
 



 

 

 

 

 

 

IOMA/IOCA is the International Options Market Association/International Options Clearing 

Houses Association. At the date of the Conference, the members of IOMA/IOCA were : 

 

 

American Stock Exchange 

Athens Derivatives Exchanges 

Australian Securities Exchange 

Bolsa de Valores do São Paulo - BOVESPA 

Borsa Italiana 

Bourse de Montréal 

Bursa Malaysia Derivatives 

Bursa Malaysia Derivatives Clearing 

Canadian Derivatives Clearing Corporation 

Chicago Board Options Exchange 

CME Group 

Deutsche Börse 

Eurex 

Euronext.liffe 

Hong Kong Exchanges and Clearing 

ICE Futures 

International Securities Exchange 

Korea Exchange 

LCH.Clearnet 

London Metal Exchange 

MEFF 

Mercado Mexicano de Derivados  

NASDAQ OMX Group 

New York Mercantile Exchange  

NOS Clearing 

NYSE Euronext 

Osaka Securities Exchange 

Oslo Børs 

Philadelphia Stock Exchange 

Shenzhen Stock Exchange 

Singapore Exchange 

Taiwan Futures Exchange 

Tel-Aviv Stock Exchange 

Thailand Futures Exchange 

The Clearing Corporation 

The Options Clearing Corporation 

Tokyo Stock Exchange 

Wiener Börse 

Zhengzhou Commodity Exchange 

 

 

 

 

 

 

 

 

 

 

 

 

 

Every effort has been made to ensure that the information in this document is accurate at the time of 

printing, but the Secretariat cannot accept any responsibility for errors or omissions.  

 

The opinions expressed do not necessarily represent those of the WFE and/or IOMA/IOCA. Likewise, the 

speakers were invited to express their personal opinions on the issues, which are not necessarily those of 

their institutions. 

 

For reproduction or citation, please contact the Secretariat. 
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IOMA/IOCA ANNUAL CONFERENCE  

 
Hosted in Langkawi by Bursa Malaysia 

 

12-14 May 2008 
 
 
 

PROGRAM 

 

 
Monday, 12 May  

09:30 - 10:00 IOMA IOCA Annual Conference opening session 

 Á Welcoming Remarks ï William J. Brodsky, Chairman & Chief Executive Officer, CBOE and 
IOMA Chairman 

Á Welcoming Remarks ï Tun Mohamed Dzaiddin Haji Abdullah, Chairman, Bursa Malaysia 
Á Chairmanôs Report ï John Foyle, Deputy Chief Executive of NYSE Euronext Liffe. 
Á Financial Report ï Richard DuFour, Executive Vice President, CBOE, and IOMA 

Secretary/Treasurer 
 

10:00 - 11:00 Clearing House Briefing 
 What opportunities are there for derivative exchanges in clearing, and how will the Code of Conduct 

in Europe impact post-trade business models. The European Association of Clearing Houses 
(EACH) participated in those negotiations. 
 
Will Asian markets be the next battleground in the struggle over integrated trading and clearing 
business structures ? 
 
Á Moderator : George Hender, Former Vice Chairman, The Options Clearing Corporation 
Á Anne Brown, Chief Risk Officer, ASX, and Chairwoman of CCP12 
Á Kim Taylor, Managing Director and President, Clearing House Division, Chicago 

Mercantile Exchange (CME)  
Á Ignacio Solloa, Deputy CEO, MEFF (& EACH participant) 

 

11:30 - 12:30 Risk Management and OTC Clearing  
 A review on the likely fall out from the credit crisis and whether exchanges and clearing houses 

could have a greater role in OTC markets, perhaps for reporting positions or disclosing leverage.  
 
Á Moderator : Yusli Mohamed Yusoff, Chief Executive Officer, Bursa Malaysia 
Á Simon Grensted, Managing Director, Business Development, and Michael March, Director, 

Corporate Communications, LCH. Clearnet  
Á Robert Urtheil, Partner, Head of Global Exchanges, Oliver Wyman Financial Services 
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Monday, 12 May  

14:00 - 15:15 Briefing on Technology Trends 
 Update on global market linkage, hubs, bandwidth and latency, including clearing arrangements. 

 
Á Larry Tabb, Founder & CEO, Tabb Group, as moderator and presenter 
Á Brendan Bradley, Global Head of Product Strategy, Eurex Frankfurt 
Á J. Barry Thompson, Chief Executive Officer, Tervela Inc.  
Á Paul Pickup, IT Strategist, Taiwan Stock Exchange Corporation 

 

15:15 - 16:00 Trading 

 Firms based in the region will discuss issues for using markets both in Asia and in the rest of the 
world.   
 
Á Rick Aston, Executive Director & Head of ETD, UBS Singapore  
Á Azila A. Aziz, Director, Sales & Dealing, Kenanga Deutsche Futures 

 
Tuesday 13 May  

09:00 ï 9:45 IOMA 2007 Survey 
 Findings from the 2007 IOMA Survey, and observations on market development and conditions 

since the start of 2008. 
 
Á Presented by Didier Davydoff, President, IEM Finance 
Á Moderated by Romain Devai, WFE Research and Projects Manager. 

 
9:45 ï 10:30 Trends in the Exchange Sector 
 The past several years have been a time of exceptional change for the exchange world.  Regulatory 

changes, increased competition, new entrants, consolidations, transformation of exchange business 
models, rapidly changing technology and accelerating globalization have all contributed to a 
dynamic environment.  This panel will address some of these trends and their implications. 
 
Á Emmanuel Pitsilis, Partner, McKinsey and Company 
Á Ulf Carlsson, General Manager for North Asia and Japan, NASDAQ/OMX  

 

11:00 - 12:30 New Products 
 Carbon trading, energy derivatives, palm oil, Islamic market products, other new products and 

services, with focus on commodities 
 
Á Moderator : Omar Merican, Chief Operating Officer, Bursa Malaysia 
Á Patrick Birley, Chief Executive Officer, European Climate Exchange  
Á Dr. Aznan Hasan, Shariah Advisor to Bursa Malaysia  
Á Lamon Rutten, Joint Managing Director, Multi Commodity Exchange of India Ltd. 
Á Andrei Marcu, BlueNext Chief Executive Officer, NYSE Euronext 

 

12:30 Observations on the exchange industry by a capital markets essayist 
  

Á Wolfgang Muenchau, Associate Editor, ñFinancial Timesò 
Á Thomas Krantz, WFE Secretary General, will moderate. 
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Wednesday 14 May  

9:30 - 10:45 Developing Derivatives Markets in Emerging Economies 
 Overcoming the challenges of introducing derivatives in markets where the liquidity in the underlying 

instruments may be ñsub-optimal.ò   
 
Á Jorge Alegria, Chief Executive Officer, MexDer 
Á Kesara Manchusree, Managing Director of Thailand Futures Exchange Pcl. (TFEX), Stock 

Exchange of Thailand 
Á Ravi Narain, Managing Director and Chief Executive Officer, National Stock Exchange of 

India Limited 

 
11:15 - 12:30 Regulation Briefing : Best Execution and Remote Members 
 First, a review of the agreement by US option markets and SIFMA concerning statistics on best 

execution.  
 
Second, technology now allows for wider access to the markets from remote members, and ever 
greater reliance on direct market access (DMA).  How is that changing the way exchanges and 
regulators understand market members, and how they regulate access to markets?  
 
Finally, a look at the regulatory trends in Malaysia and the role of SRO. What is the relationship 
between the regulator and the SRO.Is the Malaysian experience typical of some of the exchanges in 
Asia?  
 
Á John Foyle, Deputy Chief Executive of NYSE Euronext Liffe -  

to present and moderate 
Á Richard DuFour, Executive Vice President, CBOE 
Á Bénédicte Doumayrou - Head of Department - Regulation of Intermediairies and Market 

Infrastructures, Autorité des Marchés Financiers, Paris 
Á Benothini Bascaran, Head, Participants, Exchange, Regulatory Policy & Advisory, Bursa 

Malaysia 

 
12:30 Concluding remarks 
 A summary of the Annual Conferenceôs key points, followed by an invitation extended to IOMA 2009 

by Eurex. 
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IOMA /IOCA A NNUAL  CONFERENCE 
 

Langkawi 12-14 May 2008 

 

 

LIST OF PARTICIPANTS   
 

 

WFE IOMA/IOCA MEMBERS 

 
Í Mrs. Anne Brown   

Chief Risk Officer 

Australian Securities Exchange 

Í Mr. Juan Pablo Cordoba Garces 

President 

Bolsa de Valores de Colombia 

Í Mr. Tun Mohamed Dzaiddin Haji Abdullah  

Chairman 

Bursa Malaysia 

Í Mr. Yusli Mohamed Yusoff 

Chief Executive Officer 

Mrs. Hasni Mohamad 

Bursa Malaysia 

Í Mr. Omar M erican 

Chief Operating Officer 

Bursa Malaysia 

Í Dr. Aznan Hasan 

Syariah Advisor 

Bursa Malaysia 

Í Ms. Benothini Bascaran 

Head, Participants, Exchange, Regulatory 

Policy & Advisory 

Bursa Malaysia 

Í Mr. William J. Brodsky  

Chairman & CEO 

Mrs. Joan Brodsky 
Chicago Board Options Exchange 

Í Mr. Richard DuFour  

Executive Vice President 

Mrs. Vicki DuFour 

Chicago Board Options Exchange 

Í Dr. Eugene Zheng 

Managing Director 

Chicago Board Options Exchange 

Í Ms. Kimberly Taylor  

Managing Director and President, CME 

Clearing 

CME Group 

Í Mr. Brendan Bradley 

Global Head of Product Strategy 

Eurex Frankfurt 

Í Mr.  Yiu Cheong, Sanly Ho 

Vice President 

Hong Kong Exchanges and Clearing 

Í Dr. Yeong-Ho Woo 

President 

Korea Exchange 

Í Dr. Sukho Jung 

Senior Vice President, Clearing & Settlement 

Korea Exchange 

Í Mr. Michael March 

Director, Corporate Communications 

LCH.Clearnet Limited 

Í Mr. Ignacio Solloa 

Deputy CEO 

Mrs. Conchita Arregui 

MEFF 

Í Mr. Jorge Alegria 

Chief Executive Officer 

Mrs. Luz Maria Alegria 
Mercado Mexicano de Derivados (MEXDER) 

Í Mr.  Ulf Carlsson 

General Manager, North Asia & Japan 

NASDAQ OMX 

Í Mr. Ravi Narain  

Managing Director & CEO 

Mrs. Geeta Narain 

National Stock Exchange of India 

Í Mr. Andrei Marcu  

BlueNext Chief Executive Officer 

NYSE Euronext 
Speakers 
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Í Mr. Alan van Griethuysen 

Sales Director 

NYSE Euronext 

Í Mr.  Kotaro  Yamazawa 

Executive Officer, Business Development 

Osaka Securities Exchange 

Í Mr.  Michiaki Shinohara 

Advisor, Business Development 

Osaka Securities Exchange 

Í Mr.  Meyer Frucher 

Chairman & CEO 

Philadelphia Stock Exchange 

Í Mr.  John Wallace 

Vice Chairman 

Philadelphia Stock Exchange 

Í Mrs. Delphine Goh 

Vice President 

Singapore Exchange 

Í Mr.  Aliabbas Karimi  

Director, Research & Development Dept. 

Stock Exchange of Tehran 

Í Mr.  Ghorban Bararniaadabi 

Expert of International Dept. 

Stock Exchange of Tehran 

Í Mr.  Hsi Chi Chen 

Senior Vice President, Compliance Department 

Taiwan Futures Exchange (TAIFEX) 

Í Mr.  David Chen 

Manager of IT Dept. 

Taiwan Futures Exchange (TAIFEX) 

Í Dr. Naikuan Huang 

Executive Vice President 

Taiwan Stock Exchange Corp. 

Í Mr.  Chien-Hung Chen 

Manager 

Taiwan Stock Exchange Corp. 

Í Ms. Ching-Hua Pan 

Senior Manager 

Taiwan Stock Exchange Corp. 

Í Ms. Hsuan-Chun Lin  

Associate 

Taiwan Stock Exchange Corp. 

Í Mr. Paul Pickup 

IT Strategist 

Taiwan Stock Exchange Corp. 

Í Ms. Pataravasee Suvarnsorn 

Vice President, Clearing House Department 

Thailand Clearing House Company 

Í Ms. Phatchanee Sukprasoppokha 

Senior Analyst, Clearing House Department 

Thailand Clearing House Company  

Í Ms. Kesara Manchusree 

Managing Director 

Thailand Futures Exchange 

Í Mrs. Rinjai Chaiyasut 

Vice President, Product and Service Development 

Thailand Futures Exchange 

Í Mr. George S. Hender 

Former Vice Chairman 

Mrs. Mary Jane Hender 
The Options Clearing Corporation 

Í Mr.  Michael Walinskas 

Senior Vice President 

The Options Clearing Corporation 

Í Mr.  Masaki Suzuki 

General Manager and Chief Representative, 

Singapore Representative Office 

Tokyo Stock Exchange 

Í Mr.  Adam Maciejewski 

Member of the Management Board 

Warsaw Stock Exchange 

Í Mrs. Beata Jarosz 

Member of the Management Board 

Mr. Waldemar Jarosz 

Warsaw Stock Exchange 

 

OTHER WFE AFFILIATES, and 

CORRESPONDENTS  

 
Í Dr. Fadi Khalaf  

Chairman 

Mrs. Jenny Khalaf 

Beirut Stock Exchange 

Í Mrs. Suzy Semerdjian 

Board Member 

Mr. Rafi Semerdjian 

Beirut Stock Exchange 

Í Mr.  Stere Constantin Farmache 

President-CEO 

Bucharest Stock Exchange 

Mrs. Ileana Farmache 

Í Mrs. Bistra Ilkova 

Chief Executive Officer 

Mr. Stoycho Ilkov 

Bulgarian Stock Exchange 

Í Mr.  Ivan Takev 

Chief Operating Officer 

Mrs. Mariya Dimova-Takeva 

Bulgarian Stock Exchange 

Í Mr.  Yueh-Shiann Twu 

Manager 

Gretai Securities Market 
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Í Mr. Chih -Wei Cheng 

Manager 

Gretai Securities Market 

Í Mr. Binos D. Yaroe 
General Manager, Listings Department 

The Nigerian Stock Exchange 

 

 

Í Mr . Godwin N. Obaseki 

Council Member 

Mrs. Betsy Obaseki 

The Nigerian Stock Exchange 

 

Í Mr . Onye Asinobi 

Managing Director, 

Central Securities Clearing System of Nigeria 

The Nigerian Stock Exchange 

 

Í Mr . Binus Yaro 

Head of Quotations 

The Nigerian Stock Exchange 

 

SPEAKERS and GUESTS 

 
Í Ms. Bénédicte Doumayrou 

Head of Department Regulation of 

Intermediairies and Market Infrastructures 

Autorité des Marchés Financiers 

Í Mr.  Bapak Hassan Zein Mahmud 

Direktur Utama 

Bursa Berjangka Jakarta 

Í Mr. Hamish Corlett  

Investment Manager 

Caledonia Investments 

Í Mr. Patrick Birley  

Chief Executive 

European Climate Exchange 

Í Mr. Wolfgang Muenchau 

Associate Editor 

Mrs. Susanne Mundschenk 
Financial Times 

Í Mr. Didier Davydoff  

President 

IEM Finance 

Í Ms. Azila A. Aziz 

Director, Sales & Dealing 

Kenanga Deutsche Futures 

Í Mr. Emmanuel Pitsilis 

Partner 

McKinsey & Company 

Í Mr. Lamon Rutten  

Joint Managing Director 

Multi Commodity Exchange of India 

Í Mr. Robert Urtheil  

Partner, Head of Global Exchanges 

Oliver Wyman Financial Services 

Í Mr. Ireneusz Lazor 

Vice President 

Polish Power Exchange 

Í Ms. Yohanna Abdul Hamid 

Securities Commission Malaysia 

Í Mr. Larry Tabb  

Founder and CEO 

Tabb Group 

Í Mr. J. Barry Thompson 

Chief Executive Officer 

Tervela 

Í Mr.  Massoud Maqbool 

Strategic Relationship Manager 

Tervela 

Í Mr.  James Stewart 

Advisor 

UBS Investment Bank 

Í Mr. Rick Aston  

Executive Director & Head of ETD 

UBS Singapore 

 

WORLD FEDERATION OF EXCHANGES 

 
Í Mr. Thomas Krantz  

Secretary General 

Mrs. Danielle Krantz 

World Federation of Exchanges 

Í Mr.  Peter Clifford  

Deputy Secretary General 

World Federation of Exchanges 

Í Mr.  Romain Devai 

Research and Project Manager 

World Federation of Exchanges 

 

 

 

 

All the presentations received at the time of printing are available from the 

WFE web site  www.world-exchanges.org  on the IOMA/IOCA 2008 

Annual Conference pages. 

 

http://www.world-exchanges.org/
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Opening session 

 
 

Ð Welcoming Remarks - Tun Mohamed Dzaiddin Haji Abdullah , Chairman, Bursa 

Malaysia. 

Ð Welcoming Remarks - William J. Brodsky , Chairman & Chief Executive Officer, 

CBOE and IOMA Chairman. 

Ð Financial Report - Richard DuFour , Executive Vice President, CBOE, and IOMA 

Secretary / Treasurer. 

 
 

Chairman Tun Mohamed Dzaiddin Haji 

Abdullah welcomed the participants to the 

IOMA conference in LANGKAWI. Bursa 

Malaysia has had a great success with its 

palm oil futures contracts, and was 

designated as the 2008 exchange of the year 

in the Asia Pacific region by Futures & 

Options World (FOW). 

 

IOMA Chairman Brodsky welcomed the 

participants and in the absence of 

Mr. Freedberg, incoming IOMA Chairman, 

and gave the report from the IOMA Board 

meeting. As agreed previously, Mr. Narain 

from NSE was nominated Chairman-elect, 

and Mr. Alegria from MexDer, Secretary. 

Mr. DuFour continues as Treasurer. 

 

The Board recommended including two 

extra members: Mr. Preuss from Eurex and 

Mr. Woo from Korean Exchange.  

The Board also proposed a motion to 

confirm that Mr. Walinskas from OCC will 

replace Mr. Hender, who is retiring, on the 

Board for a two year term representing 

IOCA. 

 

Last, Mr. Brodsky thanked WFE and its 

Secretariat for the smooth and successful 

integration of IOMA within WFE, which in 

his view is now complete. 

 

Mr. DuFour then gave his report on 

finances. He reminded the members that 

according to the agreement with WFE 

concluded in 2002, IOMA dues are now set 

at 5 000 USD annually. The transition 

period has ended. 
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Clearing House Briefing 

 
 

Ð Moderator : George Hender, Former Vice Chairman, The Options Clearing 

Corporation. 

Ð Anne Brown, Chief Risk Officer, ASX, and Chairwoman of CCP12. 

Ð Kim Taylor , Managing Director and President, Clearing House Division, Chicago 

Mercantile Exchange (CME). 

Ð Ignacio Solloa, Deputy CEO, MEFF (& EACH participant). 

 
 

Mr. Hender introduced the panelists of this 

session on clearing houses. 

 

Mr. Solloa presented the European Code of 

Conduct for clearers to the participants. 

This Code emerged as the preferred 

response to the EU Commission in July 

2006. It falls in-between self-regulation and 

soft law as the Commission steers the 

process, makes sure that the content of the 

Code is acceptable for the Commission, and 

takes into consideration the concerns of  

users. If the process is at some point judged 

not to be successful, the Commission still 

has the possibility of proposing legislation. 

 

The European Code of Conduct addresses : 

1. transparency in terms of prices and 

services offered ; 

2. access and interoperability ; 

3. unbundling of services and 

accounting separation ; 

4. monitoring. 

 

Its initial scope is to cover cash equities. 

The transparency issue was already 

addressed to a large extent. The 

interoperability issue is linked with 

competition and fragmentation, in order to 

allow for competition as if there was one 

infrastructure in place for these services. 
 

 

23

Results

Å Code successfully implemented by over 60 organisations across 

Europe (Stock exchanges, Clearing, Settlement and Safekeeping 

layers of the financial value chain).

Å European Commission : disappointment over slow progress.

Å Parallel initiatives :

ïRemoval of Giovannini barriers.

ïESCB-CESR standards.

ïTARGET2-Securities.

ïLink-Up (joint venture by 7 leading CSDôs).
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The current status is said to be a certain 

disappointment from the EU Commissionôs 

perspective, and the possibility to extend it 

to other asset classes is in doubt. 

 

Ms. Taylor emphasized the track record of 

CME Clearing in terms of managing risk. 

Its total financial safeguards package is 

over USD 5 billion. Volumes and orders 

handled by CME have increased 

dramatically, and in April 2008 CME 

Globex handled 4.3 billion orders. The 

current crisis actually brings additional 

opportunities for OTC clearing. Tackling 

the structure issue, Ms. Taylor thought that 

there was no one-size-fits-all solution, and 

that the first question to be asked should be 

if there is a problem that market forces 

cannot solve. 

 

Having different models addressing the 

same drivers of value is actually positive 

for innovation. It makes the whole industry 

think about various solutions and their 

effectiveness. 
 

 

 

Market Needs : Risk Management

We maintain a very active risk management function designed 

to accomplish the following :

ÅMaximize early detection

ÅActively  manage crisis situations

ÅBroadly define our role in containing systemic risk

ÅProvide industry leadership

ÅMaintain a system of prudent protections and resources

Å 1987 Stock Market Crash

Å Drexel Burnham Lambert

Å Barings

Å September 11

Å Long Term Capital Management

Å Refco LLC

 
 

 

 

 

Ms. Brown focused first on the 

environment in Asia, where there is 

significant diversity in ownership and legal, 

regulatory models, relationships and 

reporting. Nevertheless, whatever their 

form, managing risk remains the key value 

proposition for clearing houses. Information 

sharing between clearing houses has been 

essential in the context of the financial 

crisis since August 2007, and in fact there 

have not been any defaults. In terms of 

structures, the vertical one is predominant 

in Asia. Most entities are integrated, and 

have proven to be very efficient.  
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The second part of the presentation was 

dedicated to a briefing of the last CCP 12 

meeting that took place in Tokyo in April 

2008.  CCP12 is a loose association that 

was created to give clearing houses a voice 

in the regulatory debate. It has now 

23 members, and it is looking to work more 

closely with IOMA/IOCA and WFE. It has  

 

 

 

issued standards and has focused on risk 

management, legal and regulatory, and 

business and commercial issues, in order to 

convey a consolidated voice to regulators 

on these subjects. 

 

 

 

 
 

CCP Briefing 
CCP12 April 08 Conference

×Background and context

×Outcomes from 3 key workstreams :

Á Risk Management

Á Legal & Regulatory

Á Business and Commercial

×Ongoing input review of CPSS-IOSCO 

Standards and other international  

guidelines

 
 

 

When Mr. Hender asked delegates what 

they thought the impacts of the recent 

financial crisis would be, they all agree that 

this moment actually represented an 

opportunity to extend clearing houses 

business to OTC clearing, or at least some 

parts of it.  They also underlined that the 

systems and processes in place at clearing 

houses worked well given the 

circumstances. To date, certainty of 

operations has been assured. 

 

Mr. Narain asked whether central banks 

have seen CCPs differently since the crisis. 

Mr. Hender replied that in the US, the Fed 

has realized that CCPs were a valuable 

source of information. Mr. Solloa remarked 

that in some jurisdictions, CCPs are 

regulated by securities commissions, rather 

than by central banks.  For the central banks 

discovering CCPs now, there is a lot of 

interest and respect voiced. Ms. Brown 

indicated that in Australia, the central bank 

was the prudential regulator and knows the 

CCP very well. 
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Risk Management and OTC Clearing 

 
 

Ð Moderator : Yusli Mohamed Yusoff, Chief Executive Officer, Bursa Malaysia. 

Ð Michael March , Director, Corporate Communications, LCH. Clearnet. 

Ð Robert Urtheil , Partner, Head of Global Exchanges, Oliver Wyman Financial Services. 

 

 

Mr. Yusoff introduced the panelists, and his 

intent to take the topic of risk management 

and OTC clearing to the next level. 

 

Mr. March started his presentation by 

commenting on the previous panel. He 

viewed the Code of Conduct as unlikely to 

work, as LCH has unsuccessfully presented 

requests to three different markets on ways 

to work together. 

 

Mr. March then presented the current 

complex market context, where regulatory 

forces favor more transparency, investors 

are looking for better investment returns, 

screen trading has led to changes in 

liquidity pools, and exchanges face pressure 

to reduce market costs by consolidation. 

 

LCH.Clearnetôs SwapClear notional 

volumes have grown since 2001, and today 

about 35 % of the OTC interest rate 

derivatives markets is cleared through 

SwapClear. 
 

The issue of OTC clearing is that products 

not traded on exchanges are often illiquid 

and complex, bespoke instruments, whereas 

clearing requires high volume and plain 

vanilla products.  

 

Two models exist : 
 

¶ OTC clearing of the relatively 

commoditised segment of complex 

instruments (SwapClear and RepoClear) 

or 
 

¶ OTC Clearing of exchange lookalike 

trades (Bclear, Clearport, ICE). 

 

These models have to be beneficial for 

participants by offering them capital 

requirements reduction, operational costs 

reduction, settlement netting, and business 

scalability. 
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© LCH.Clearnet 2008 8

Drivers for the adoption of an exchange traded model versus OTC clearing
Interbank market makers have avoided exchange trading models if possible to preserve 

competitive positions and product profitability

Drivers for migration from OTC to Exchange

Drivers for Exchange Products to Migrate to OTC

Regulatory Pressure for Transparency

High Volume in Standard Contracts

High Cost of Trading

Brokers Produce Liquidity Alternative

Capital Reduction

Credit Risk

Operational Risk

Operational Cost Reduction

Process

Settlement netting

Business Scalability

OTC

Swaps, Repo, Bonds, OTC Energy, CDS? FX?

Drivers to 

Adopt OTC 

Clearing

EXCHANGE

 

 

 

 

Mr. Urtheil began his presentation 

confirming that the current financial crisis 

potentially makes OTC clearing more 

relevant than ever.  OTC clearing brings 

operational efficiency and credit risk 

mitigation through a number of key features 

which are inherent in the business model : 
 

¶ counterparties know their net position ; 

¶ positions are independently valued and 

systematically margined ; 

¶ no trade discrepancies and backlogs 

build up, valuation disputes are resolved 

and missed margin calls and bilateral 

credit risk is eliminated. 
 

As OTC clearing could only be relevant for 

relatively liquid and standardized products, 

the main opportunities would be among the 

following instrument classes : repos, bonds, 

swaps, FX. By offering daily mark-to-

market and a high credit-rating, CCPs 

significantly reduce the credit risk of 

market participants. Position netting and 

cross-margining provide further capital 

relief by reducing counterparty exposure 

and collateral requirements. 
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OTC clearing brings operational efficiency and credit risk 

mitigation through a number of key features

Multilateral

exposure/

payment 

netting

Novation

through

CCP

Payment

netting and

settlement

Position reval 

(mark-to-

market)

Automated

matching 

and 

confirmation

Contract spec

standardization

Service scope ïpotential blueprint

Operational efficiency improvement

Processing solution

Credit risk mitigation

Clearing solution

Á Central counterparty potentially reduces risk of a financial epidemic triggered by problems at one 

financial institution

ï Counterparties know their net position

ï Positions are independently valued and systematically margined

ï No room for trade discrepancies and backlogs, valuation disputes, missed margin calls and 

bilateral credit risk
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OTC clearing extends central clearing and risk management to 

markets where participants face growing pressure

Source: Company reports, BIS, Oliver Wyman analysis

20 10 0 10 20

On exchange

Revenues/risk w eighted assets

Revenue (úBN)

Revenues/

risk weighted

assets

25%

15%

650%

4%

Cash fixed 

income

Equity 

derivatives

Cash 

equities

Fixed income 

derivatives

Standardized, 

plain-vanilla

products

Structured, 

complex

products

Liquid,

centralized 

markets

Less liquid,

fragmented

markets

Corp. high grade

Futures 

and options

Bonds

FX

Swaps

High yield

Private equity

CDOs

Repos

Equities

Opportunities in OTC

Exchanges

core markets

Global sell-side OTC revenues and 
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Briefing on Technology Trends 

 
 

Ð Larry Tabb , Founder & CEO, Tabb Group, as moderator and presenter. 

Ð J. Barry Thompson, Chief Executive Officer, Tervela Inc.  

Ð Paul Pickup, IT Strategist, Taiwan Stock Exchange Corporation. 

 

 

Mr. Tabb pointed out the tremendous 

growth of derivatives volumes these past 

5 years. It is truly stunning. This growth is 

likely to continue, as hedge funds and ETFs 

put more and more pressure on traditional 

mutual funds, which are themselves looking 

for ways to increase their returns. At the 

same time, the subprime crisis is affecting 

brokersô capital base. This context provides 

opportunities for exchanges to make 

inroads in the OTC markets. This is 

especially true regarding post-trade 

processing ; backlog levels have decreased, 

but remain significant.  

  

 

 

 

Take aways

p Competition between traditional and hedge funds will increase 
p Forcing firms to  

p Invest in a wider array of products

p Better manage risk

p Look for other sources of liquidity 

p Sub-prime is taking the wind out of the fixed income businesses 
p Will force brokers to reduce proprietary positions

p Opportunities exist for exchanges to
p Offload risk positions

p Transition OTC business to Exchanges
p While keeping the broker/dealer in the transaction flow

p Develop new clearing and settlement facilities for derivatives 
transactions

p Provide execution tools and services for introducing brokers

p However as venues become more electronic and brokers and buy-side 
have more powerful execution venues 
p Liquidity becomes less sticky and can more easily be transitioned to upstart 

platforms 
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Mr. Pickup explained that the Taiwan Stock 

Exchange Corporation launched a study 

among several exchanges on issues 

surrounding the consolidation of cash and 

derivatives markets and systems, as it is 

itself in the process of determining ways of 

merging the jurisdictionôs cash, derivatives, 

clearing and depositary entities. 

 

In the conclusions from this study, there 

were in fact numerous factors to take into 

consideration when assessing the 

opportunity to merge platforms : 

 

¶ Membersô congruence :  do participants 

already belong to the other entities ? 

¶ Costs for the members. 

¶ Differences between the two market 

types :  equity instruments are more 

stable ; derivatives have frequent 

introduction of new instruments and high 

volumes of quotes and price updates, and 

configuration management of both 

markets.  

¶ Management of the migration project, 

which will last typically two years if 

using a product that already exists, or 

four years if it needs to be developed 

from scratch. 

¶ Functional complexity : cash markets 

generally have a subset of functionality 

found on derivatives markets ; the pay-

off question in looking for more 

functionality in the trading engine is that 

each transaction may take longer. 

¶ Change management, and the need to 

anticipate varying needs, priorities, and 

also the timing of introducing changes 

into each market. 

¶ Network rationalization. 

 

Given the pros and cons of each solution, 

and the operational risk of one market 

affecting the other, the study determined 

that the optimal solution was to have a 

single connection to dual servers using the 

same platform.  

 

 

 

© Catalyst Development Ltd 2002

Conclusions

Å Consolidation seems like a good idea, but many 
drawbacks

Ó Market Migration projects

Ó Members congruence

Ó Technology congruence

Ó Performance issues

Ó Change Management

Å Optimal model is to have separate trading engines

Ó Cost savings

Ó Spread development work

Ó Safer change management

Ó Do not compromise performance of equities markets
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Mr. Thompson spoke about why 

technology is key for exchanges, as it 

positively limits or enables essential 

business differentiators, such as products, 

price, services, market data, execution 

models, regulatory framework, and 

technology barriers.  

 

But there are some myths out there about 

technology. For instance, in terms of 

latency, predictable latency is much more 

valued that the lowest one possible. 

Modular architecture allows tripling or 

quadrupling capacity within a year instead 

of merely doubling it. As a result, the key is 

not technology per se, but the technology 

platform and its ability to meet disparate 

needs in terms of market data (and the 

possibility to filter it), order gateways, 

handle clearing and settlement, and so forth.

 

 

 

 

Tervela Confidential Material

Release or distribution requires the written consent of an officer of Tervela Inc.

Technology Myths

Technology Drives Liquidity

ÅPrice, commission, and products & services differentiate offerings.

ÅTechnology provides a framework to deliver those services while 
controlling costs for more competitive pricing.

Lowest Latency Always Wins

ÅIn the automated trading space, consistency of latency is FAR more 
important to customers than variable low latency.

Single Technology can Solve

ÅIndividual technologies have a short shelf life and are out of date by 
the time they are implemented.

ÅWe are on the verge of the single largest change in data center 
architecture in 15 years.

Doubling Capacity will Take a Year

ÅModern architectures/platforms provide modular scalability without 
stressing common elements.

 
 

 

 

Mr. Brodsky asked the participants for 

their thoughts on the European perspective 

based on the US experience. For Mr. Tabb, 

the situation in Europe is likely to become 

quite similar to the one in the US, as there 

should be more and more competition.  

Mr. Pickup nuanced this vision, as he 

explained that there is no order routing 

between exchanges in Europe yet, nor a 

common clearinghouse and CSD. Mr. 

Barry explained that some of the existing 

venues will not be able to meet certain 

hedge funds needs in terms of low latency, 

and hence in his view there will be a need 

for new venues. 

 
 


