general character norms. To do 
this it would be convenient to add to the article: "the prospectus must contain as minimum, the 
information that the Superintendency establishes by means of general character norms". The 
aforementioned has more importance if the poor quality of the prospectus that have been emitted in 
the Salvadoran market is taken into consideration. Some of the omitted information is: destiny of 
the funds, brief description of the emitting entity's activities, investment or extension proje -ts, 
products or services that it produces or negotiates, destiny of the funds captured through the 
emission, rights that the titles grant, in its case, interest rates, form of calculating the interests, place 
and payment dates, etc. 

Once the previous information is received from a stock exchange in a complete manner, the 
Superintendency will have five work days to pronounce itself, after which, and if the same has not 
formulated any objection, the registration will be considered performed. 
In case the information is not completely presented, the Superintendency must request from the 
stock exchange the information that is lacking. Once the information is received, t1'e registration 
must be carried out as determined. 



COMMENT: In this disposition, a third party, the stock exchange, requests on behalf of the 
interested person, the registration of the public offer. However, it is not requested that there must 
exist a power of attorney before a notary. It isimportant that this be added to avoid possible future 
problems. Although it is true that the disposition tries to make the procedure expeditious, it has to 
be taken into consideration that the Superintendency should actually authorize the public offer of the 
titles, and five work days is a very short time to verify if all the requested information has been given 
and perform a complete analysis to prove its veracity. Even when selective methods are used, not 
less than three weeks are needed for the initial registration in small makets where similar limits have 
been established. When it is in regard to a new emission by an emitting entity which has been 
previously registered, the time can be reduced to the one stipulated in the disposition, or even 
shorter terms of up to 72 hours. In case of commercial paper emissions where a credit line is 
annually authorized up to a determined amount, but because it can be rotary, it may promote the 
e;:istence of various emissions during the year the authorization lasts, then the term to authorize the 
renewal, extension or reduction of the credit line, may be five days. 

Art. 9: Only the public institutions and public companies, both of Central American origin, as well 
as th,.ir securities, may be registered in the respective public records, when they fulfill the 
requirements established in this Law, and when they are registered in a stock exchange of its native 
country and there is reciprocity. Said registration will be subject to the approval of a stock exchange 
and of the Superintendency, pursuant to the corresponding instructive. 

COMMENT: Even though the disposition tries to facilitate the negotiation of titles emitted by the 
Central American countries' firms, it does not grant any advantage if they are registered in another 
market, because in any manner it must perform the complete registration and inscription procedures. 
On the other hand, the law is very limiting when specifying that only the institutions of Central 
American origin can be registered when there exists reciprocity with that country. If in the future 
agreements are signed with stock exchanges of other countries outside the Central American region, 
the law will have to be modified. 

Art. 10:The Superintendency will procede to the registration of the stock exchange houses in the 
public records, when it has received from a stock market the certification of inscription of a stock 
exchange house, accompanied by the request with the information that proves the fulfillment of the 
following requirements: 

a) Having constituted the guarantees legally required; 
b) Prove that the stockholders, directors and administrators of a stock exchange house are not 

debtors of the financial system for credits to which mending reserves of fifty percent jr more of the 
balance have been constituted. 

c) Present evidence given by the stock market regulating authority of the native country for 
foreign members, where it is indicated that there does not exist any disability to act as such; and 

d) Have as directors and administrators, persons that satisfy the following: 
1. be Salvadoran, or foreigners with a three year residence in the country; 
2. or having been convicted for a felony against the property, or against the public treasury
 

. (sic)
 

COMMENT: Again, the Superintendency's activities are indirect. Maybe the most important issue 
ofsupervision and contro!, is that the supervising entity performs it directly on the middlemen and 
the officers or proxies that directly work with them, and that require authorization to act as such, 



operators and promotors. It is customary in markets with higher degree of development, in order to 
give an authorization, to request the registration of names and qualifications of the persons that are 
in charge of administrating the stock exchange agency and of those that perform as operators and 
promotors. Additionally, a feasibility study is requested. 

Art. 12:The stock exchange, in those cases where the delivery of information is not expressly 
indicated, will send to the Superintendency the periodic information that it receives from the 
emitting entities and the stock exchange houses on the changes in aspects that were taken into 
consideration for the registration, at the latest eight days after having received it, with the purpose of 
keeping the public records updated. 

This information will be sent pursuant to the instructive that, for such effect, is dictated by 
the Superintendency. 

COMMENT: It is important to clarify what "instructive" means. If the same only refers to the 
presentation form or if it can include general character norms in regard to the accounting system, 
etc. If this is so, it couid be the way to achieve the standarization of information. 

Art. 13:The Superintendent, through a reasoned resolution, may suspend the offer or the 
transactions of registered securities up to thirty days, when the emitting entity: 

a) Gives indication of incurring in one of the causes for dissolution contemplated in the 
Commercial Code, or 

b) Does not send to the respective stock exchange the information in the periodic manner 
established in this law. 

COMMENT: The measures destined to protect the investing public's interests are not mentioned, 
nor the establishments of systems to avoid erratic movements in prices. 

Art. 15:The registration of a stock exchange house could be suspended by the Superintendent up to 
a maximum term of one year. 

COMMENT: In the article the causes are pointed out; nevetheless, the sanctions should be cleary 
stipulated; that is, the sanction should not be discretional and for the same fault the same sanctions 
should always be applied. No criteria is given due to the manner in which the article was written. 

TITLE II
 
STOCK EXCHANGES AND STOCK EXCHANGE OPERATIONS
 

CHAPTER I
 
STOCK EXCHANGES
 

Art. 25:Each stock exchange will be administered by a Board of Directors with no less than seven 
members, of which at least three must be members of the Board of Directors of stock exchange 
houses. 

The Board of Directors of the stock exchange will have, among others, the following 
specific functions: 

a) Regulation: Dictate and modify the regulations and internal norms of the stock exchange, 
and emit the instructives to which the stock exchange houses will be subject, trying at all moments 



that the transaction mechanisms insure the existence of a transparent, fair, competitive, orderly and 
informed market; 

COMMENT: The same observations are made in regard to the "instructives" as in the previous 
Article 12. Because the Superintendency must authorize the internal regulation as well as the 
general norms of the stock exchange, it has the power to indirectly regulate. The problem may 
present itself when, to its judgment, its modification is necessary, since there does not exist a 
mechanism to demand this. Although it is vital that the Superintendency be the one that dictates 
general norms, the mechanism so that the Superintendency directs the emission of new rules is not 
established either. 

b) Control: Watch over so that the development of the operations performed in the stock
 
exchange will strictly fulfill the legal precepts, regulations and instructions given by the stock
 
exchange and those dictated by the Superintendency;
 

COMMENT: Even though it would be adequate for the stock exchanges to perform these activities, 
their powers are limited. Furthermore, a gap is created because it is not specified who will control 
the activities and operations linked to the stock exchange activity which is performed outside the 
stock exchange. 

d) Disciplinary: Apply the disciplinary measures established in its bylaws and regulations to the 
stock exchange houses, personnel of the same and own personnel. This without impairment of the 
delegation of powers that can be given to the directors, General Managers and other employees, in 
order to apply or propose sanctions in the circle meetings, or others in agreement with that disposed 
in the norms which are in force U. 

COMMENT: The disposition is correct, although it omits sanctions for the emitting entities. 

Art. 27: The internal general regulation of each stock exchange must be approved by the 
Superintendency and will contain dispositions, at least, of the following aspects: 

COMMENT: It is in this Article that ample powers are granted to the stock exchanges in order to 
regulate. Notwithstanding, many of the aspects dealt with do not correspond to an internal 
regulation, but 'o general character rules. The difference is that the internal regulation should only 
give the general framework, and for this reason it should tend to be permanent, while the general 
character rules or norms must be flexible and cover specific aspects, which otherwise would be 
impossible to completely cover. It must be pointed out that in the last paragraph of the article it is 
established that: "All modification to the internal regulation must be submitted to the approval of the 
Superintendency", which ratifies the indirect way in which it will perform its functions. 

a) Requirements for the registration of emitt; ._entities and securities; taking into 
consideration those pointed out in Article 8, as w itas criteria that will permit determining the 
solvency of the company being registered and its shares, for which it can require the opinion of a 
risk classifying entity. Inthe case ofsecurities, the requirements indicated in the Commercial Code 
must be observed and those contained in this law. 

COMMENT: It is not necessary to determine the solvency of the stockholders, since nothing is 
attained with this information in order to evaluate a firm. Itmust be remembered that the 



stockholdei are responsible only for an amount equal to the one contributed to the company. On 
the other hand, it results convenient to imagine the manner in which this function will be performed 
when a firm with 500 stockholders, whether it has shares registered or not, wishes to emit bonds. 

c) Regulations to determine the existence of groups and relations pertaining to a firm; 

COMMENT: This power is very estranged from those of the stock exchange. It must be the 
authority that determines this situation through general cheracter norms. 

f) Margins for indebtness and additional guarantees for stock exchange houses; 

COMMENT: It is important and adequate for this disposition, but it does not fulfill the same 
function as in the banking system. Because in a subsequent article the possibility iseliminated in 
which the stockbrokers may perform operations on their own account, although it is important that it 
be added to the projection. The need to establish limits in regard to the operations that can be 
performed in proportion to its capital is not mentioned. In case the granting of this power is 
reconsidered, it is vital that this be included. It must be remembered that rules do not exist in any 
market to limit the amount of resources than can be captured to make direct operations, that is, when 
it acts on behalf of its clients without involving its ovn position. 

g) Obligations of the stock exchange houses with their clients, including those derived by the 
investment recommendations that are made in them. 

COMMENT: When the obligotion of legalizing the contractual relationship between the 
stockbroker and the client is established, through the subscription of a mercantile commission 
contract, all the rights and obligations of both parties are specified in a clear manner and with legal 
force, particularly when it is in regard to discretionary accounts. 

Art. 29: The entities registered in the Record of securities' emitting entities will provide the stock 
exchange where they are registered, quarterly information on what is contemplated in their internal 
regulation_. 

COMMENT: The writing is confusing because it is not clear if they are speaking about the internal 
regulation of the stock exchange or of the emitting entity. On the other hand, in the previous article 
nothing is mentioned as to the need to regulate the continuous information that they should give to 
the emitting entities or stockbrokers in order to maintain their registration, even though the law 
refers to the information contained in Article 8, which again, is incomplete. 

Art. 30: With the approval of at least three fourths of the directors or administrators of the securities 
emitting company, a reserved character can be given to facts or background related to pending 
negotiations, which, ifknown, can impair the investors' interests in the company referred to. These 
decisions must be conmmunicated to the respective stock exchange and the Superintendency on the 
next work day after its adoption. For this effect, a fact or essential information is what a 
businessman would consider important for his decisions. 

COMMENT: The initiative of defining privileged information is very good. However, this is not 
only the one that impairs the investors' interests, but also that which can benefit them. An emitting 
entity must perform its negotiations freely, without need to notify them to the stock exchange or the 



Superintendency. Privileged information is that which has not been made known to the public and 
which could affect positively or negatively, the quotation of the titles-securities that the emitting 
entity has, or moreover, pretends to emit. This notification will result dangerous to the firm because 
it will immediately fall in the hands of many persons and the probability of its knowledge increases. 
Furthermore, at a determined moment, all the information is privileged: amount of sale, known or 
projected profits, substancial increase or decrease of costs, investment or extension projects, new 
emissions of shares or debts, etc.. This is because all these elements alter the capacity ofgenerating 
future flows. On the other hand, if the firm is analyzing the possibility of making new investments, 
it will have to inform of it before knowing the final result of the analysis and taking the decision. 

The directors, administrators and every person who, because of this office or position in the 
company have access to information that has not been officially divulged to the public in fulfillment 
of this law, and which could influence in the prices of the securties, will keep strict reserve on it. 

COMMENT: The definition contained in this paragraph is more correct than the previous one; 
nevertheless, it is important that in the disposition be included the directors and stock exchange 
employees, stock exchange agencies and Superintendency, who because of their position can have 
access to that information. 

The persons mentioned in the previous sub-clause are forbidden to take advantage of said 
information in order to obtain, for themselves or others, advantages through the purchase or sale of 
securities. Likewise they must see that this does not occur through subordinates or third parties of 
their confidence. 

COMMENt: It is convenient to add: "obtain advantages for themselves or through an 
intermediary" and that the application of the disposition be extended to the persons pointed out in 
the previous comment. It is worth mentioning that in many countries, the members of the superving 
entity are forbidden by law to acquire shares of firms that are registered in the stock exchange, 
except when the investment is performed through investment funds. 

The persons mentioned in the second and third sub-clauses who transgress what is established in 
this article, will return to the company all the profits that they would have obtained through 
transactions of securities of the same during the period in which the information was to be kept in 
reserve, as long as its responsibility is legally determined. The aforementioned is without 
impairment to the impossing of sanctions that, for unfulfillment, are contemplated in the present law. 

COMMENT: If the disposition refers to a company as the emitting entity, it does not make sense, 
because it is not hindered. It is the investing pablic, who has the titles that would have been 
purchased, or to whom they were sold, whose interests are damaged. For this reason, if a repair is 
to made, it is to the impaired investing public. Due to the manner in which the market control is 
foreseen, it would be more difficult to detect the use of privileged information, since it is a fact that 
this is maybe the most complex suprevision task and requires greater resources. 

Art. 32:All the companies that are organized with the purpose of being a stock market house, in 
order to integrate themselves in a stock exchange, must acquire a share of the same, which can be 
done through private transactions or through the mechanism ofmaking an underwriting offer for a 
period of up to sixty days, and for a price which is not inferior to the highest value between the 
average price of the transactions in the stock exchange of these shares during the last year and the 
updated accounting value on the date of the offer. If during this period it does not have a sales offer, 



it may request of the respective stock exchange the emission of a share, paying a price equivalent to 
the highest value of those previously indicated. In case this is not possible, it will permit that the 
new stock exchange house use its premises, having to charge a tariff under the one charged by the 
existing stock exchange houses. 

The decision that the stock exchanges adopt in this matter, will be spread upon record on the 
certification to which Article 10 of the present law refers. 

COMMENT: The Superintendency is the one responsible of authorizing the middlemen. The stock 
exchange is an instituticn of the private sector that must make its decisions freely in regard to the 
acceptance of a new stockbroker or not. On the other hand, it is advantageous that, not being a 
stockholder, a stockbroker can have the same benefits of those that are, and furthermore that he does 
not have to pay a differentiated tariff. In view of this, any stockbroker would prefer not to be a 
stockholder. 

Art. 33:A stock exchange can suspend or cancel the transactions ofsecurities, when in its opinion, 
the investors' interests are in danger. This fact must be notified to the Superintendency, the last 
three working days after the situation has ocurred. 

COMMENT: It is important that the cases be clearly specified where the suspension can be 
performed and not let it be a complete discretionary functon. Furthermore, in order to perform an 
efficient suprevisory task, the Superintendency must be aware of the situation immediately. 

CHAPTER III
 
CLEARANCE OF STOCK EXCHANGE OPERATIONS
 

Art. 50: The parties that intervene in securities transactions performed in a stock exchange may 
submit their dispute to the arbitral decision of two arbitrators who must assign a third one in dissent. 
The assignment of the arbitrator -, 'i!l correspond to the parties in conflict during the next work day 
after the controversy has occurrei. 

The stock exchange will name the arbitrators designated by the parties who must give their 
decision within the next five days after their assignment. 

COMMENT: In the legislations of more developed markets, the supervising entity acts as a referee 
and normally his decision is unappealable, without impairment of the actions that can be taken 
according to the civil and penal laws because they solve the conflicts quicker and the same criteria 
are always used to do so. 

TITLE III
 
STOCK EXCHANGE HOUSES
 

SOLE CHAPTER
 

Art. 53:The stock exchange houses can only perform securities intermediation operations on behalf 
of third parties pursuant to what isestablished in this law, being able to also perform complementary 
or related activities that by means of an instructive, the Superintendency authorizes by request of the 
stock exchange, such as: Subscription Pnd securities placement operations and render council in 
securities matters. 



The stock exchange houses can only take their own position when it is related to 
subscription and securities placement operations up to a term of one hundred eighty days, from the 
date of the registration of the emission at the Superintendency. Once this term has ended, they must 
liquidate the acquired securities. In exceptional cases, when the market conditions justify it, the 
Superintendency may prolong the term to liquidate the securities just once, and up to a maximum of 
ninety days. 

COMMENT: It is vital that the possibility to act on its own account be added. It is also important 
that it be incorporated in an express manner that they can act as representatives of the indebtness 
title holders, and can perform the custody and administration of the titles-securities of their clients. 
In reference to the term that is established allowing the stockbrokers to maintain the subscribed 
titles, it must be modified so that the term begins to run on the placement date, and not on the 
registration date, since these dates are not simultaneous and the placement is always performed after 
having obtained the registration. On the other hand, it is pertinent to clarify that the most important 
functions of the stockbrokers is to carry out placements of titles-securities, whether in the 
"underwriting" modality or in the "better effort" one. This first one iswhen the titles can be 
subscribed because the emitting entity is insured that they will all be placed among the public, and in 
case the market does not absorbe them, the stockbroker is obliged to acquire them. Additionally, the 
placement can be done without making the underwriting valid for the totality of the emitted titles. 

In case ofbank branches and acceptance houses, they cannot make placement operations nor share 
subscriptions. 

COMMENT: Under the concept of multiple banking system, the disposition does not make sense, 
since it would imply that the banks cannot perform investment bank operations. If by branches are 
understood companies in which a bank or acceptance house has stock participation, even though the 
limitation to banks and acceptance houses exits, there is no reason why its branches cannot perform 
the operation, since it would not affect the credit limits granted to the bank or acceptance house. If it 
has nothing to do with separate companies, then the amount of titles thus purchased could be 
computed within the limits established for the granting of credits. Finally, there does not exist any 
reason that justifies not being able to make placements in the better effort modality, that is, when the 
stockbroker obliges himself to place the titles among the investing public without guaranteeing the 
placement of the same, with which there is no risk. 

Art. 54:The stock exchange houses must operate the stock exchange thiough the stockbrokers, 
which are particularly assigned. 

The stockbrokers will act on behalf, and in representation of the stock exchange house that 
designates them and under its responsibility. 

COMMENT: The need to fulfill the requirements to act as operator is not specified. For this 
reason, the need of the exam where the necessary knowledge is proven in order to act as such, is not 
established. The promotor figure is omitted. It is important that the authorization be required to 
perform any of the two functions, and within the requirements to obtain it, the need to present an 
exam be included. 



Art. 58:The stock exchange houses are obliged to: 
a) Keep a book of purchase and sale orders that it receives by any means, as well as other 

books and records that the law prescribes and those that the Superintendency determines, by 
proposal of each stock exchange; 

COMMENT: It is important that a permission be given to keep these records by electronic means. 
Because the stock exchange secret must be kept, it is convenient that the use ofcodes to identify the 
clients in necessary cases be permitted. The part that says: "bypropsal of each stock exchange" 
should be eliminated, because again it incorporates discretionality in case there is more than one 
stock exchange, and this implies that the regulations are not equal for all the participants. 

b) Provide the respective stock exchange, with the periodicity which it establishes, the 
information on opertions they perform; 

COMMENT: This information must be provided on a daily basis to the Superintendency, because 
there is information that, due to conflict of interests, is not relevant for the stock exchange to have it. 

c) Elaborate financial statements pursuant to the generally accepted accounting norms, which 
must be audited by external auditors registered in the Superintendency; 

d) Publish its financial statements and the opinion of the external auditors, in two newspapers 
of national circulation, at least twice a year; one of them will be referred to the thirtieth day of June 
and the other to the thirty-first day of December of each year. 

COMMENT: If the stockbrokers perform their accounting pursuant to the generally accepted 
norms, their activity will not be reflected adequately. For this reason, there must exist a special 
system. The disposition contained in sub-clause d) is adequate; nevertheless, in order for the 
supervision task to be peformed adequately, they must deliver their non-audited financial statements 
to the Superintendency on a monthly basis. 

g) Keep a record of the stockbrokers. 

COMMENT: The disposition implies that the persons in charge of registering the operators are the 
same stockbrokers, but additionally, given that it is not specified, they must keep a record of all the 
operators that act in the market, which implies that there will be as many records as are 
stockbrokers. 

TITLE IV
 
THE SECURITIES AND THEIR NEGOTIATION
 

SOLE CHAPTER 

Art. 62: Individual securities, such as bills of exchange, promissory notes, bills of lading, 
mortgages, bill of exchange invoices, and notes issued for loans, emitted by general deposit 
warehouses, will not be registered nor negotiated in the stock exchange. 

COMMENT: By definition, the commercial papers are promissory notes which are emitted and 
divided so that the public may purchase them. If this restriction is maintained, this type of paper will 



not be emitted. For example, in the Mexican legislation this instrument is defined as: "promissory 
notes called commercial paper". Notwithstanding, if the ample definition that the previous article 
establishes is applied, its emission will be possible with the simple changing of name. In some 
markets it is possible to negotiate the titles to which the article refers, in a special (sic) called 
"negotiation table", and it is always advised that the total risk is assumed by the contracting parties. 

TITLE V
 
DEPOSIT AND CUSTODY OF SECURITIES
 

SOLE CHAPTER
 

Art. 65: Companies specialized in the deposit and custody of securites may be organized as stock 
companies, subject to the commercial laws that are in force, with the previous authorization of the 
Superintendency. 

The minimum capital will be of one million colones, and at least sixty percent of its capital 
must belong to the stock exchange, banks or acceptance houses. 

Art. 66: The deposit and custody service of the securities will be rendered only by the stock 
exchanges, banks, acceptance houses or specialized institutions, organized according to what is 
established in the previous article. 

COMMENT: Even though in Article 70 is established the administration of titles as one of the 
services that can be rendered, it is convenient that in this article it be added. There does not exist 
any reason why the stockbrokers cannot participate in, or form one of these companies in a majority 
manner. For example, the owners of the Securities Deposit Institute (INDEVAL - initials in 
Spanish) of Mexico, are stockbrokers and the institution is one of the most efficient ones of its kind. 
It is convenient to clarify that, normally, the stockbroker may be responsible for the custody and 
administration of his clients' titles; even though these are deposited in an institution of this kind. For 
example, when a title pays a right and the deposit institution collects it, it will give a check to the 
stockbroker for the total amount of the titles deposited in his account, and the stockbroker will be 
responsible for distributing it among his clients. With this, the operation becomes efficient and the 
administration costs are reduced. In the dispositions, the existence of macrotitles is not 
contemplated, which is essential for achieving the dematerialization of the same. Macrotitle is that 
which represents a complete series of titles emitted by the same emitting entity and that, therefore, 
grant equal rights. 

TITLE VI
 
THE AUDITORS AND CLASSIFICATION OF RISKS
 

CHAPTER II
 
RISK CLASSIFICATION ENTITIES
 

Art. 80:To register in the risk classifying entities Record, the interested parties should request it in a 
written manner to the Superintendency, having to present the following information: 

a) Corporation paper of the company, general data of members, administrators and employees 
who participate in said activities; and 



b) Organization and administration outlines of the company, its mechanisms and procedures in 
function of which the classification will be performed and the symbols to assign risk categories to 
the different instruments, with the explanation of their meaning. 

Art. 81:To be a member of the board of directors of a risk classifying company, the directors must 
fulfill the following requirements: 

a) Have a university degree in professions that are related to finances as well as proven 
experience in said areas; 

b) Having been approved by the Superintendency; and 
c) Not be an officer or employee of the Central Reserve Bank of El Salvador, the 

Superintendency, a stock exchange nor a stock exchange house. 

COMMENT: It is important that requirements be established to determine the technical capacity of 
the employees that perform the classification, and not be limited to the directors, as Article 81 does. 
Additionally, a classifying company should have officers that have knowledge not only on areas 
related to finances, for example, engineering. 

TITLE VII
 
GENERAL NORMS
 

CHAPTER II
 
PROHIBITIONS, RESPONSIBILITIES AND SANCTIONS
 

Art. 94:All capturing of resources in a customary and public manner is prohibited for those who are 
not authorized pursuant to the present Law and others that regulate this matter. 

COMMENT: Even though the disposition is one hundred percent correct, when the existence of 
investment funds or companies is not contemplated, their performance is forbidden. It is important 
that some type of disposition be incorporated, even though it is transitory, which will permit them to 
function. 

Art. 100: Without impairment of the punative responsibility that may be deducted when incurring in 
a situtation which is typified as a crime, they will suffer a fine of up to twice the amount of the 
respective operation or transaction, with a minimum of one hundred thousand colones: 

COMMENT: Even though the disposition is adequate and just, it is convenient that a minimum 
amount is not established, because to modify it, the law has to be changed. It is suggested that the 
last sentence be modified for: "with a minimum amount that will be established by the 
Superintendency, through general character norms." 

a) Those that maliciously provide false framework, or certify false situations before the 
Superintendency, a stock exchange or the general public; 

b) The administrators and legal representatives of a stock exchange, who give false 
certifications on the operations that are performed in it; 

c) The stock exchange houses that give false certifications on the operations in which they 
would have intervened; 



d) The accountants and auditors that falsely give an opinion on the financial situation of a 
person who is subject to registration obligation pursuant to this law; 

e) The persons that infringe the prohibitions established in Article 91; 
f) The risk classifying companies that certify false situtations; 
g) The persons that, with the purpose of inducing to error, divulge false or slanted news in the 

market, even though they do not pursue the obtainment of advantages or benefits for themselves or 
third parties; 

h) Those that use in their benefit, reserved information; and 
i) The administrators, who knowing or with the obligation to know about the solvency 

condidtion of the companies that are administered by them, agree upon, decide, or permit that a 
public offer be made of the securities emitted by these companies. If the offer has been performed, 
the f'mes could double. 

COMMENT: Giving false information is not necessarily linked to an operation or transaction. For 
this reason it will be difficult to establish the fine, or it should be the amount that is pointed out as 
minimum. This principle can be applied throughout the Article, reason why it is suggested that it be 
reviewed completely, that is, activities that not necessarily are linked to an operation or transaction 
are mentioned, and there are cases in which, what could be considered an operation would imply an 
unreal fine, as is the case ofconsidering the offer of titles based on a false opinion of the auditors as 
an operation, or on a classification based on false situations. The infringements that do imply 
operations are those established in sub-clauses b), c), e) and h); even though sub-clause i) could 
also be classified, if the real information is given to the p.- iic. In regard to the situation of the 
emitting entity, it will be responsible for deciding if the investment is performed or not, and it will 
asume the risk that this could imply. The following article, although correct, also sets a minimum 
amount for a fine. The same is suggested as for this Article. 



ANNEX A
 

TERMS OF REFERENCE 

BACKGROUND 
The integration of Central American securitites markets is one of the principal objectives 

announced by the Presidents of Central America as part of a regional financial integration process. 
Indeed, the text of the Declaration of Presidents meeting at their summit in Panama in early 
December, 1992, affirms the need for "a study to establish alternatives, showing actions, 
timeframes, and terms, to integrate the securities exchanges of Central America, in order that all 
kinds of exchange transactions can be undertaken between these countries". The Presidents taked 
the Central American Monetary Council (CAMC) to prepare a proposal for a "new regulatory 
framework" to achieve the objective of regional financial integration. 

ROCAP has been working in the field ofsecurities exchange development and support for 
several years. It has provided grant assistance to FEDEiRICAP, the Federation of Private Sector 
Entities of Central America and Panama, principally to study ways that national securities exchanges 
could become more uniformly structured, and how local legislation could be harmonized on a 
regional basis, in order to eventually form a regional market. In the past six months, ROCAP 
support in this area has tapered off, FEDEPRICAP's efforts have tended to become more 
operational, tending to encourage the establishment of the Association of Central American 
Securities Exchanges (BOLCEN), acting as its temporary secretary, and examining from a private 
sector viewpoint such matters as private stock issue requirements and electronic data exchange 
potentials in the region. 

In 1992, as the result of agreement between the Interamerican Development Bank (IDB) and the 
Central American Economic Cabinets, an integration assistance program was developed (PRADIC: 
Program to Support the Development and Integration of Central America). Its objectives: to 
promote integration through (a) greater coordination of multilateral actions and technical assistance 
to mobilize financial resources for development, and (6) designing, coordinating, and executing 
economic policies that re-integrate the region in the framework of international competition. The 
PRADIC project encompasses all aspects of analysis for integrating financial systems in the region, 
and thus includes the one of singular interest expressed at the last Presidential Summit, that of 
integrating the national securities exchanges. There thus now appears to be a unique convergence of 
interests for ROCAP/FEDEPRICAP and PRADIC/CAMC to coordinate their efforts in preparing 
the kind of analysis for capital market integration that has been mandated by the Central American 
Presidents. In the spirit of that mutuality of interests, PRADIC/CAMC has asked for ROCAP's 
assistance in preparing the analysis, offering their San Jos6, Costa Rica offices and secretarial and 
administrative assistance. 

ARTICLE I - TITLE
 
Economic Research Policy (Project N - 596-0147)
 

ARTICLE 1I - OBJECTIVE 
The objective of this delivery order is to provide a contractor to examine the prospects for the 

integration of the national securities markets in Central America, drawing upon earlier studies, 
conducting inquiries through visits to each country with a national market, and making 
recommendations which include specific steps to be taken within a six to twelve month time span. 



ARTICLE 1 - STATEMENT OF WORK 
A. The analysis will undertake tdiagnosis of the current legal, regulatory and judicial systems that 
directly and indirectly affect the cross-border exchange of equity and debt instruments subscribed to 
under the national securities exchange system of Central America, examining, among other things, 
the nature of the information exchange system that exists. The report will make appropriate 
recommendations applicable to each country to effect an integration of the national systems. The 
following are specific concerns to be addressed: 
1. 	 Analyze the European Community experience in advancing the integration of its exchanges;
 

Analyze the various stages through which reforms were affected;
 
Explain why these reforms were necessary;
 
Indicate whether these experiences are pertinent to the Central American situation and if so,
 
how;
 

2. Undertake a Central America-wide diagnosis of each stock exchange, examining the institution 
in a general sense in terms of its institutional management and its financial and human resources. 
Indicate possibilities for technical assistance to strengthen these institutions. 
3. Design phases during which time the national markets will integrate over a given period. 
Include recommendations with specific steps to be taken from July 1, 1993 to June 30, 1994. 

Draw upon European and CARICOM (Caribbean Common Market) experiences, and other 
Latin American examples, as relevant. 
4. Identify national policy measures where variances among countries have effected timely capital
 
market integration; this analysis should cover laws, decrees, and government ministry institutions.
 
5. Identify the legal and regulatory obstacles that now impede transborder stock transactions: these 
transactions would otherwise form part ofportfolios that would be quoted on national exchanges. 
Also: 

- Identify rules for equity and debt registration that will be recognized among all 
exchanges; 

- Distinguish between public and private instruments, appropriate criteria for registration, 
classification, and acceptability of prospectus; 

- Diagnose the obstacles and potentials for a strengthened secondary market system in 
Central America, where government and corporate debt instruments may be freely listed and 
exchanged among countries; analyze the implications for national fiscal policies. Provide a tentative 
design for the removal of obstacles and the implementation of activities to promote this market. 
6. Identify distortions that result from national tax regimes which may affect cross-border capital 
movement related to equity/debt instrument exchange transactions. Propose appropriate 
harmonization measures at the regional level, and prepare an assessment of the possible effects of 
such reforms on the fiscal regimes for each country. 
7. Describe the steps that must be taken to develop a regulatory framework on a regional basis for 
an integrated securities exchange system, including rules on insider trading, undertakings for 
collective investment in transferable America-wide passport enabling banks and brokerage houses to 
operate community-wide, and other prudential regulatory measures. 
8. Examine and appraise the steps that have been or are being planned to facilitate information 
exchange within the region, not only for the promotion of greater and more diversified portfolios in 
debt and equity instruments, but to provide the maximum amount of reliable and complete 
information to evaluate investment risk. 
B. The contractor shall first examine primary source material. This will include available published 
sources in Washington, D.C. regarding developments in Europe on the stock market integration, 
including prudential regulation and norms, and similar material available about Central America, the 
Caribbean, and relevant Latin American experiences in regionalization of capital markets. The 



Contractor shall then be expected to travel to Central America, or, if a Central American resident or 
national is contracted, the Contractor shall forward relevant material to that Central American 
cont'actor. The Contractor shall be briefed by ROCAP staff in Guatemala, shall prepare a tentative 
regional travel schedule while in Guatemala, and tr. Ito San Jos6, Costa Rica, to meet with and be 
briefed by the staff of the Central American Monetary Council. The Contractor shall prepare a final 
travel schedule working with the staff of PRADIC/CAM and, by phone or fax, with ROCAP. 

The Council will provide office space and secretarial and administrative support. 
The Contractor shall next meet with FEDEPRICAP staff in San Jos6, Costa Rica and review all 

capital markets material available at the entity's headquarters that has been prepared over the past 
several years. The material includes, but is not limited to: 
- The 1990 studies prepared for ROCAP/FEDEPRICAP by Carana Corporation titles (a)
 
"Perspectives for the Development of a Regional Central American Securities Market", and (b)
 
"Central American Capital Markets Program Options";
 
- The series of studies undertaken as part of a region-wide FEDEPRICAP, BOLCEN, and
 
CAMC-sponsored Conference, "A New Axis for Central America Integration-Capital Markets",
 
held September 11-13, 1991, in San Jos6, Costa Rica.
 

The Contractor shall also review other relevant material including studies by BOLCEN and 
SIECA (for example, "Analisis de la Tributaci6n que Afecta a la Formaci6n de los Mercados de 
Capital en Centroamdrica, y La Inversi6n Intena y Extema en las Actividades Productivas" ­
SIECA/CEIE/Trib. Cap/In. Fin. 004-90, author Ratil A. Gochez). 

As next step, the Contractor shall undertake a series of interviews throughout the region, 
beginning in Costa Rica, to collect and analyze information, return to Costa Rica and prepare a 
preliminary draft report that includes conclusions and recommendations for actions. These 
interviews must include visits to Panama, Nicaragua, Honduras, El Salvador and Guatemala. It is 
important that this initial study not duplicate, but rather draw upon and refine available material, 
including earlier published conclusions and recommendations. The consultant should also ensure 
that his preliminary survey and conclusions reflect the activities in train or imminently planned by 
the private sector, and by FEDEPRICAP in particular. 
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