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Contributor of the month

Towards a new global balance

by Wolfgang Minchau
President,
Eurointelligence ASBL

W7
We are at a point in the crisis where the financial markets, and economic commentators, do not

know whether to panic about deflation or inflation, about a sudden collapse in the dollar, or a sudden
collapse in the euro.

These scenarios may be contradictory at the first, but they are much more consistent over time. The
policies a central bank enacts to fight deflation could lead to inflation later on. The period of the crisis
which marked risk aversion among investors was accompanied by a strong dollar (as US investors
repatriated funds), but as inflation looms on the distant horizon, the dollar weakens. This scenario
would have deep implication for the role of the dollar as a global reserve currency.

So in order to get some clarity into these wildly different scenarios, let me propose what | consider to
be a probable evolution of the crisis. The first two of these points are history, the rest is my forecast.

1. Between November 2008 and February 2009, global trade and global industrial production
contracted at a faster rate compared to the early phases of the Great Depression. The
sudden drop in global demand led to a fall in headline and core inflation rates. There was a
justifiable fear that a sustained period of weak demand could lead to deflation.

2. In March 2009, the sudden decline in global exports and industrial production halted, and
partially reversed. Confidence indicators improved. Retail sales improved. There was talk
about Green Shoots, about a V-shaped recovery. Some economists even claimed that we
may be in a recovery already.

3. In April 2009 and May 2009, exports and industrial weakened again T more than reversing
the small gains in March. Taking the March to May period together, it is fair to say that the
steep decline in exports and industrial production came to a halt i but without any signs of
recovery. The V-shaped recovery scenario seems to be out. The question is whether it is
going to be a U, an L, a declining sinus wave, or potentially a douple-dipper, a short-lived
recovery followed by another slump.

4. My own guess is a mild double-dipper, followed either by a long period of subdued growth,
and more financial instability. | think the present recovery hopes are premature. There is so
much stress in the financial sector that we will not see a recovery beyond a robust inventory
correction at this point. This can still be substantial in statistical terms, and we might see
vastly improved GDP data for Q2 and Q3, but underlying demand will remain weak: US
consumers are still repairing their balance sheets, credit flows will not improve for at least
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another year, and possibly longer. The number of bankruptcies is rising everywhere, and the
capacity and willingness by governments to bail out companies like Opel is falling.

5. Central banks will maintain a zero-interest rate policy for the entire duration of the crisis. The
monetary stimulus will eventually succeed in raising demand, and the result will be a strong
bounce-back, perhaps in mid-to-end 2010;

6. General price pressures increase. Central banks at that point need to consider whether to
reverse policy.

7. As we are heading into the next US presidential elections in November 2012, the Federal
Reserve will be under political pressure not to increase interest rates too much, as this
would undoubtedly kill off the nascent recovery. We will see a return to moderately high
inflation rates in the US, a lower dollar, and possibly more distress on the US bond markets,
as investors switch to the euro markets.

8. US central bank will eventually fight inflation, but probably not before November 2012, at
which point inflation may well in the high single digits. Inflation in the euro area will be lower,
but so will economic growth, as the euro will be massively overvalued.

9. Global central banks will start to diversify away from dollars into euros.

In this scenario, you have deflation and inflation, only at different times. The trick to avoid inflation is
to claw back quantitative easing and to raise interest rates. Can this be done? Of course it can be
done. My argument is not that it cannot be done. My argument is that it will not be done for political
reasons. My understanding is that the present Open Market Committee would probably do it. Each
committee meeting is preceded by a lengthy analysis of potential future price pressures. Various
committee members, including Ben Bernanke and Janet Yellen, the president of the San Francisco
Fed, have talked in public about de-facto inflation targets. Yellen said she preferred a target of 2%
for core inflation, which is a tough target to keep once the US economy comes out of this crisis. |
believe she is sincere, but | am sure that her position will not carry the day.

Here is a chart outlining the task ahead. It shows the Federal Reserv e 6s bal ance sheet s:

$US billion Fed balance sheet has changed sinificantly in both shape and size
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If the Fed were to unwind this position now, at a time when the economy is weak, it could reinforce

the recession and produce outright deflation. If the Fed were to wait too long, it could create run-

away inflation. My guess is that political pressure would favour the latter option. The course of policy

wi || depend crucially on whether Bernankeds term wil
Fed to be relatively more hawkish than under a Fed chairman Larry Summers.

And here is the balance sheet of the European Central Bank.

€ billion ECB balance sheet: same old, same old
2500
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Source: European Central Bank; Mews N Economics

The ECB also increased its assets and liabilities, and with the planned purchases of covered bonds,

the total will rise a little further. But the relative change in the position is much less than in the Fed.

The ECB already held a higher level of assets than the Fed before the crisis, and increased its

bal ance sheet by some 50 %, whereas the Fedbds bal an
Consequently, it will be easier for the ECB to unwind its position, with much less damage to the

market.

The combined scenario leads me to think that some important shifts are ahead of us, the most
important being the role of the dollar as a global reserve currency. The governor of the Chinese
central bank, Zhou Xiaochuan, stirred up an important debate when he suggested the Special

Drawing Rights, the |1 MF&s virtual basket currency,
currency, and act as the worldbdés reserve asuhey ency. {
are not currency in the ordinary sense of the worl

transaction between governments, or between the IMF and governments. To turn SDRs into a
proper currency, it would be necessary for countries to issue bonds in SDRs, and to turns SDRs into
a legitimate means of payment. This may well happen, but it would take time, almost certainly too
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long to be applicable to the present situation. My inclination is that foreign central banks will want to
reduce their dependency on US dollars as US inflation rises by shifting parts of their portfolios into
euros. Even if foreign central banks preferred SDRs for technical reasons, the SDR will not be ready
in time to accommodate such a shift. If you want an alternative currency, the euro is without a

chall enger for the time being, as both doll ars
exchange reserves (the dollarés share is about

for the others, including sterling and yen).

and €
65 %,

The doll ar remains the predominant gl obal currency

and there is no reason to think why dollar and euro could not both have an approximately equal
weight. The latter is a hugely controversial proposition, as economists have maintained for a long
time that only one currency can play the role of global reserve currency due to network effects. In
their view the dollar is more likely to lose out completely than to share this prize with the euro. | do
not agree, as this statement refers to a different world, in which financial markets and global finance
were much smaller, more stable, and more sluggish in response to outside shocks. With all the
available tools of modern finance, it should be no problem for central banks to have a diversified
portfolio of dollar and euro assets. The arguments against the euro tend to be relatively flimsy, such
as the possibility of a euro area breakup or lack of deep financial markets. The lack of a single deep
Treasury market is perhaps the most persuasive, and it would be desirable to adopt a common
European bond, if only to end this particular argument. But even in the absence of a common
European bond, the markets for German and French treasuries remain very liquid. The Chinese are
already in a dollar trap. So the argument that the US Treasury market is more liquid is both true and
meaningless. It is liquid only for as long as China does not need to sell. From a Chinese perspective,
a diversified portfolio would vastly increase the room for manoeuvre.

Overall, my scenario is neither pessimistic nor optimistic in terms of the economic development. |
think there is a danger that the current downturn might be sharper than is currently believed, but
then so would be the subsequent upturn. The result would be a stronger increase in US inflation,
compared with euro area inflation, to which US monetary policy will probably not react adequately
and in time. The consequence woul d b estthe dura,las
foreign investors rebalance their portfolios. SDRs may well be the global currency of the future, but
that i s beyond our forecasting time horizon.
not be good for European exporters, and it will trigger all sorts of structural changes in the European
economies, including a reduction in export-dependency. But the euro will emerge from these shifts
as a much strengthened currency, both in terms of its real effective exchange rate, and in terms of
its role as a global currency.

Copyright © 2009 WFE
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About Wolfgang Minchau

Wolfgang Munchau, 48, is associate editor and European economic columnist of the Financial Times.
Together with his wife, the economist Susanne Mundschenk, he runs eurointelligence.com, an internet
service that provides daily comment and analysis of the euro area, targeted at investors, academics and
policy makers.

Wolfgang was one of the founding members of Financial Times Deutschland, the German language
business daily, where he served as deputy editor from 1999 until 2001, and as editor-in-chief from 2001
until 2003. FT Deutschland is now a firmly established player in the German media market with a daily
circulation of more than 100,000 copies sold.

Previous appointments included correspondent posts for the Financial Times and the Times of London in
Washington, Brussels and Frankfurt. He was awarded the Wincott Young Financial Journalist of the Year

award in 1989.

He holds the degrees of Dipl-Betriebswirt (Reutlingen), Dipl-Mathematiker (Hagen), and MA in
International Journalism (City University, London).

Wolfgang has published three German-language books. His book Vorbeben, on the financial crisis, has
received the prestigious GetAbstract business book award in 2008, and is now published by McGraw Hill
in the US.

Wolfgang and Susanne live in Brussels with their sons Joshua and Elias.

www.eurointelligence.com
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Federation news

WFE comments to IOSCOO0 s i nterim r eonommen
unregulated financial markets and products

Paris, 17 June 2009 - The World Federation of Exchanges (WFE) has submitted comments to the
Technical Committee of the International Organization of Securities Commissions (I0OSCO), which is
expected to issue recommendations on unregulated financial markets and products. A full copy of the
WFEOGs response | &vilianelt Brodsky, @naitmarc di thedBoard of Directors of the WFE
and Chairman and CEO of the Chicago Board Options Exchange (CBOE), signed the comment letter on
behalf of the Federationds Board of Directors, and Regl

AiThe financi al crisis that has wunfolded over the past
systemic risk caused by unregulated markets and product s , 6 Mr . BrodskgfWeamdst nnotweal
work together to develop a comprehensive regulatory framework for these over-the-counter (OTC) products

that wil reduce their risk and restore confidence in fi

The WFE comments focus on four specific areas that need improvement to mitigate systemic risk in OTC
markets and products:

1 Transparency i AWFE recommends that regul ators have full
respect to the trading of all market participants in their jurisdiction, regardless of how trades
occur . 0

i Standardization i AWFE believes that the benefits of standardization outweigh any drawbacks
associated with it, and that OTC products should be

1 Centralized Clearing i fCentralized clearing of less fully standardized products can still contribute to
the reduction of systemic risk, but regulators must recognize that just shifting the risk to the clearing
corporation does WRbdoesadt recommend that stahdérdization and central
clearing be forced on all OTC instrumentsé Cust omi :
requirementsand wi th capital requirements that reflect the

1 Margin and Capital Requirements i fA fundamental contributor to the financial crisis was the

expansion of |l everageé It became very difficult eve
traded in standardized for m IWFE sronglyergcommerde that mar ket p
regul ators establish capital reqguirements for produ
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ifThe member exchanges of WFE have e xstserousdingteanspareqmcg r i ence i
the development of standardized products, and the centralized clearing of products, 6 Mr . Br othe k y

WFE and its member exchanges stand ready to work with IOSCO, individual regulators and OTC market
participants addresst hese i ssues. 0

wr ot

WEFE is the association of more than 50 regulated exchanges around the world. It develops and promotes
standards in markets.

Media Contacts:

1 WFE: Peter Clifford, +33 (0) 1 58 62 54 01, pclifford@world-exchanges.org; Sibel Yilmaz
syilmaz@world-exchanges.org

I CBOE: Carol Kennedy, (312) 786-7323, kennedyc@cboe.com
1

Intermarket Communications: Andrew Yemma, 212-754-5450, ayemma@intermarket.com or
Stephanie Dilorio, 212-754-5181, sdiiorio@intermarket.com

See next page for the WFE response letter.
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“ WORLD FEDERATION
j OF EXCHANGES

Mr. Greg Tanzer
Secretary General
I0SCO / OICV
C/Oquendo, 12

ES - 28006 Madrid

Paris, 15 June 2009

By fax n° +34.91.555.93.68

10SCO’s interim recommendations on unregulated financial markets and products

Dear Mr. Tanzer,

On behalf of the World Federation of Exchanges Board of Directors and Regulation
Committee, thank you for giving our organization the opportunity to comment on this
important public policy matter. WFE appreciated the invitation to attend the review meeting
held at I0SCO in Madrid on May 29, 2009, in order to refine its thinking together with
colleagues and the leaders of the task force. Individual member exchanges of WFE continue
to share detailed analyses of market conditions with their securities regulators, and some
members are responding to I0SCO individually on these interim recommendations.

The financial crisis that has unfolded over the past year and a half has exposed previously
unrecognized systemic risk related to unregulated markets and products and has caused a
dramatic loss of confidence in all financial institutions. The I0SCO Technical Committee is
to be congratulated for devising interim solutions to the problems recently raised by these
unregulated markets and the products traded there. We must now all work together to develop
a comprehensive regulatory framework for these over-the-counter (OTC) products that will
reduce systemic risk and restore confidence in financial markets.

The Consultation Paper focuses on matters relating to securitization and credit default swaps,
Our comment letter does not direct itself to the specific recommendations of the Task Force
related to these products. While we would endorse the Task Force recommendations, our
comment letter focuses on the broader question raised in Chapter 6 as to whether the
principles in those recommendations should be more broadly applied to other unregulated
product and markets. In our view, the major elements required to reduce the systemic risks
originating in unregulated markets and products are transparency, an efficient price discovery
mechanism, standardization, centralized clearing, proper capital and margin requirements, and
risk management; each is briefly commented on below.

Transparency. Transparency is at the heart of the price discovery process and central to the
monitering and control of risk. Knowledge of individual trades and who holds what positions
is central to the regulatory tasks of protecting the market from manipulation, fraud, insider
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trading, and other abuses. WFE recommends that regulators have full acéess to all
information with respect to the trading of all market participants in their jurisdiction,
regardless of how the trades occur. This would provide regulators the necessary information
to detect overall risk exposure and excessive risk-taking by firms.

At the same time, WFE recognizes that reporting to the regulator is different than reporting to
the market overall. Public reporting requirements should support the price discovery process
but should not go so far as to provide market users with the trading intentions or positions of
other market users unless this is necessary to achieve some overriding objective, In the final
analysis, transparency is one of the simplest and most powerful tools at regulators” disposal.
The current availability of data related 1o OTC market falls short of what is necessary, and
WEFE would urge regulators to assure that they have the means to obtain full access to all
relevant information.

Standardization. The lack of standardization in OTC products is the biggest obstacle to
centralized clearing as well as trading. The economic objectives underlying much OTC
trading could be achieved with greater standardization of OTC products, with the creation of
comparable standardized products that can be centrally cleared, and with the use of existing
exchange-traded products or newly developed standardized products that could be exchange-
traded. Market participants’ current efforts at standardization are acknowledged and it is
likely that much more can be achieved. WFE believes that OTC products should be
standardized where feasible. However, the definition of “standardization™ in OTC produets
may require further study and refinement,

Centralized Clearing. The value of centralized clearing has been clearly demonstrated since
August 2007, and there is broad agreement that, to the extent possible, there should be
centralized clearing for OTC products. There may be some intermediate clearing services
which could be offered quickly and which OTC participants may find useful. However, the
form of centralized clearing which yields the lowest systemic risk is one in which fully
standardized products are cleared in an environment in which novation and multilateral
netting can oceur, ie. within a central counterparty (CCP). Centralized clearing of less fully
standardized products can still contribute to the reduction of systemic risk, but regulators must
recognize that just shifting the risk to the clearing corporation does not eliminate it. In other
words, CCP clearing is the option leading to the best risk management. Where centralized
clearing is not suitable, there would still be benefits from bilateral netting and collatcralization
of open risk positions by third party agents. This would ensure that gross risk is reduced as
far as possible and that remaining open risks are collateralised.

WFE does not recommend that standardization and central clearing be forced on all OTC
instruments. ~ With respect to standardization, there are valid business purposes for
customization. Customization should be allowed, but with reporting requirements and with
capital requirements that reflect the increased risks. In other words, rather than mandating
central clearing services, it is important that economic incentives be put in place to encourage
CCP usage; market participants would retain the choice, but CCP clearing would be
economically advantageous.

In order 1o protect the integrity of centralized clearing, products that move to centralized
clearing must be able to fit within the risk management procedures available to the clearing
houses. For true risk reduction and optimal efficiency, clearinghouses must be entrusted with
frontline control over margining requirements, the suitability of instruments admitted to the
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clearinghouse, the types of positions accepted, and the selection of participants having direct
access to the clearinghouse. Different CCPs may have different risk management tools at their
disposal. and it is important that they have the final say as to what instruments they take on
their books, in what form, what margins they require. and how they evaluate them.

Margin and Capital Requirements. A fundamental contributor to the financial crisis was
the expansion of leverage. Dealer capital requirements were based in part on the assumption
that positions could be rapidly liquidated, an assumption that proved to be incorrect. The
further one gets from standardized, transparent markets, the less this is true. In fact, it became
very difficult to even place a value on products that were not traded in standardized form in a
regulated marketplace.

WFE strongly recommends that regulators establish capital requirements for products that
reflect these risk differentials. For example there could be one level for customized OTC
products, another for standardized OTC products that are cleared through a CCP, and a third
for standardized products that are traded on organized markets and cleared with CCPs
offering novation and multilateral netting.

Capital requirements (and margin requirement, where applicable) impact the profitability of
products and affect the behaviour and risk appetite of market participants. Thus, they can be
used as an important tool for effective regulation in reducing risk and improving investor
confidence. Market participants are far less likely to move to standardized products and
centralized clearing if there are no economic incentives. Regulators should use these tools to
create capital requirements that reflect the risk inherent in the instruments and how they are
traded. These capital requirements should make it economically atractive to direct trading
activity to more standardized products and to clearing venues that reduce the overall risk to
the financial system.

WFE recognizes that standardization of OTC derivatives, transparency and centralized
clearing may lead to greater price competition, narrower margins, and the creation of more
exchange-traded products. We also recognize that exchange-traded derivatives and OTC
instruments can be seen, on the one hand, as being in competition with one another, and, on
the other hand as complementary. each contributing to the success of the other. Participants
in the OTC markets, such as large firms and banks, can contribute liquidity to exchange-
traded products. Exchange trading can provide powerful benefits for market participants: 1)
exchanges can provide a vehicle for broader participation and the resultant spreading of risk;
2) exchanges can provide a vehicle for competitive price discovery; 3) exchange price
discovery can provide information for marking products to market, which clearing firms need
in order to properly value the instruments being traded, and 4) exchange markets can provide
OTC participants with a venue for hedging their risks.

Risk management. Risk management is another essential element to reduce systemic risk.
Given the volume, variety and complex structures of OTC products, regulators must ensure
that an effective risk measurement and monitoring system is in place, and that this system is
used in the overall management of risk.

Finally, we would point out the importance of international cooperation. The financial crisis
underscored the interconnectedness of the world’s financial markets. As various jurisdictions
establish measures designed to avoid a repeat of the problems identified, it is critical that
these measures be coordinated, The world’s financial services tend to be concentrated in a




Focus | June 2009 15

relatively small number of large financial institutions that are global in their reach. Lack of
international coordination will only invite regulatory arbitrage and a repeat of otherwise
avoidable problems,

In closing. the overriding issues are 1o restore soundness to financial markets and to restore
confidence in the markets. We believe that OTC participants, regulators, central
counterpartics and exchanges all have a huge stake in the successful implementation of a
regulatory structure that will address these issues. The member exchanges of WFE have
extensive experience in dealing with issues surrounding transparency, the development of
standardized products, and the centralized clearing of products. The WFE and its member
exchanges stand ready to work with I0SCO, individual regulators and OTC market
participants to address these issues.

Sincerely yours,

(,Jb(é‘w&‘ /f/v#/;

William J. Brodsky*
WFE Chairman

Copies: WFE Board of Directors and Regulation Committee

* Chairman and Chief Executive Officer of the Chicago Board Options Exchange
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Highlights from 2008 IOMA/IOCA Survey

The IOMA Survey is conducted by WFE with the assistance of Didier Davydoff. The findings of this report
were presented at the IOMA/IOCA Annual Conference held in Frankfurt in April 2009. The report will be
available by 26 June 2009 at the WFE website under IOMA http://www.world-exchanges.org/ioma

Here are some of the highlights:

1 17 billion derivative contracts were transacted in 2008 on exchanges worldwide (7.8 billion

futures and 9.3 billion options).

Derivatives volume growth rate
40%
35%
2003/02
30% +
2004/03
25% ——
2005/04
0/fy ——
20% 2006/05
15% — m 2007/06
100% = — = — = 2008/07
5% +— —
0% T
Options Futures Total

The global activity of derivatives exchanges is heavily influenced by the weight of the Korea Exchange in
equity index options trading. When KOSPI 200 options traded on the Korean market are excluded from

statistics, the growth rate of options trades is the weakest since 2003.

i In 2008, the growth rate in the volume of equity derivatives was more than halved

compared to 2007, even if KOSPI 200 options are taken into account or not.
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Contracts traded by product group (billion contracts)
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In 2008, equity products accounted for 69% of all derivatives contracts in terms of the number of
contracts traded. The growth rate of volume was half as compared to the previous year for all
equity products except for index futures. For index futures it decreased by 12% (34% in 2008
against 46% in 2007)

In 2008, the growth rate of trading volumes was still very high, although it was half as compared

to the exceptional year of 2007 (17% against 34%). However, the contrast is striking between the

growth rate of the first three quarters and year-end, and between the growth rates across
countries. Before the announcement of Lehman Brothe
on a path of slower growth than in 2007, especially in Europe.

Annual growth rate of stock options volume
70%

60% ® Americas

Asia Pacific
50%

Europe- Africa- Middle Eas!

40%

30%

20%
10% I
0% f—

B i

-20%

-30%

-40%

JanAug 08 Sep08 Oct08 Now08 Dec08 Jan09 Feb09

we



18 Focus | June 2009

An additional trend in 2008 was the rise of options on sector ETFs. The options on the financial sector
SPDR became the third most active option on ETFs on CBOE (25.9 million traded options, i.e. almost four

times more than in 2007).

1 In 2008, the stock futures market continued to grow more rapidly than other segments of the

derivatives market. The annual growth rate in 2008 was 66% after having doubled in 2007.

Annual growth rate of stock futures volume
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This market remains located in the Europe-Africa region and in the Asia-Pacific region. In North America
the only exchange proposing this class of products for trading is OneChicago where trading fell by a half
in 2008 compared to 2007.

91 Trading in all types of interest rate products diminished in 2008, especially in futures.
1 Currency derivatives remain a relatively small segment of organised derivatives markets.

1 Commodity derivatives are the only segment of the market which continued its very rapid growth,
especially in the futures market (+ 38% in 2008 against 19% in 2007). In this class of underlyings,
futures are much more actively traded (1,5 billion contracts traded in 2008) than options (154

million contracts).

IOMA Derivative trading: trends since 1998

This report aims at presenting a broader view of general trends in the industry over the last 10 years.

All groups of products (defined by their underlyings) showed an increase in their trading volumes between
1998 and 2008. The smallest increase observed was for interest rate products with volumes increasing

3.6 times, while stock index options and futures showed the largest rise with volumes increasing 17 times.
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Contracts traded by product group (base 100 in 19¢
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The below table shows the respective contributions of exchanges that were already offering a given group

of products in 1998, and exchanges newly offering these products.

Contribution of existing and new exchanges to the growth of derivative trading

(millions of contracts traded)

Index

Equity | Equity Index LTIR LTIR

options | futures | options futures options futures
(1) Vol. in 1998 623 - 196 172 75 421
(2) Add. trading 2008/1998: (3) + (4) - (5) 3745 1059 3881 2114 96 900
(3) Of which ex. already present in 98 2541 - 3613 1819 108 884
(4) Of which new exchanges 1204| 1059 268 295 0 20
(5) Of which ex. that exit the market - - - - 12 4
(6) Vol. in 2008: (1) + (2) 4368 1059 4077 2 286 171 1322

Number of exchanges active in that market

Number of exchanges in 1998

26

0

a7

44

18

29

Number of exchanges in 2008

27

19

30

30

16
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Over the last ten years, the development of derivative trading was very impressive. Volumes increased
7.8 times and grew even more rapidly than volumes on cash markets, especially between 2003 and 2007,
when equity markets were bullish.

The highest growth rate was observed for equity derivatives: volumes increased 13.5 times between 1998
and 2008 and in 2008 they accounted for 69% of the derivative trading volumes against 40% in 1998. The
growth of equity derivatives has been stronger than the one of cash equity markets. The other products,
namely interest rate, currency and commodity derivatives, also experienced rapid growth during this
period: they grew respectively 5.7, 4.9 and 7.8 times.

Regarding regional development of derivative trading, the most striking phenomenon is the tremendous
growth of Asia with the impressive development of KOSPI 200 Options. Apart from this particular product,
Asia Pacific region also developed with the arrival of new stock exchanges. In Americas, equity options
were very successful, particularly with options on ETFs and in Europe, index options experienced a
strong growth mainly driven by Eurex.

In ten years, the industry of stock exchanges saw many changes. There have been a lot of mergers and

acquisitions involving the biggest stock exchanges and new exchanges appeared.

In the recent years, electronic trading has gained an increasing share of the trading activity. Nevertheless,
the analysis of the velocity of trading demonstrates that the increase of derivative trading was not mainly
generated by the development of algorithmic trading. The growth of derivative markets is driven by an
increasing use of its products by investors and other economic agents. Further developments are
expected following the demand for safer markets by investors, market players and regulators, which
should result in a transfer of a significant part of OTC trading to on-exchange trading.



News (A-Z)

Corporate news

Bombay Stock Exchange appoints new CEO

Mr. Madhu Kannan has been appointed as
Managing Director & Chief Executive Officer of the
Bombay Stock Exchange from 11 May 2009. Mr.
Kannan has held various senior roles across
businesses at the NYSE Euronext. Prior to his
appointment at BSE, Mr. Kannan was a Managing
Director with Bank of America - Merrill Lynch
based in New York.

Bursa Malaysia establishes new subsidiary to
develop its Islamic Capital Market

The new subsidiary, called BMIS, will drive the
growth, operations and business activities of the
Islamic Capital Market set up by the exchange
and will focuse on efforts to develop and promote
the Malaysian Islamic Capital Market via
innovative products and infrastructure.

Hong Kong Exchanges appoints new CEO

Mr. Charles Li will succeed Paul Chow as Chief
Executive Officer and an ex-officio member of the
Board, effective 16 January 2010. To ensure a
smooth transition, Mr Li will join the Exchange on
16 October 2009.

Merger of Johannesburg Stock Exchange and
Bond Exchange of South Africa approved by
competition authorities

The Competition Tribunal gave its approval for the
merger of the two businesses. This decision,
together with the approvals already obtained from
the South African Reserve Bank and the Financial
Services Board, means that all regulatory
approvals required for the merger to go ahead
have been obtained.
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K. Damitov elected President of Kazakhstan
Stock Exchange

On 30 April 2009, the exchange council of the
Kazakhstan Stock Exchange elected Kadyrzhan
Damitov, aged 49, as the new KASE President for
a two-year term.

London Stock Exchange Group launches bond
issue

The successful issue of GBP 250,000,000 was
made on 11 June 2009, due on 18 October 2019.
The proceeds will be used to refinance existing
short term borrowings, and to extend the debt
maturity profile of the Group. The bond issue will
be listed and traded on London Stock Exchange.

NASDAQ OMX Baltic exchanges form

institutional equity research company

NASDAQ OMX6s exchanges
Vilnius, part of NASDAQ OMX Group established
the Emerging Nordic Research. It is the Baltic
regionos first
research company founded with the explicit aim of
serving institutional investors.

NASDAQ OMX divested its holding in Orc
Software

The NASDAQ OMX Group has divested its entire
holding in Orc Software through an accelerated
book building offering. NASDAQ OMX sold its
25.25% share in Orc Software to a mix of Swedish
and international investors at a share price of SEK
110.
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Financial results
BM&FBOVESPA

First quarter of 2009 results

- Net income (unadjusted): BRN 227 m, a slight
decrease of 1.4% compared to the same period of
2008

- Net revenues: BRN 316.5 m, a drop of 20.2%

- Operating expenses: BRN 148.8 m, a surge of
12.2%

Deutsche Borse

First quarter of 2009 results
- Net income: EUR 205.9 m, a decrease of 32.3%
compared to the same period last year
- Total sales revenue: EUR 539.8 m, declining by
16.2%, of which:
1 Xetra segment : EUR 63.9 m (-45%)
1 Eurex segment: EUR 221.1 m (-19%)
i1 Clearstream segment: EUR 182.3 m (-3%)
1 Market data & Analytics: EUR 28 m (+1%)
1 IT segment: EUR 24 m (stable)
- Total costs: EUR 297.6 m, a decrease of 5.8%.

Hong Kong Exchanges

First quarter of 2009 results

- Net income: HGD 834.3 m, a decrease of 49%
compared to 1,650 m recorded in the same period
of 2008

- Revenue: HGD 1,341 m, a drop of 41%

- Operating expenses: HGD 354.4 m, a decrease
of 7%

Irish Stock Exchange

Full year 2008 results

- Profit from operating activities: EUR 6.6 m (-39%
compared to 2007

- Revenues: EUR 24 m (-21% from EUR 30.3 m in
2007

- Costs : EUR 17.4 m (-11% from EUR 19.6 m in
2007).

London Stock Exchange Group

Year ended 31 March 2009 results

(Preliminary results)

- Revenue: GBP 671.4 m, up 23%; a 1% increase
on a pro forma basis assuming the merger with
Borsa Italiana had taken place on 1 April 2007

- Adjusted operating profit: GBP 338.6 m, up 17%;
down 1% on a pro forma basis

Oslo Bors

First quarter of 2009 results

- Profit: NOK 42.2 m, a decrease of 63.6% over
the same period of 2008

- Operating revenues: NOK 231.1 m, a drop of
21.3%

Tehran SE Corp.

Year ended 20 March 2009 results

- Net income: USD 5.09 m

- Total operating revenues: USD 13.9 m, of which
trading commission fees (USD 8.7 m), brokerage
fees (USD 2.9 m), listing fees (USD 1.7 m).

Indices

Borsa lItaliana and FTSE launch FTSE Italia
Index series

The FTSE Italia Index Series, launched on 1 June
2009 is designed to represent the performance of
shares listed on the markets of Borsa Italiana.
From 1 June, Borsa Italiana will discontinue the
publication of all its informative indexes, such as
Mibtel, Midex, Mex, Mib Sectoral, Mib R, All Stars.
Index derivatives products contracts traded on the
| DEM mar ket will us e

Deutsche Borse offers new index for secured
money market

Deutsche Borse has added a new interest rate
index for the short term interest rate market to its
product offering, the GC Pooling EUR Overnight
Index (GCPI). This is its first index for money
market trading based on secured money market
transactions in the EUR GC Pooling market.

AFTSE Ml
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Irish Stock Exchange launches ISEQ IEX Index
and two new ISEQ 20 Indexes

The ISEQ IEX Index will track the performance of
the 25 Irish based companies which trade on the
Irish Enterprise Exchange, the ISE market for
smaller growth companies. In addition , the Irish
Stock Exchange also launched two new ISEQ 20
based indexes: the ISEQ 20 Capped Index and
the ISEQ 20 Leveraged Strategy Index. While the
existing ISEQ 20 caps the maximum weighting of
any one company in the index at 20%, the
Capped Index limits the maximum weighting to
9%. The ISEQ 20 Leveraged Strategy Index is a
benchmark index for strategic investors and
assumes an investment which is equally made up
of cash and borrowings. This allows an investor to
double the return on

less any cost associated with related borrowings.

Bankers
index for

NASDAQ OMX and American
Association  introduce new
community banks

The NASDAQ OMX ABA Community Bank index
enables investors to track the performance of the
most actively traded of the approximately 600
community banks listed on the NASDAQ Stock
Market.

NASDAQ OMX and CRD Analytics launch new
index on corporate sustainability performance

The new index, called NASDAQ OMX CRD Global
Sustainability 50 Index enables investors to track
the performance of the companies that are taking
a leadership role in sustainability performance
reporting. These companies have voluntarily
disclosed their carbon footprint, energy usage,
water consumption, hazardous and non-
hazardous waste, employee safety, workforce
diversity, management composition and
community investing.

NASDAQ OMX Stockholm launches new index

On 1 July 2009, NASDAQ OMX Stockholm will
launch a new portfolio index, the OMX Stockholm
60 (OMXS60). The OMXS60 index includes the
60 most traded stocks on NASDAQ OMX
Stockholm.

t he
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Wiener Borse launches ATX Fundamental

index

The ATX Fundamental index is weighted
according to certain fundamental ratios and made
up of companies in the Austrian Traded Index
(ATX). In contrast to the ATX, the weighting of the
companies in the ATX Fundamental is not based
on market capitalization, but rather on a factor
computed by Wiener Borse taking into account
three fundamental ratios: return on assets, net
dividend yield and price-to-book ratios.

Inter-market links

Koreg Exghangp. &greaPawet i ¢hangsm foe
MOU with Chicago Climate Exchange to
establish emissions trading in Korea

Korea Exchange, Korea Power Exchange, and
Korea Energy Management Corporation signed a
memorandum of understanding with Chicago
Climate Exchange to collaborate in preparing for
the establishment of emissions trading in Korea.
Parties to the agreement will explore avenues of
cooperation in the establishment of Korean
emissions trading and matters relating to the
infrastructure for emission trading, both of which
could play an important role in
carbon green growtho in

London Stock Exchange signs shareholders
agreement with Tokyo Stock Exchange for
Tokyo AIM

This shareholders' agreement formalizes the
funding and governance of the joint venture
company called Tokyo AIM, a new market for
growing companies in Japan and Asia. Tokyo AIM
will be owned 51% by the Tokyo Stock Exchange
and 49% by the London Stock Exchange, and will
be incorporated and operated in Japan.

NASDAQ OMX signs MOU with Tianjin, China
Government

The Memorandum of Understanding regards the
overseas listing possibility for companies in the
Tianjin - Binhai new economic area. The
agreement provides support for Tianjin companies
wishing to list overseas and the exchange of
information with regard to capital raising and
support services for public companies domiciled in

promotin
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Tianjin. Tianjin is one of four state municipalities in
China and the third largest city after Beijing and
Shanghai.

Deutsche Borse offers new high-speed
connection to Xetra and further reduces

network latency

Xetra Release 10.0 is the latest version of
Deut sche B-QEurepeah dradipgagystem
Xetra, featuring many technical improvements,
particularly for algorithmic trading. An additional

feature is the introduction of A nerer si
orders intended for a-l
persistento orders ar e

systems and are thus designed not be executed
after interruptions in trading. Xetra participants
can now use two new separate high-speed
interfaces: Enhanced Transaction Solution allows
orders and prices to be entered more quickly; the
second one is the Enhanced Broadcast Solution
which serves to transmit unnetted market data.
Participants are informed faster than before about
the status of their current orders.

NYSE Euronext technologies selected by BIDS
Trading for its global data feeds

NYSE Technologies, the commercial technology
division of NYSE Euronext, and its product
SuperFeed which is a fully-managed data ticker
plant offering the extensive global market
coverage of the SFTI network combined with the
microsecond latency have been chosen by BIDS
Trading for the implementation of its own data
feed.

NYSE Euronext releases sponsored Deep
Value algorithms to trading floor brokers

NYSE Euronext has completed the roll out of the
first phase of more than 20 execution algorithms
provided by Deep Value Inc., adding to its floor
broker algorithm initi
inception in July 2008, trading floor brokers have
utilized algorithmic execution strategies directly
from their hand-held devices. This initial suite of
Deep Value algorithms introduces the concept of
micro-strategies. Deep Value servers are co-
|l ocated i n NYSE
directly wutilize

st
g9

at

market data to minimize latency and maximize the
value of the algorithms to the floor broker
community and their customers.

War saw Stock Exchange facilite
access to trading engines through web

browser

WebPAM is a new software developed by NYSE

Euronext Technology and implemented by the

Warsaw Stock Exchange which will give
investment firms access to the

system via a web browser. The new service will
make the submission and execution of orders by
WSE Main List and NewConnect market members
soth bdlier and simpler and, most importaptlﬁ,oars]

n@ecrg:l{retaé‘ JEithradiﬁoﬁaF‘aéc%s"s Sotutiond!

saved in exchange

New products

Bursa Malaysia to offer multi-currency trading

To diversify its products offering, Bursa Malaysia
will launch a multi-currency securities framework
that will support listing, trading, clearing and
settlement of securities in non-Ringgit on 13 July
2009.

Eurex introduces and silver

derivatives

agricultural

Two new asset classes will extend Eurex product
offering. On 15 June 2009, new futures and
options based on silver were introduced. Like the
previously launched gold derivatives, the silver
products are US dollar denominated and cash
settled contracts; they will be based on the
benchmark London silver fixing. In July 2009, the
Exchange will introduce four new futures based on
agricultural products.

Eurex introduces catastrophe derivatives

Wind damage futures (hurricane futures) will be

lpupchied ors 2%, duge 2009.e Thep iNtEP@UEtiaNm o6 s

represents another milestone in Eur e x 0 s

to expand into new asset classes. Hurricane
futures will provide users (e.g. asset managers,
hedge funds, banks and (re)-insurance
companies) with a straightforward opportunity to

Eur on e x tirade or heglge ggainsteinpyred dogses sefpigd to
N YrSFeed T esPasificstors gvendss o6
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NASDAQ OMX Broker Services launches two
new products for the Nordic market

The new products, NOIIS and NetClear, are
targeted to market participants active in the Nordic
market. NOIIS (NASDAQ OMX Information
Interface Service) enables market participants to
connect to a large number of information sources;
NetClear is a tool for automated handling of
centrally cleared trades that allows market
participants to reduce clearing & settlement
investments and running costs as well as
operational risk.

Singapore Exchange plans to launch fuel oil
futures contract

The Singapore Exchange will be launching a fuel
oil futures contract, to be traded on its derivatives
platform in the second half of 2009.

TMX6s Montr ®al
futures contracts on S&P/TSX Composite
index

The introduction of this new contract expands the
product line of index futures contracts offered by
t he Montr ®al Exchange
subsidiary. It will provide more diverse trading
opportunities for portfolio managers, individual
investors and market participants.

Tokyo Stock Exchange lists first bond-index
ETF

The ABF Pan Asia Bond Index Fund (PAIF) listed
on the Tokyo Stock Exchange on 19 June 2009
tracks the iBoxx ABF Pan-Asia Index designed to
measure the performance of government and
qguasi-government bonds in 8 Asian markets
(China, Hong Kong, Indonesia, South Korea,
Malaysia, Philippines, Singapore, Thailand).

New services

BMEO® s I nfobol
information to its service

s a adds

Infobolsa, the information dissemination company
jointly owned by BME and Deutsche Borse, has
reached an agreement with Noesis to disseminate
the information it provides, which features over

Exchange
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150 macroeconomic indicators from 30 countries,
a weekly calendar of macroeconomic data and an
interactive map that provides access to the
countriesd main indicat

BM&FBOVESPA authorizes derivative trading
via co-location

From 15 June 2009, BM&FBOVESPA offers
Direct Market Access via co-location for the
derivatives. The objective of this new technology
is to attract more investors and to promote
liquidity. Co-location is a form of Direct Market
Access (DMA) that allows brokerage houses and
investors to install their own computer servers in
the Exchangeds dat a

CME Group combines New York trading floors

Following its 2008 acquisition of NYMEX, the
CME Group has now completed its New York
tradingt flogy ginfegration. The rntegration was
completed in two phases: first the reconfiguration
of the energy trading floor, and the combination of
the energy and metals futures and options trading
rings onto one trading floor.

DelitMXO Borse dffels linviék tcdryoafe action
forecast service

The new service is the first to supply information
on upcoming corporate actions and their effects
on Deutsche Bérse indexes, such as dividend
payments, stock splits and spin-offs including
currency information. Thus, with the Index
Corporate Action Forecast, forecasts on all
corporate actions that affect the DAX, DAXplus or
DAXglobal index families, can be subscribed on a
daily basis.

Istanbul Stock Exchange introduces platform
for electronic posting of company disclosures

As of 1 June 2009, | SE
Di sclosure Pl atfor mo,
system enabling the companies traded on the
Exchange da=release canyi information required to
be publicly disclosed in compliance with the
respective legislation, using Internet and
electronic signature technologies.
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NYSE Euronext and Virtua Research launch
project to boost independent research of listed
issuers

The project aims to enhance the information and
transparency of NYSE- and NYSE Amex-listed
companies and help investors make more
informed decisions. Under the arrangement,
NYSE Euronext enables Virtua Research to offer
independent research coverage for an initial group
of companies through interactive financial
modeling tools that are accessible to all investors.

NYSE Euronext unveils four online products
intended to listed issuers

The four innovative web-based offerings are:

- NYSE Connect, a new collaborative forum for
NYSE- and NYSE Amex-listed company
executives to stay connected, share best practices
and ideas

- NYSE Alliance Network, an online marketplace
for companies to sell their products and services
to employees of other listed companies at an
attractive loyalty discount

- NYSE Profile of the Week, a web-based visibility
program that aggregates information and delivers
proprietary market data previously not available to
investors; and

- ASSET4 assetmasterExecutive, a tool which
helps NYSE-listed companies benchmark their
extra-financial policies and practices.

NYSE Liffe improves quality of Amsterdam
options market

On 2 June 2009, NYSE Liffe introduced premium-
based tick size for all equity options traded on
Amsterdambs derivatives
options with a premium of EUR 0.20 or lower can
now be entered and traded at a tick size of
EUR 0.01. The change will make it possible to
trade all prices between EUR 0.01 and 0.20 at 1
cent intervals, and result in a narrower spread
between the bid and ask price. The standard tick
size of EUR 0.05 will continue to apply to prices of
EUR 0.20 and above.

Osaka Securities Exchange establishes
remote transaction participant system

The remote transaction participant system allows
foreign securities brokers to access directly to the
Osaka Securities Exchange markets without
having a branch office in Japan, in order to further
increase liquidity and improve efficiency in pricing.

Shanghai Stock Exchange enhances listed
companies' governance

The Shanghai Stock Exchange has decided to
further improve corporate governance, and to
establish the Committee for Promotion of Listed
Companies' Governance. The aim is to increase
corporate governance in four areas, namely illegal
occupation of listed companies' capital by major
shareholders, illegal guarantees by listed
companies, horizontal competitions and non-fair
connected transactions, and fulfillment of
promises in equity division reform.

Shenzhen Stock Exchange signs cooperation
agreement with Xinhua News Agency

According to the agreement, Xinhua News Agency
will set up a financial information collection site in
Shenzhen Stock Exchange. Both sides will
establish an open and efficient financial
information  collection  system,  strengthen
cooperation in information data and services, and
spread information and data of Shenzhen Stock
Exchange through the financial information
platform.

TMX Groupods TSX
processor for  exchange-traded
machrkiest . Orders for

equity

TSX, the wholly-owned subsidiary of TMX Group
will act as an information processor for exchange-
traded equity securities for a period of five years
commencing 1 July 2009. The role of an
Information Processor is to provide a central
source of consolidated Canadian equity market
data that meets standards approved by regulators.
The TMX Information Processor products include
the Consolidated Data Feed (CDFTM), Canadian
Best Bid and Offer (CBBO), Consolidated Last
Sale and a consolidated book.

becomes
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Post trade

LCH.Clearnet will clear trades of Hong Kong
Mercantile Exchange

LCH.Clearnet and the Hong Kong Mercantile
Exchange have agreed initial terms for
LCH.Clearnet to provide clearing for Hong Kong
Mercantile Exchange, subject to regulatory
approval. The new Exchange is developing
customer-focused products and hiring a world-
class workforce and experienced management
team to launch a state-of-the-art commodities
platform for the region in the near future.

NASDAQ OMX Nordic Exchange introduces
interoperability allowing competitive central
counterparty clearing

NASDAQ OMX Nor di co6s
clearing service partners EMCF, EuroCCP and
SIX x-clear have agreed to achieve interoperability
by end of January 2010 in order to support a
competitive clearing model on its Nordic markets.
Today, NASDAQ OMX offers optional CCP on its
Nordic markets through EMCF, and will introduce
mandatory CCP clearing in October 2009.

NYSE Euronext receives FSA approval in
principle for NYSE Liffe Clearing

NYSE Liffe, the derivatives business of NYSE
Euronext, has received approval in principle from
the UK Financial Services Authority to launch
NYSE Liffe Clearing, its central clearing
counterparty for its London derivatives market.
NYSE Liffe Clearing is due to begin operating on
27 July 2009. In October 2008, LIFFE and
LCH.Clearnet entered into binding agreements to
establish NYSE Liffe Clearing.

TMX6s Montr ®al
SOLA Clearing

The new clearing platform, launched by the
Montréal Exchange and the Canadian Derivative
Clearing Corporation, two TMX subsidiaries,
provides both better service to clients as well as
the flexibility to enhance Canadian Derivative
Clearing Corporationds

centr al
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Regulation
CFTC new Chairman

On 19 May 2009, Gary Gensler has been
confirmed by the US Senate as the new Chairman
of the Commodity Future Trading Commission.

Shenzhen Stock Exchange releases New

Market listing rules

After the approval of Chinese market regulator,
the Shenzhen Stock Exchange formally released
the listing rules for its New Market dedicated to
small companies. The rules will be effective from 1
July 2009.

Other

counterparty
FEAS and Dow Jones Indexes launch regional
indexes

On 5 June 2009, the Federation of Euro-Asian
Stock Exchanges (FEAS) and Dow Jones Indexes
launched the Dow Jones FEAS Indexes, made of
a composite index and two regional sub-indexes.
The Dow Jones FEAS Indexes are designed to
underlie index-linked investment products such as
funds and structured products. Dow Jones FEAS
Composite Index currently includes component
stocks of 10 of the 32 members of FEAS: Abu
Dhabi, Amman, Bahrain, Belgrade, Bulgarian,
Istanbul, Karachi, Macedonia, Muscat and Zagreb
Stock Exchanges.
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Summary of key market indicators -
May 2009

The complete list of WFE monthly and annual statistics and definitions for data sets can be found at
www.world-exchanges.org/statistics. They are subject to regular review, and data sets are added as new
products are introduced on-exchange.
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