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As essentially a price"settidg mechanism, the secondary markets fulfrl other additional

functions. They provide a basis for the valuation of s€curiaies for other purposes, including

providing a price delerminanl for lhe is\ue ot addilional securities by companies

The underlying economic functions of securities markets and exchange's can thus

be stated as a list of simple and concise propositions. To ensu.e that these important

economic functions can be perforned and mai ained, a suitable regulatory structue

must be found. At this point, we orientate our emphasis fiom economics to law Regulations

are the product of legal processes and legal reasoning, but in the area of securities

laws, these must nevertheless be grounded on some economic firndamentals and some

basic Finciples pertaining to the operation of markets and exchanges lt is often not

very easy to strike a good and reasonable balance of regulatory conFol, but a balance

must neverlheless be struck

It is one of the tundamental purposes of regularory contol of markets that rules

must exist to ensure that these markets are fait honest and efficient ff these values

are €roded, then likewise investor confidence witl be eroded Without investor protection

and investot confidence, the economic functions of the markets and exchanges will

dissipate wilty-nilly. One cornmentator has successfully formulated the basic premise

with eloquence : "If ilvestors believed that pices were driven by backoom agreements

rather than by supply and denand, or if thev believed that only "insiders" trading

on confidential information could profit, they would tale their money elsewhere Without

confidence in the markets, investoN would, undefttandably, simplv decline to participate'

"[Michael Mann,'@' (1993)

Australian Joumal of comorate Law. vol- 3, No 2, pg l78l

"Fairness", "Honesty" and 'tsficiency" are key concepts in the system of regulatory

control. They have much to do wirh rhe idea of the "level plaving field" marke' wherE

investors have equal access to corporate information necessary for informed investing'

Such markets would be one where lhere exisl equal accers to investmenl opportunilies

as well as equal exPosure to investment risks. Such a sysaem would also ensure the

tullest possible disclosure of cor?onre information and exclude narket malpractices of

various forms. In such a svstem too, markets would function as an efficient pnce-

setting mechanism where supply and demand will match at their appropriate levels

ftee of contrived distortion lnformation necessary for inforned investing will neithg
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to engage in any fact, Factice or couse or business which opemtes or

would operaG as a fiaud or deceit upon any personi or

to make any untrue statement of a material fact or to omit to state a

matenal fact necessary in order to make the statements rnade in the light

of the circumstaDces unaler which they we'e made' not mideading "

PaIt tr of 9!! goes dne.tly to the

point by enjoining all parties to a take-over or merger transaction 
'o 

.make every

effon b prev€nt the creation of a false ma*et" lt is also opposite in this conneclon

rhat the intemal rules of the Kuala Lumpul Stock Exchange likewise refer to it by

the more geneml verbal formula of "a fair and orderlv nT ket" (See Rule 334 of

Listins Requirements, for example)

Suffice to say the fundamental pdnciples of regulation I earlier alluded to have

found concrete and sornetim€s express, legal expressions in many statutory provrsrons

anal eventually in various intemal rutes of the KLSE'

Aside from the detailed rules' the parameters of regulatory contsol have also been

set by statute. Section 15(1) of the Securities Commission Act 1993 has at least three

headings of control pertaining to the secondary ma*et' The Securities Connission (SC)

has as one function fie taking of "all reasonable measures to safeguard the interesis

of persons dealing in securities" - a statutory recognition of investor Protection Secondly

the SC is to "Fomote and encourage proper conduct amongst memben of $e exchanges

and all registered persons" Nor less itnportanr' the SC is to "suppress illegal' dishonorable

and improper practices in dealings in securities and the Fovision of inveshent

advice or other service relating to securities "

THE MARKET STJPERVISION FI]NCTIONS OF THE SC

Ca\in I

trading,

in the ,

duties, I

(a)

(b)

(cl

(b)

(c,

(d)

(D

(c)

(h)

(D

(k)

(i)

(t)In terms of regulation of tbe secondary securities markets' the relevant Division

of the SC is the Market Supervision Division ("MSD") MSD itself conpnses 1hree

separate Depatuenls, namely (a) rhe Market Surveillance and Compliance Departrnenl

(b) the tnves.igation anal Enforcement Departnent and (c) the Licensing Departneft

The functions performed by lhe Division cover the entire range of secondary marke'
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Since coming into existence on l/3/93, the SC. through its Market Supervision

Division, has conducted and performed various supervisory activities. Included among

its function as well is the function of being responsible for supervising and monitoring

the activities of the exchange and its clearing house. The KLSE is perceived as

being more than a market operator. As a sef-regulaaory organisation, the KLSE is

seen as the fiont-line regulator Being the agency with iis nose closest to the ground,

it is only ro be expected that the KLSE shall be the firstlevel conrlol mechanism,

especially in relation to matters of trading Practices and rules. The SC has generally

supervisory oversight and as rule will only intervene direcdy to supplement the powers

of the KLSE, as when it acts upon a refe.ral hom the KLSE in a market manipulation

maner As far ar MSD is concerned, the closest contact is maintained with lhe AwAs

Depanment of the KLSE, and io a somewhat lesser extent. with the Listing Department.

The "micro" aspects of market supervision are necessanly wide and varied, On

these operational matlers, close contact is maintained between SC and ihe KLSE.

Matten of concern are discussed on a regular periodic basis, and the basis of regulation

may perhaps be categorised as co-operative regulation, with the SC having general

supervisory oversight and reserving the right to intervene directly where circLrmstances

require, panicularly in the interesl of speed and immedjate effect.

CONCLUSION

Beginning wi.h the basic fundamentals of market regulation, I have proceeded

to locate and outline the statutory and legal fleshing of the main idea of regulation.

I have devoted full emphasis on the regulation of the secondary market, since mucl

of the work performed by the Market Supervision Division lies in this area. The

"micro" measures of supervision are addressed in part against the earlier general setting

At the root of it all, the regulatory system aims at preserving market inlegrity anc

market efficiency. Investor protection is one critical component. but any system o:

securities regulation has ai the same lime to recognise the need for investor responsibilin

Securities regulation is designed to facilitate informed and prudent investment decisioru

by the investor The regulator should take no view on the Price of securities tradec

in the secondary market. The ultimate judgement and responsibility in relalion t
the worth of the securities the investor purchases or sells on the secondary mmke

is his and his alone.
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