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1. INTRODUCTION

The growth in volume and complexity of financialarkets, specially
derivatives markets, over the past few years, tmgetvith a handful of notorious
financial disasters arising from ill-conceived igatives transactions, in the context
of worldwide integration of financial markets, havereased concern over the risk
introduced by derivatives and other complex instots into the global marketplace.

At individual firms’ level, this poses an increagithreat to their ability to
keep control over their exposure to risk in a dieeenvironment. At an aggregate
level, there has been some fears that default byfiam could spread out to others
in the same country or even cross-borders, andnfea financial crisis of huge
proportions. This is a major concern not only fegulators, but also for markets
participants altogether.

In this context, risk management has become agngakpart of firms’ and
regulators’ activities. A risk management systema \&luable instrument for assessing
the exposure to risk that participants in the foahsector in general are subject to.
Using such systems, managers can measure risksagragets in terms of their
potential impact on profit and loss, quantify capdllocation to markets and dealers,
establish meaningful risk limits and supervise @eniance.

Risk systems also provide a measure of the amoluotpital necessary to
provide a cushion against potential future lossesital element for both managers
and regulators. The financial marketplace strenghta whole, ultimately depends
upon individual firms’ ability to cover unexpectémsses with capital reserves. Even
firms using the best risk management systems atstgtally subject to losses, and
then a proper capital cushion is essential. Ngprsingly, setting capital adequacy
standards is at the core of regulators’ resporisds) together with efficient
surveillance and supervision of market participants

IOSCO, aiming at the development of “standardbexft practices” related to
regulatory matters, has been examining and asge#isirmembers’ current stage,
actions and policies concerning risk management financial markets. Several
reports have been published, some of them togetliter the Basle Committee,
focusing on banks and securities houses (see Re&=ge As part of this effort, the
scope of discussion of the current stage of riskagament has been extended to the
members of the Emerging Markets Committee.

2. TYPES OF RISK

The analysis of the financial soundness of borrevwes been at the core of
banking activity since its inception. This analysfers to what nowadays is known as
credit risk, that is, the risk that a counterparty fails tofen an obligation owed to
its creditor. It is still a major concern for bankait the scope of credit risk has been



immensely enlarged with the growth of derivativesrkets. Another definition
considers credit risk as the cost of replacingsh ¢eow when the counterpart defaults.

As far as derivatives are concerned, credit gsknuch smaller in transactions
consummated in organized exchanges, because ointiwenediation of clearing
houses, their guarantees represented by margindaalydmarking-to-market and the
strict monitoring of clearing members’ exposures .

The extraordinary development and globalizationthe financial markets,
specially derivatives markets, has brought abootter kind of risk almost unheard
of not many years aganarket risk, or the risk that adverse movements in assets
prices will result in loss for the firm. Here thefohition encompasses not only
financial and securities firms, but all kinds ahiis, even Governmental bodies, which
might be engaged in derivatives transactions.

At an aggregate level, the risk that a defaulbbg individual firm triggers a
wave of failures across the market is knownsgstemic risk Depending on the
specific circumstances of an individual failuredann market factors during that
period, systemic risk could become a real threavast portions of the financial
system. The more markets interweave across segraadtdorders, the bigger the
systemic risk becomes.

Another result of the growing complexity of finaalcmarkets and instruments
is the increasing importance a@perational risk, that is, the risk of loss due to human
error or deficiencies in firms’ systems and/or colst In the same way, more complex
arrangements and contracts bring albegéal risk, or the risk that a firm suffers a loss
as a result of contracts being unenforceable odeigaately documented. Finally,
liquidity risk is the risk that a lack of counterparts leavesra finable to liquidate or
offset a position, or unable to do so at or nearpitevious market price.

Evolution of risk management

Risk management evolved from a strictly bankingvég, related to the
quality of loans, to a very complex set of proceduand instruments in the modern
financial environment. The first remarkable stetdld a framework for systematic
risk analysis was the Basle Capital Accord, issuetuly 1988. The aim of the Basle
initiative was to reach international convergenteutes governing the calculation of
levels of capital reserves for banks. The Accordag the details and the agreed
framework for measuring capital adequacy and mininstiandards to be achieved by
banks within the jurisdiction of the national supsory authorities represented on the
Committee, intended to be implemented in their@etpe countries.

The Basle framework, in its original version, isainly directed towards
assessing capital in relation to credit risk. Thedsl sets out capital requirements
according to a formula based on risk factors apptie categories of assets, rated
according to their potential risk. The Basle dirnexs are standardized, and have been
implemented not only in the ten countries that watginal members of the Banking



Supervision Committee of the Bank for InternatioSattlements, but also in many
other countries throughout the world.

In 1993, the Basle methodology was revised, amdlicrisk analysis was
improved. But, more importantly, new provisionsja&e into account of market risk,
already recognized as a major source of risk, waraounced as a necessary
development. A new methodology was put forward dmcussion, contemplating a
standard model for the assessment of market risk.

However, by that time many leading banks and sesihouses had already
developed their own proprietary models for the sssent of market risk. These
models were based on the Value-at-Risk methodolmgyaR, and provided levels of
capital reserves lower than those produced by theleBCommittee's proposed
methodology. This is so because VaR uses a partigdproach, measuring risk in a
comprehensive and integrated manner, taking intowrtd the correlations between
the behaviour of prices of different assets thasteix diversified portfolios. The
standard Basle methodology, on the other hand,aipastial analysis, measuring risk
as the summation of risks of individual assetspigmy correlations and thus the
effects of diversification, thereby tending to ce&imate total risk. Firms argued that
the VaR models were more accurate in capturingothezall exposure of large and
diversified portfolios than the standard Basle mdtiogy, and consequently their
lower levels of capital reserves did not mean sedety.

Therefore, in January 1996, the Basle CommitteeBanking Supervision
released an amendment to the July 1988 Capitalrddocapply capital charges to the
market risks incurred by banks. Another importamovation of the amendment was
that it permits banks to calculate their markeit dapital charges according to one of
two models, the standardized measurement methquoprietary models based on
VaR. Banks using internal models will be subject @oset of qualitative and
quantitative standards, the outcome of their ValRuations will have to be
multipled by three (i.e., take the model outcome multiply it by 3 to set the level of
regulatory capital required) and their models aubjext to approval by national
regulators. The amendment will come into effecti®end of 1997.

Currently, market risk management is a major conget only for banks,
which are usually subject to stricter regulatiomserms of capital adequacy, but also
for securities firms and broker-dealers. Also dlggliouses have developed models
for the calculation of margins in derivatives maskand monitoring of risks incurred
by their participants.

A word about Value-at-Risk

VaR can be defined as the maximum loss on a pixtfover a standardized
period of time, usually one day, that would re$tdtn an adverse market movement
expected to occur once in a longer period of tiaseially one hundred days, within a
confidence interval, usually 99%. Alternativelycédn be seen as the estimated change
from the present price of an instrument (or poitfountil the point at which it could



be liquidated. The VaR methodology views a firmaagant portfolio, and produces a
single currency-denominated figure indicating thiek racross many financial
instruments and markets on a firm-wide level, avmjdhe overestimation problem
caused by partial analysis. Besides, it providesoafor establishing meaningful risk
limits on market activities and for assessing penénce.

The concept is simple, although the implementai®riess so. Price data
relating to the components of a portfolio are ailte for a chosen observation period.
Volatilities, or standard deviations of assets ggjcand correlations between assets
prices movements are calculated. Statistical aisalysmbines all these data and
allows the estimation of an interval for the valokthe portfolio in response to
changes in the prices of its components, with gateprobability. It also provides a
distribution of values for losses or gains that ldaeccur if the current positions were
held for a specified holding period. A confidenederval is then applied to the
distribution to assess the maximum loss that wd@dexpected, not to be exceeded
with a certain probability, thereby determining tNalue-at-Risk of the current
portfolio. In other words, this enables managemémnt calculate the likely
currency-denominated maximum loss for a certaifogerand the figure is expressed
in terms of a confidence level. A confidence intdref 99% means that the risk
manager can define the maximum loss at 99% prabaliiiat is, the loss that should
be exceeded only one day out of a hundred.

If the portfolio contains derivatives, the an@ybecomes more complex,
since the prices of derivatives depend non-linearlythe prices of the underlying
assets, specially in the case of options. Therefttre changes in the values of
derivatives in response to changes in the pricethefunderlying assets, or risk
factors, such as interest rates, exchange ratesqoity indexes, must also be
calculated and added to the mainstream analysieSthe relationships between
prices are not linear, this task involves a great df statistical work.

The main shortcomings of a VaR measure are: Isiorolatilities and
correlations may not be representative of the &utmes; lack of liquidity of some
instruments is not taken into account;, confideno&ervals are only statistical
assumptions, and not only can a firm lose more thanValue-at-Risk, it can lose
more on certain occasions; there is the need forstwoase stress tests; the
non-linearity of risks associated with options,uf@ls and other instruments with
embedded options features; and, above all, it dabaaigidly interpreted: personal
judgement is needed to interpret the informatask, the right questions, make more
realistic evaluations of what the future may hatd #ake the right action.

A benchmark in the development of VaR models wees RiskMetrics”
methodology, firstly released in the end of 19%4tha beginning of the discussion
about whether or not VaR was a adequate tool ftabéshing levels of capital
reserves. There are also other well-known risk mament models, adopted by some
clearinghouses that are based on the VaR methodolog



Topics of the current agenda

Integration of credit risk analysis into VaR techngues- as a result of the 1988
Capital Accord, many banks re-engineered theiritmgk management systems in
order to meet the standards. Later, firms felt thatr most immediate concern was
with inadequate, or even non-existent methods afag@ag market risk exposure. As
a result of this dual approach, sophisticated Vailets have been developed with a
primary focus on market risk, while credit risk ragement remains an area to be
improved, where only the credit rating of countetipa matter. However, there have
been recent efforts to developing the applicatibwaR techniques to measure credit
exposure, the advantage being that those coulcetegndined more accurately for a
more complex network of customers or counterpargtationships. Many
organizations have already merged the two functiaredit and market risks - under
one position, like the chief risk officer. Afterlathe two types of risks mentioned
above are not totally independent.

Agency risk - arises from existing conflicts of interest bedémethe principal (firms
and their shareholders) and agents (managers aedipftoyees); in the present
context, it relates to the risk of traders/empleydaking positions or decisions
contrary to the firm’s risk management proceduras laest practices policies, or fail
in pursuing these policies, due to personal inteyefack of incentives, bad
remuneration or simply lax supervision of their saprs. Whereas market and credit
risk seem to have been well monitored by banksaodiner financial institutions, many
of the recent cases of failure associated withvdaves have been a result of
mismanagement of agency risks (e.g., Barings, Sumaij.

Controlling agency risk (and operational risk adlwis part of a broader process,
namely,internal controls - set of rules and procedures designed to providditgtive
standards that are complementary to the quanttatwalysis of risk within
organizations. Broadly considered as important s quantitative tools in risk
management, internal controls and qualitative stedglhave to do with:

O integrity of the risk management process: soundoédbe models, quality and
uniformity of the data input (values used as injputthe models must be the same
practiced in real transactions), validation andkki&sting procedures, monitoring
and observance of trading limits for traders anpadenents, marking-to-market
procedures, rules for dealing with changes in vdlas;

O the above functions should be performed by an ieddent risk control unit
(middle office) reporting to the board; in any cassgk monitoring must be
separated from trading activities that create risk;

00 accountability at firm level: engagement of senmanagement in the process,
supervision of traders;



O information and documentation: transparency of respand proper documentation
of the risk control process; flow of information @md downwards within the
organization; development ofrisk managementculture within the organization;

O remuneration policy: reward high returns ammhsistent performance, according to
the culture of risk management.

Accounting standards - the establishment of adequate accounting standards
essential not only for the assessment of individiuals’ exposure to risk but also for
the comparison of financial statements and aggmyatf risks of different firms in
order to allow the evaluation of systemic risk.

Netting agreements- these are arrangements between two or more tiontffset
opposite positions of the same nature kept witth eatber, thereby resulting in a
single net payment for one of them. They may vaoynf quite simple arrangements,
involving only two firms and one type of financialstrument, to very complex
schemes, entangling several organizations and preulfproducts. This kind of
arrangements are typical of over-the-counter prisjugnce in organized exchanges
the clearinghouses perform the related activitidstiting contracts may also be
difficult to enforce (the legal risk), speciallytiiey involve cross-border transactions.
There have been several proposals for the creafiamstitutions specially designed
for the collection and management of collateral gayments associated with
multilateral netting agreements. Besides requidntiateral, these firms would also
reduce counterparty risk by screening participants.

Segregation of accounts and protection of customeériinds - separation between

customers’ and proprietary accounts should be @neuor banks and securities
firms, so that customers’ accounts can be close@dotransferred to other firms in

case of bankruptcy. But internal segregation maybeoenough, since it may not be
fully consistent withinsolvency lawswithin some jurisdictions. For the protection of
customers’ funds to be accomplished, these lawsldhwovide for their segregation

from the bankrupt institutions’ assets and shie&ht from its creditors.

Regulatory burden - relates to the possibility of overstatement ks (or
“exaggeration of the reality”) and the resultingpimsition of excessive requirements
by regulators with respect to capital reserves disdlosure of information vis-a-vis
the real risks incurred. The extent of regulatadglitional (and costly) requirements
with respect to information and/or heavier capifadrges should be weighed against
their costs, bearing in mind that there existsaddroff that should be analysed: too
much regulatory requirements mean an excessiveebuat financial firms, crippling
their activities and making them less efficientdaaso the market); but a lack of
regulatory requirements may jeopardize the safetliyeofinancial sector.

The role of regulators in risk management

The basic role of regulators regarding risk mansgge is to seek an
assemblage of rules and requirements that malyedbtvest possible cost, effectively



contribute to prevent an isolated failure or aisreg small proportions from becoming
a systemic problem threatening the market as a ewvHal other words, the best
solution for the trade-off referred to above. Asnt@ned earlier, this concern also
pertains to the industry, as a matter of collectbadety. Regulators and industry
should thus work in tandem for the development enprovement of risk control
systems and rules. This has been so in generalpmigome occasions voluntary
convergence is not easily reachable.

Regulators have recognized models based on thervetRodology as good
predictors for potential losses, and these moddisbe accepted for purposes of
calculation of capital charges by banks and seearfirms as from the end of 1997.
But there is and there will always be a tensionwben the uses of VaR for
management and for regulators. Take the issueeahifitiplier factor of 3 imposed by
the Basle Committee to allow banks to use propyetéaR models to set capital
reserves.

The reason for the use of this factor is that padtuces, say, 99% confidence
intervals for its predictions. In one sense, whagpgens within the interval is not of
concern to regulators. It is what happens whentyefallls outside the interval that
scares regulators. But conservativeness is pregsatin the standard methodology
put forward as an alternative to proprietary models well as in the original
methodology for credit risk analysis: the multiplend other forms of conservatism
only try to “exagerate normality” rather than editdbing genuine and accurate worst
case scenarios.

Traditionally, regulators have focused their jobthe following main areas,
with regard to risk management:

O market surveillance, with a special attention orgdapositions and aggregated
cross-market supervision;

O setting levels of capital reserves;

0 disclosure of data and information about marketi@aif financial instruments and
risk policies; together with capital charges, tisi@n area where firms’ costs may
increase significantly as a result of additionajuieements; it has been sugested
that firms be allowed to use for regulatory purmodee same kind of information
used for internal purposes, to avoid duplication;

O auditing of firms’ books and financial registergdanternal controls, integrity and
soundness of the models and segregation of acgounts

[0 cooperation and exchange of information betweenlaggrs both at domestic and
international level; this is one of the areas whemgulators have concentrated a
great deal of joint efforts and initiatives;

0 development of emergency procedures, that is, duoes to react effectively at
the time of market emergencies.
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All these topics have been extensively discussexveral studies and reports,
and they are also the subject of the present stadgiressing specifically these
practices in emerging markets.

3. THE PRESENT STUDY

Scope

This study is meant to cover risk management iéetsvrelated to derivatives
transactions conducted by securities firms in agghexchanges and OTC markets
in member countries of the EMC, reflecting the foations and principles of risk
management laid out in the preceding sections.

However, not all of what has been discussed soafglies to emerging
markets, who lack many of the features found inemeveloped markets. But even
among emerging markets, some striking differendaadsup. In many countries,
derivatives markets have not developed yet, amdany others, VaR models are still
incipient. Capital reserves are required in maosthein, but are based only on credit
risk analysis, and apply only to banks. Bankingesuigsion is more developed and
stricter, in terms of risk management, then sugeiof broker-dealers and securities
houses.

Consequently, in many of the topics addressedwhelb is not easy to
distinguish what applies to banks and what appbesecurities markets. Besides, the
set of markets encompassed by the Emerging Ma@@tsmittee is very diverse with
respect to degrees of development, an ingrediexttritakes the task of assembling
these markets under the same survey more diffibalh when there is homogeneity
among members.

Another important caveat is that the study waspamed focusing on risk
management at firms’ level, primarily the concefindividual firms.

Goals
The goals of the study are:

0 to present a comparative analysis of the curragesin risk management policies
and procedures in emerging markets;

0 to identify the main problems found by members ievaloping their risk
management frameworks;

O to provide standards of best practices for the ldgwneent of risk management
policies in those jurisdictions.
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Methodology

As a method of gathering information from the memixountries, a
questionnaire was circulated among members of M€.EThe questionnaire was
developed using the material listed as References.

4. SUMMARY OF FINDINGS COLLATED FROM THE QUESTIONNA IRE

Introduction

The questionnaire is a first step to obtain artigganformation to analyze and
compare different practices of risk managementhasé¢ countries. The present
summary grouped the original questions into a sedecange of topics, regarded as
representative of the uppermost issues involvedisk management in emerging
markets, according to the plan of work approvellontreal during the EMC Meeting
that took place during the 1996 IOSCO Annual Megtih more detailed display of
countries’ answers is found in the enclosed Annex.

The following countries/jurisdictions, totaling ,l@1swered the questionnaire:

Amman Financial Market Authority

Argentina - CNV

Bermuda Monetary Authority

Brazil - CVM

Chile - Superintendencia de Valores y Seguros
Chinese Taipei - SEC

Colombia - Superintendencia de Valores
Costa Rica - CNV

Hungary -Banking and Capital Market Supervision
Korea - SEC

Malaysia - Securities Commission

Mauritius - Stock Exchange Commission

Peru - CNV

Poland - Polish Securities Commission

South Africa - Financial Services Board

Sri Lanka - SEC

Thailand - SEC

Turkey - Capital Market Board

OoOooooooooooooogogog

The answers to the questionnaire were groupeckifolfowing topics:

[0 Existence of organized futures and options exchgnge
0 Existence of OTC markets for derivatives;
0 Regulatory Structure: governmental agencies ingehar
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[0 Regulatory structure: existence of active self laguy organizations (SRO’s);

0 Mechanisms of exchange of information and coopamdtietween regulators;

0 Mechanisms of obtaining cross-market informatioawtlaggregated risk
(exchanges, clearinghouses);

0 Types of regulatory capital requirements for seémgifirms and financial
institutions;

0 Mechanisms of risk control: internal controls amdi@es, proprietary models;

0 Major problems related to risk control procedures;

[0 Existence of position limits, mechanisms for thentification of large positions
and unwinding powers;

O Public disclosure of derivatives by corporatiomsancial institutions and

exchanges;

Foreigners’ participation in derivatives markets;

Mechanisms for international cooperation betweegnulegors;

Training programs on risk management provided bylegors.

[

All findings are as of February 1997. The tablesl@sed in the Annex show
the information at jurisdiction’s level for each thie topics under which the answers
were grouped.

Summary of findings

Existence of organized futures and options exchange

There are active organized exchanges for futumd aptions in eight
jurisdictions. In two of them derivatives are trddm stock exchanges. Another
jurisdiction has an incipient futures market alsdhe stock exchange. In other words,
less than half (around 45%) of the sample of emgrgnarkets surveyed has
organized exchanges for futures and options.

In one jurisdiction there is a commodities excleaffeady incorporated, but
not yet active. Three others have already enaetgualation on derivatives, and expect
trading to start soon. In one of them stock indetures will be traded in the stock
exchange.

Existence of OTC markets for derivatives

Of the eight jurisdictions mentioned above, seveve OTC derivatives
markets. Three others add to the list, totalingjteisdictions with OTC derivatives
markets. That is, the number of countries that HAV€ markets is bigger than the
number of countries that have organized marketfutares and options.

An important consequence of this fact is thatcsi®@TC markets are much
less regulated and transparent than organized egebBaand lack the guarantees
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provided by clearinghouses, the countries where Oi&kets develop very fast
should set up special arrangements to monitor rsystesk.

Regulatory Structure

Three jurisdictions have two different regulatdrs these countries the
regulation of some derivatives, depending on thiareaof the underlying asset and/or
the nature of the issuer and/or the purpose otrtdeing, is regarded as part of the
regulation of money markets and financial instao#, and therefore falls under the
jurisdiction of the Central Bank.

It is noticeable that this regulatory split isfdient approach in from that
prevalent in other countries, where there is ogeletor for cash markets and another
for futures markets, the Central Bank apart.

In the other seven jurisdictions where derivativearkets exist, the same
regulator supervises cash and derivatives markietsthe jurisdictions where
derivatives trading is expected to start soon gl be one single agency.

All jurisdictions declared exchanges to be SRMke do set and enforce their
own rules.

Aggregated cross-market surveillance

Cross market surveillance is more important whibere are two or more
different markets for derivatives. When those areganized exchanges,
communication between clearinghouses is vital. &w@hange of information between
securities regulators and the Central Bank is essential, since the latter usually has
a broader view of financial firms and their tradingall markets, including OTC.

Out of the sample, three jurisdictions informec tbxistence of formal
cooperation agreements between securities regslatwt the Central Bank. In two
others, although no formal agreements are in plabere are membership
interconnections at board level between the seesiniegulator, the Central Bank and
the Ministry of Finance.

Cross-market information sharing involving diffete exchanges/clearing
houses was reported to exist in two jurisdictiombree others declared that the
aggregated market view in these jurisdictions ievigled by one single central
depository/clearing system.

Capital requirements

There are two basic types of capital requirementthe sample of countries
surveyed: firstly, exchanges/clearing houses oulegégrs impose minimum levels to
intermediaries (in some countries only these mimmdixed levels apply,
differentiated according to categories of instan8 or the markets/functions they
trade/perform). Additionally, the number of posit®o a member of an
exchange/clearing house is allowed to hold may uigest to its capital cushion.
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Secondly, the Central Bank (or the securities i&gu] in a few cases) assess capital
adequacy requirements using the formula recommehgdte Basle Committee for
credit risk purposes. In the more developed mankétsn the sample, leading banks
are already measuring market risk using VaR modégulatory capital to account
for market risk, however, is not yet required. leshof the countries of the sample
VaR models are not yet being used.

Eleven jurisdictions (61% of the sample) repottetiave only fixed minimum
capital requirements, depending on the type oftutgin and /or markets where they
operate. Two of them stated that the number oftiposi held by institutions is subject
to additional capital. Six jurisdictions declarednave capital adequacy rules that use
a formula based on the standard Basle model tauatdor exposure to credit risk, in
addition to minimum fixed requirements. One jurctiiin stated that it has no capital
adequacy rules at all. Caveat: it is not clear frmany answers whether the second
type of capital requirements (standard formula 6twedit risk) applies for all
intermediaries in financial markets or only for kan

There are no capital adequacy rules relating toketarisk in any of the
countries surveyed. Proprietary models for risk caiation based on VaR
methodology are allowed and encouraged in aimbgiradictions, but none of them
reported widespread use of such in-house moddisrdiy banks or securities firms.
Apparently their development is still restricted ddfew leading banks in the more
developed markets. Moreover, in all jurisdictions tise of in-house models does not
exempt firms from compliance with regulatory cabpitgquirements.

Internal controls and prudential policies

Almost all jurisdictions reported a growing awagss of the importance of
internal controls and prudential policies. But oty of them declared that securities
firms are required to have written documents oorepn their internal risk controls.
None of the other jurisdictions reported whethemot securities regulators check
firms’ internal controls and prudential policies.

In one jurisdiction banks have “compliance marnals another one they
must appoint a director responsible for derivatigpsrations; in another one firms’
internal controls are checked by the exchanges, bamis are expected to follow
minimum standards of internal controls.

Position limits

The eight jurisdictions that reported to have exaje-traded derivatives and
the jurisdiction where there is only OTC tradingcldred to have position limits. This
is consistent with the usual safety proceduregexisn organized exchanges.

Regulators are able to identify the holders ofydapositions in all these
jurisdictions. Regulators are also empowered terdghe the unwinding of positions
under certain circumstances in four of them. Anotiespondent declared that limits
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are not defined yet, but regulators are empoweoedetermine the unwinding of
positions.

Foreigners’ participation in derivatives markets

None of the jurisdictions surveyed stated the terie of regulatory
impediments to foreigners’ participation in derivas markets. This suggests that
these countries should also be scrapping contmlsross-border capital flows and
entering the globalization trend. Consequently,rtbed for international cooperation
and exchange of information is increasing, sinang&yal disruptions in their markets
may be caused by foreign institutions.

Public Disclosure

Five jurisdictions declared that corporations @mgral are required to publicly
disclose their off-balance sheet positions (27%tleé sample). In five others
disclosure is mandatory only for financial instibums. Exchanges disclose open
interest regularly in five jurisdictions.

International cooperation agreements

Five jurisdictions reported no international MOWgned so far. Apparently
this is consistent with the opening of the surveyeakets to foreigners’ participation.

Training programs

In seven jurisdictions regulators’ employees tedgular training programs on
risk management. The others reported either adrhotng or no training at all on the
subject.

Major problems related to risk management procedurs

The following difficulties were reported:

O calculation of parameters (like correlations ankhiilities);
O provisions for extremely adverse situations;

O lack of liquidity of many assets;

O lack of technical knowledge and trained personnel;

O high cost of information technology;

O difficulties for banks to separate banking anditrgdooks.

It seems that these are the same problems fourttieinmore developed
markets. Surely they have more resources to tathkée difficulties, specially
concerning technical knowledge, training and infation technology. But the
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difficulties are the same, when it comes to cakwoieof correlations and volatilities,
using historical data as predictors of future ptedaviour and conducting test for
adverse situations. In emerging markets the prablema aggravated, since volatilities
tend to be higher and shifts in economic fundanientnd to be more abrupt and
radical. Also in emerging markets liquidity is oftwer for many instruments.

5. CONCLUSION

The sample of countries surveyed is very divergh vespect to degrees of
development, and the current stage of risk managepmecedures varies accordingly.
Usually banks are ahead of broker-dealers conagmsk management. Oftentimes it
was not easy to distinguish what applies to bamksvehat applies to broker-dealers
and securities markets.

Despite the differences between the countrieseyexy, the examination of the
answers points out to the general finding thatrttagor concern with respect to risk
management in emerging markets lies on bankingiteti. Accordingly, banking
regulators have introduced, or are introducing,itabpequirements based on the
standard credit risk procedures set up by the Bagiamittee.

With respect to broker-dealers, the approachdssttme, considering that such
capital requirements apply not only to banks, Bsb @0 other financial institutions,
including broker-dealers. It stands out that, défely from more developed markets,
where securities regulators usually impose riskethasapital requirements to
broker-dealers, in emerging markets this is donthbybanking regulators.

The conclusion from these findings is that risknagement in emerging
countries is still almost exclusively focused oedit risk, related to the quality of
financial institutions’ assets and the creditwordss of their counterparts. Market
risk, specifically market risk arising from deriwags activities, is included in this
overall analysis, and not yet regarded as a kesceaf risk, as it is the view prevalent
in developed markets.

This view compatible with the relatively small peipation of derivatives in
financial institutions’ activities in emerging matk, and with the small size of
derivatives markets in most of them, not to menttbe significant number of
countries that do not have derivatives marketbénsample surveyed.

About half of the countries have organized exclearfgr futures and options.
A slightly higher number of countries have OTC nedsk Regulation of derivatives
markets is either under the jurisdiction of onegknregulator or split between a
securities regulator and the Central Bank.

The self-regulatory framework exists in all thaiotries surveyed, in the sense
that exchanges are responsible for lying down arfdreing their rules, subject to
supervision by regulators. Aggregated cross-masieteillance exists in half of the
countries that declared to have derivatives markeitsonly in a few countries there
are two or more exchanges.

Risk management activities are in an earlier steagatively to developed
markets. And this stage varies across the courgsemined. Two thirds of them set
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capital requirements in the form of minimum levadgepending on the category of
institution and/or the markets where they oper8&dom the number of positions
held is subject to additional capital reserves.yQone third of the countries have
requirements in addition to fixed minimum levels dover credit risks, calculated
through the standard formula of the Basle Commifiéere are no regulatory capital
requirements to account for market risk in anyhef ¢countries.

VaR models are restricted to a core of leadingkdan the more developed
markets of the sample. This narrow usage of VaReispdowever, should not be
considered a severe drawback, but as natural coeseq of being emerging markets.
Rather than push for the use of models VaR-likeamide basis, emerging markets
should develop a culture of risk management andechnical and regulatory
framework for this purpose, while gradually traiistaff both in the industry and in
the regulatory agencies and developing the expadrtistatistical models.

However, emerging countries’ banks and securftress usually lack internal
controls, and this deficiency should be regardea asitical point. In the countries
surveyed in general banks are expected to havenaiteontrols, but they are not
required to have written documents setting fortbséh controls, and there are no
regulations requiring so. As a matter of fact, fin& controls within financial firms
are a critical aspect for the development of a g&e culture of risk management
across the financial market.

Derivatives markets tend to be globalized, in #emse that there are no
impediments for foreigners’ participation. This pisi to the need of international
cooperation and exchange of information; accorgingho thirds of the countries
have signed MOUSs.

Position limits exist in organized exchanges, iy in around half of them
regulators are empowered to determine the unwindingositions. Disclosure of
derivatives transactions is still incipient, angdehan one third of the sample reported
requirements of public disclosure of market valdiederivatives and risk policies
followed by firms.

6. GENERAL GUIDELINES FOR RISK MANAGEMENT BEST PRAC TICES
IN EMERGING MARKETS

Emerging markets can draw on the experience ofldegd markets, reported
in several studies prepared within the ambit of Q& G-30 and other organizations.
A tentative set of guidelines would include thddwling points:

0 Regulators should work together with market pgrtiaits to establish and enforce
risk management rules. Banks and securities filmslg be encouraged to discuss
common policies for risk management, and joint laigus in their efforts to
minimise systemic risk.

[0 Cooperation agreements between regulators (erkirigpand broker-dealers
regulators) are highly recommended.
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O There should be a clear distinction between rdiguaf risk control for banks
and broker-dealers, even if some of the matergirements are the same for both
kinds of institutions.

[0 Besides capital requirements and other quantitaéigaisites, regulators should set
forth and enforce qualitative requirements foriné controls; financial
institutions (and broker-dealers) should be reglicehave written risk control
policies.

O There should be an efficient auditing of banks sexclrities firms with respect to
their exposure to risk and their internal controls.

0 Regulators should develop proper means to sup€iuisg’ activities across
different markets (e.g. stock exchanges, futurebaxges, OTC), where
applicable, including overseas activities.

0 Well developed clearing facilities should be ingdain order to enhance risk
management at an aggregate level; cooperationragrdés between clearings
acting in different markets are essential for svigen across markets.

O At firm levels, VaR and similar quantitative modal® an important tool, but
useless without a corporate culture of risk managenhat includes proper
internal controls, flow of information, engagemehsenior management and
qualitative standards in general.

O Due to the lack of trained professionals, a tecdregpertise in handling
quantitative models should be gradually developed.

0 Attendance at international seminars and trainnogams is an important source
of knowledge for both regulators’ and firms’ empdeg. Such programs should be
regularly held on a domestic basis, as a means®émhinating knowledge,
experience and the culture of risk management.

7. TOPICS FOR FURTHER RESEARCH

The analysis of the answers to the questionnavealed some areas where
further research is desirable, either becausecoimplete answers or due to important
topics not covered in the questionnaire, and atsmabse of its very nature the focus
being on risk management at firm level.

Therefore, the first point for further researcmoerns the lack of information
about systemic risk, more specifically, how reguiatmonitor systemic risk and how
SRO'’s are involved in this task.

Other topics are:

0 More clear distinctions between the regulatorymegs applicable to banks and
broker-dealers; more detailed description of capiquirements for broker-dealers
vis-a-vis banks; the separation between the regyla¢gimes of banks and
financial institutions and broker-dealers is n&tat| specially with respect to
capital adequacy.

0 Operational characteristics of clearing housesthen role in risk management



19

0 Regulators’ attitude towards firms’ internal cotérand prudential policies; the
very existence of such controls is a critical issws thoroughly covered by the
questionnaire.

0 Extension/range of exchange-traded and OTC-tradadadives, since this
distinction may carry different regulatory concerns



20

REFERENCES

1. Value at Risk - speech by John Barass at the Emerging Marketm@ibee,
IOSCO, South Africa, May 1997

2. Client Asset Protection, IOSCO Technical Committee, August 1996

3. Key Risk Managementlssues for Derivatives, London Investment Banking
Association, July 1996

4. A Comparative Analysis of Value-at-Risk Margin Systems, George Wang, CFTC,
June 1996

5. Response of the Basle Committee and I0SCO to the Request of G-7 Head of
Governments at the June 1995 Halifax Summit, May 1996

6. Models of Risk Management in Emerging Markets, Marcos Eugenio da Silva,
Foundation for Economic Research, Brazil, April 699

7. Report on Cooperation Between Market Authorities and Default Procedures,
IOSCO, Technical Committee, March 1996

8. Public Disclosure of the Trading and Derivatives Activities of Banks and Securities
Firms, joint report by the Basle Committee and I0SCCOgddaber 1995

9. The Implications for Securities Regulators of the Increased Use of Value-at-Risk
Models by Securities Firms, IOSCO Technical Committee, July 1995

10 Framework for Supervisory Information about Derivatives Activities of Banks and
Securities Firms, joint report by the Basle Committee and I0SCOyNIa95

11International Convergence of Capital Measurement and Capital Sandards, Basle
Committee on Banking Supervision, 1988, as ameiwlégbril 1995

12 Windsor Conference on the Supervision of Futures Exchanges, papers by CFTC,
SIB, FIA, April 1995

13 Framework for Voluntary Oversight, Derivatives Policy Group, March 1995

14 RiskMetrics, Technical Document, November 1994

" Available upon request.



15 Operational and Financial Risk Management Control Mechanisms for
Over-the-Counter Derivatives Activities of Regulated Securities Firms, IOSCO
Technical Committee, July 1994

16.0TC Derivatives Markets and their Regulation, CFTC, October 1993

21



22

ANNEX

QUESTIONNAIRE ON RISK MANAGEMENT

COMPILATION OF ANSWERS

The following tables display the compilation of th@swers provided by the 18
jurisdictions that answered the questionnaire. fittess of the tables, however, do not
necessarily correspond to the questions in thetignesire.

This is so because, when handling the answersastiwticed that in some cases the
same subject was addressed in the answers toediffguestions or different subjects
were covered in the same answer.

The contents of the answers were thus regroupeeéruihe titles assigned to the
tables, regarded as representative of the uppernssstes involved in risk
management in emerging markets, according to tlm @f work approved in
Montreal during the EMC Meeting realized in the @ndb the 1996 I0SCO Annual
Meeting.
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Existence of active organized futures and optionsxehanges

Amman no

Argentina yes

Bermuda commodities exchange already incorporatatdyet active
Brazil yes

Chile yes (derivatives traded in stock exchanges)

Chinese Taipe

not yet; regulation already passed, futures exahangected to be se
up soon

Colombia no

Costa Rica incipient market in the stock exchange

Hungary yes (futures traded also in stock exchgnges

Korea yes (stock index futures, introduced in M@ytéaded in stock
exchange - no options)

Malaysia yes

Mauritius no

Peru no

Poland not yet; trading expected to start soohénstock exchange

South Africa | yes

Sri Lanka no

Thailand no

Turkey not yet; regulation already issued, tradirgected to start soon in th

stock exchange (stock index futures) and gold exghdgold futures

1%

and options)




24

Existence of active OTC market for futures, optionsswaps

Amman no

Argentina yes, privately arranged transactionsegtlated by the CNV

Bermuda no

Brazil yes, for currency and interest rate swapkaptions; screen based or]
registering of transactions, clearing and settldpregulated by the
Central Bank

Chile yes, inter-bank market not regulated by thi& S

Chinese Taipe

yes, interbank market for swaps and options

[72)

Colombia yes, incipient unregulated market of swaps options

Costa Rica no

Hungary yes, for options

Korea yes, privately arranged swaps and optionsdmst financial
institutions; however, neither active nor officiadlllowed for securitie
companies so far

Malaysia yes, for currency swaps and forwards

Mauritius no

Peru yes, for interest rate and currency forwards

Poland allowed, but not active

South Africa

yes; unregulated

Sri Lanka

no

Thailand

yes, for currency and interest rate sveayosoptions

Turkey

no
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Regulatory Structure: governmental agencies in chaye*

Amman one agency (no derivatives markets)

Argentina one agency: CNV oversees both stock anads exchanges

Bermuda one agency, including money markets, bandggovernment bonds
markets (no derivatives markets)

Brazil two agencies: CVM (equities and debt issbpdorporations and
equity-related derivatives (options on stocks aondksindex futures)
and Central Bank (all other derivatives)

Chile one agency: SVS oversees both stock andefsiexchanges

Chinese Taipe

one agency

UJ

Colombia one agency (no derivatives markets)

Costa Rica one agency (derivatives trading notifsogmt)

Hungary one agency: HBCMS oversees both stock atndels exchanges

Korea one agency: Securities Commission overseek,stock index future
and stock index futures options markets

Malaysia two agencies: Securities Commission andr@eBank (oversee
securities and derivatives issued and traded layéial institutions)

Mauritius one agency (no derivatives markets)

Peru one agency (no derivatives markets)

Poland one agency (no derivatives markets; PSQategupublic trading of all

securities, including government and treasury bpnds

South Africa

one agency: FSB oversees both stodKwtnres exchanges

=

Sri Lanka one agency (no derivatives markets)

Thailand two agencies: Securities Commission anmutr@eBank (securities an(
derivatives issued and traded by financial insons)

Turkey one agency (no derivatives markets yet;dalegates to the CMB theg

authority to regulate these markets when they dotoeeexistence)

! Only for securities and derivatives markets; momeykets, banks and government bonds markets are
regulated by Central Banks in most cases
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Regulatory structure: existence of active self redatory organizations (SRO’s)

Amman exchanges are SRO'’s

Argentina stock and futures exchanges are activ@' §Rheir by-laws and rules
have to be approved by regulator(s)

Bermuda exchanges are SRO'’s

Brazil stock and futures exchanges and clearingé®are active SRO’s;
their by-laws and rules have to be approved bylatgr(s)

Chile stock and futures exchanges and clearingdsoare active SRO’s;

their by-laws and rules have to be approved bylatgr(s)

Chinese Taipe

exchanges are SRO'’s

Colombia exchanges are SRO’s

Costa Rica exchanges are SRO'’s

Hungary stock and futures exchanges are active §RI@ir by-laws and rules
have to be approved by regulator(s)

Korea exchanges have some regulatory respongbijlguch as setting
margins for futures transactions

Malaysia stock and futures exchanges and cleaonngds are active SRO’s;
their by-laws and rules have to be approved bylatgr(s)

Mauritius exchanges have some regulatory respoémgi®i

Peru self-regulation not yet implemented

Poland not available

South Africa

stock and futures exchanges are a8iR@’s

Sri Lanka exchanges are SRO'’s

Thailand stock and futures exchanges are active' SR@ir by-laws and rules
have to be approved by regulator(s)

Turkey exchanges are SRO'’s; their by-laws and fhge® to be approved by

regulator(s)
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Mechanisms for exchange of information and cooperain between regulators

Amman no formal cooperation agreement

Argentina no formal cooperation agreement

Bermuda no formal cooperation agreement

Brazil cooperation agreement between CVM and CeBaak for exchange
of information and mutual assistance

Chile no formal cooperation agreement

Chinese Taipe

exchange of information between the Securities Cmsion and the
Central Bank on a regular basis

D

Colombia no formal cooperation agreement

Costa Rica no formal cooperation agreement

Hungary no formal cooperation agreement

Korea no formal cooperation agreement

Malaysia no formal cooperation agreement; thererambership
interconnections at board level between the Seéesi@ommission, th
Central Bank and the Ministry of Finance

Mauritius no formal cooperation agreement

Peru no formal cooperation agreement

Poland no formal cooperation agreement

South Africa

close cooperation between FSB andr@eBank

Sri Lanka

no formal cooperation agreement

Thailand

no formal cooperation agreement; thererambership
interconnections at board level between the Seéesit@ommission, th
Central Bank and the Ministry of Finance

(4%

Turkey

no formal cooperation agreement
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Mechanisms for obtaining cross-market information dout aggregated risk

(exchanges, clearing houses)

Amman the issue of cross-market aggregated risk doeapply

Argentina no formal agreements

Bermuda the issue of cross-market aggregated osk dot apply

Brazil formal agreements of cooperation and excharignformation
between clearing houses in different markets

Chile no formal agreements; certain combined lifdtsoroker-dealers

operating across markets apply

Chinese Taipe

there is a central depository corporation

Colombia the issue of cross-market aggregateddosis not apply

Costa Rica the issue of cross-market aggregatedoiss not apply

Hungary no formal agreements

Korea no formal agreements

Malaysia there is only one clearinghouse, whichrddéransactions in cash anc
futures markets, and thereby has the cross-maidwtof risk;
securities and futures exchanges are working tasvjardt inter-marke
surveillance

Mauritius the issue of cross-market aggregateddiss not apply

Peru the issue of cross-market aggregated risk mimtespply

Poland the issue of cross-market aggregated risk dot apply

South Africa

concept of the leading exchange, t@kvthe others have to report fq
information sharing purposes and calculation of iers’ capital
requirements

Sri Lanka

the issue of cross-market aggregateddosis not apply

Thailand

there is only one clearinghouse, whichrddéransactions in cash anc
futures markets, and thereby has the cross-maidwtof risk

Turkey

the issue of cross-market aggregated rigls dot apply

-
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Types of regulatory capital requirements for secutiies firms and financial

institutions

Amman

minimum fixed amounts

Argentina

capital requirements set according taexpe to risk, i.e.., number of
positions an intermediary can hold is subjectgaépital cushion

Bermuda

minimum fixed amounts

Brazil

two types: minimum fixed amounts plus: fir€entral Bank’s
requirements, set according to a standardized nizdeld on Basle
Committee’s (capital charges assigned to each aated assets
according to risk factors) for financial instituti® and broker-dealers;
second, clearing house’s requirements for thearitlg members,
calculated according to positions held

Chile

two types: minimum fixed amounts plus additibrequirements, set
according to a standardized model based on Basles(iitee’s
(capital charges assigned to each category ofsaasetbrding to risk
factors)

Chinese Taipe

minimum fixed amounts

Colombia

minimum fixed amounts plus Central Bankguirements, set
according to a standardized model based on Basles(iitee’s
(capital charges assigned to each category ofsaasetbrding to risk
factors) for financial institutions

Costa Rica

minimum fixed amounts, plus rules baseBasle Committee
agreement for banks

Hungary

two types: minimum fixed amounts plus addal requirements, set
according to a standardized model based on Baslesi(iitee’s
(capital charges assigned to each category ofsaasetdrding to risk
factors)

Korea

new regulation sets capital requirementsraaog to exposure to risk
i.e.., the number of positions an intermediary lsald is subject to its
capital cushion

Malaysia

two types: minimum fixed amounts plusstfiiCentral Bank’s
requirements, set according to a standardized niadeld on Basles
Committee’s (capital charges assigned to each aated assets
according to risk factors) for financial instituti® and broker-dealers;
second, clearing house’s requirements for theartlg members,
calculated according to positions held

Mauritius

minimum fixed amounts

Peru

minimum fixed amounts, differentiated accagdim categories of
institutions
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Poland

minimum fixed amounts

South Africa

two types: capital adequacy requireimest by the FSB for financial
institutions and broker-dealers; second, requireémeet by the
exchanges for their members

Sri Lanka minimum fixed amounts plus extra cafialbrokers, calculated
according to level of operations
Thailand for banks: capital requirements set adngrtb a standardized model

based on Basles Committee’s (capital charges asbigneach
category of assets according to risk factors)ifwarfcial institutions;
for broker-dealers: capital requirements as a pe¢age of total
liabilities

Turkey

minimum fixed amounts
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Mechanisms of risk control: internal controls and plicies, proprietary models

Amman

no regulation with respect to proprietary gleagnd internal controls

Argentina

proprietary models allowed; no regulatiothis respect; no written
policies required

Bermuda

proprietary models allowed but not devedppanks do have written
policies

Brazil

broker-dealers and financial institutiong required to have written
policies; proprietary models allowed and encouragetido not
exempt firms from compliance with capital requirense few banks d
have written documents concerning risk controlygng awareness of
the importance of internal controls; controls noécked by authorities;
financial institutions required to appoint a diggatesponsible for
derivatives

=}

Chile

proprietary models allowed; no written padgj regulation requires
broker-dealers to remain within levels of liquidégd solvency

Chinese Taipe

proprietary models allowed but not developed; lafgens do have
written policies

Colombia proprietary models allowed but not deveblymgrowing awareness of
the importance of internal controls

Costa Rica no regulation with respect to propnetaodels and internal controls

Hungary no regulation with respect to proprietadels and internal controls

Korea proprietary models allowed if approved by $&&C in principle;
however, the concept of risk management is relgtivew, and seemsg
to have a long way to go; regulation moving towasisessment of
internal controls for purposes of capital requiraise

Malaysia proprietary models allowed and encouraggatido not exempt firms
from compliance with capital requirements; growawgareness of the
importance of internal controls; controls checkgatkchanges; banks
expected to follow minimum standards of internaitcols

Mauritius no regulation with respect to proprietargdels and internal controls

Peru no regulation with respect to proprietary ni®ded internal controls

Poland proprietary models allowed but not develppeokers have written

policies concerning risk management and have tortem risk control
activities

South Africa

proprietary models allowed, but mustsmbmitted to FSB; banks do
have “compliance manuals” - written policies stgtinternal controls
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Sri Lanka proprietary models allowed but not depelly growing awareness of
the importance of internal controls; larger firngsithve written
policies

Thailand proprietary models allowed but not devetijpencouragement of
internal controls

Turkey no proprietary models developed; securitress required to write

down their risk control procedures prior to authation to operate;
internal controls checked in the course of onis$pections
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Major problems related to risk control procedures

Amman not applicable

Argentina not applicable

Bermuda poor estimation of parameters

Brazil calculation of parameters (correlations sobtility); difficulties to
provide for extremely adverse situations; lackigdiidity of many
assets

Chile model is static and does not include all fpass in derivatives

Chinese Taipe

credit risk cannot be quantified properly

Colombia lack of technical knowledge and persomviti expertise in risk
management

Costa Rica not applicable

Hungary not applicable

Korea not applicable

Malaysia calculation of parameters (correlationd amlatility); difficulties to
provide for extremely adverse situations; legal apérational risk;
lack of technical knowledge and personnel with etipe in risk
management

Mauritius not applicable

Peru risk arising from international circumstanqesitical risk

Poland delays of brokers in sending reports to R&R;of information or

incomplete information

South Africa

difficulties for banks to separateithmnking and trading books

Sri Lanka

not applicable

Thailand

lack of technical knowledge and persomvit expertise in risk
management; different methodologies; high coshfafrmation
technology

Turkey

misuse of customers’ funds and/or assets
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Existence of position limits, mechanisms for the iehtification of large positions

and unwinding powers

Amman not applicable

Argentina position limits for futures and optioms; powers to order the
unwinding of positions

Bermuda not applicable

Brazil position limits for futures and options; tagtors and exchanges are
empowered to identify holders of any positionsutatprs and clearin
houses are empowered to order the unwinding ofiposiin certain
circumstances

Chile existent limits not accurate enough; regutaexchanges are

empowered to identify holders of large positionso powers to order
the unwinding of positions

Chinese Taipe

limits not defined yet; regulators are empoweredrtter the
unwinding of positions

174

Colombia not applicable

Costa Rica there are position limits set by theharge; the exchange is
responsible for enforcing such limits, and is emead to take proper
action in case of violations

Hungary position limits for futures and optionsyukators are empowered to
identify holders of large positions; regulators afehring houses are
empowered to order the unwinding of positions iriaie
circumstances

Korea not applicable

Malaysia position limits for futures and optiongrkanges are empowered to
identify holders of large positions; regulatorsl atearing houses are
empowered to order the unwinding of positions iriaie
circumstances

Mauritius not applicable

Peru not applicable

Poland no position limits; regulators are empoweoceidentify holders of

large positions and to order the unwinding of posg

South Africa

position limits for futures and opt&grexchanges are empowered to
identify holders of large positions; regulators afehring houses are
empowered to order the unwinding of positions iriaie
circumstances
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Sri Lanka

not applicable

Thailand

position limits apply only for OTC; regtdes are empowered to
identify holders of large positions; no powers tday the unwinding of
positions

Turkey

not applicable
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Public disclosure of derivatives by corporations,ihancial institutions and

exchanges

Amman only commercial banks are required to digclufé-balance sheet
positions

Argentina exchanges are required to disclose aueneist statistics; no regulati
regarding disclosure of positions by corporations

Bermuda only financial institutions are requireditsclose off-balance sheet
positions

Brazil The Futures Exchange BM&F daily disclosestritbution of open
interest in all contracts by categories of investaprporations are
required to disclose the market value of all possiin financial
instruments in their financial statements as exailany notes

Chile clearing houses daily disclose open positlmnbroker-dealer

Chinese Taipe

corporations are required to disclose off-balat@espositions

Colombia only financial institutions are requiteddisclose off-balance sheet
positions

Costa Rica exchanges disclose open interest gigtisb regulation regarding
disclosure of positions by corporations

Hungary exchanges disclose open interest statisticeegulation regarding
disclosure of positions by corporations

Korea not applicable

Malaysia exchanges disclose open interest statistacregulation regarding
disclosure of positions by corporations

Mauritius no regulation regarding disclosure ofiposs by corporations

Peru not applicable

Poland corporations are required to disclose ofifize sheet positions

South Africa

exchanges disclose trading volumepiwks; off-balance sheet
positions must be disclosed and are accountedhfotat requirements

Sri Lanka corporations are required to disclosebafance sheet positions as
explanatory notes
Thailand only commercial banks are required toldsse off-balance sheet

positions

Turkey

corporations are required to disclose of&bee sheet positions
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Foreigners’ participation in derivatives markets

Amman not applicable

Argentina not available

Bermuda not applicable

Brazil no impediments for foreigners’ participationderivatives markets
Chile not available

Chinese Taipejnot available

Colombia not applicable

Costa Rica no impediments for foreigners’' partitigrain derivatives markets

Hungary no impediments for foreigners’ participatia derivatives markets

Korea no impediments for foreigners’ participatiorderivatives markets,
except that individual foreign investors may notaiewed to buy
more than a certain portion of open interest inkeisr

Malaysia no impediments for foreigners’ participatin derivatives markets

Mauritius not applicable

Peru not applicable

Poland not applicable

South Africa

significant foreigners’ participatiomderivatives markets

Sri Lanka not applicable
Thailand not available
Turkey not applicable
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Mechanisms for international cooperation between rgulators

Amman MOU'’s only with Arab markets
Argentina several MOU's

Bermuda two MOU's

Brazil several MOU’s

Chile several MOU’s

Chinese Taipejseveral MOU’s

Colombia several MOU’s
Costa Rica eleven MOU’s
Hungary several MOU’s
Korea no MOU'’s so far
Malaysia several MOU's
Mauritius one MOU

Peru several MOU’s
Poland no MOU'’s so far

South Africa | several MOU’s; domestic financial $ezg providers must disclose
any risk they have in other jurisdictions

Sri Lanka no MOU’s so far

Thailand several MOU’s

Turkey no MOU’s so far




Training programs on risk management provided by rgulators
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Amman no training

Argentina sporadic

Bermuda SEC’s employees take regular programs
Brazil CVM'’s and exchanges’ employees take regptagrams
Chile SVS’s employees take regular programs
Chinese Taipej sporadic

Colombia no training

Costa Rica no training so far

Hungary not available

Korea no training so far

Malaysia Commission’s employees take regular progra
Mauritius no training

Peru no training

Poland no training

South Africa

FSB’s and exchanges’ employees tagalar programs

Sri Lanka

SEC’s employees take regular programs

Thailand

SEC’s employees take regular programs

Turkey

sporadic




