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Introducing VolContracts” — Realized-Volatility Instruments

In todafy;s market, risk management is more important than ever, and trading volatility directly
provides an efficient and effective way to manage risk. By trading with market volatility —
instead of against it —VolContracts offer market participants an opportunity to profit

from the one market constant: change. VolContracts will provide ®

traders with an instrument to hedge against, invest in, or speculate VOI

on, the realized volatility of a myriad of underlying assets. Where Volatility Meets Its Match™




EXCHANGES — FUTURES & OPTIONS

As challenging as 2010 was, exchanges made good use of it by
preparing themselves for the coming year. Here’s a snapshot of what's
on the way for the top exchanges. By Chris McMahon

Gearing up for a
whole new game

hile regulators struggle to deal with derivatives
across borders, the exchanges used 2010 to get
ahead of the game. Exchanges are using their
global reach to implement partnerships that
cross time zones and asset classes. The long global recession,
and the resurgence of political and investor outrage, have seen
market regulators pushing traditionally over-the-counter
(OTC) markets onto exchanges, creating new opportunities.*

CME Group: global view

At CME Group, strategy doesn’t change much from year to year.
“We work hard on developing long-range plans, and this is an
extension of that planning,” says Bryan Durkin, chief operations
officer and managing director of products and services.

That strategy consists of cross-selling and up-selling to the
customer base, plus the creation and development of partnerships
that expand CME Group’s geographic and technological reach.

New business-development sales forces in London
and Singapore cover banks, corporates, commercials,
proprietary trading firms, asset managers, hedge funds and
intermediaries. “As they expand their interests and horizons

beyond the single asset class they may have been utilising in
our markets, we help identify other products and services
to address their risk- management or portfolio needs,”

says Durkin.

CME Group has partnerships with Brazil’s BM&FBovespa,
which is migrating to Globex in early 2011, and Bolsa Mexicana de
Valores in Mexico. CME Group also provides technology services
to the Korea Exchange (KRX) and offers off-hours trading of
the KOSPI 200; hosts Bursa Malaysia’s benchmark palm-oil
contracts on Globex; and has a cross-licensing relationship with
the National Stock Exchange of India, that country’s largest stock
exchange, to offer E-mini and E-micro S&P CNX Nifty futures on
Globex. Itis also developing relationships with local regulators
and market participants in China.

“There is a strategy behind this, beyond simply extending
technology relationships or just extending expertise in certain
productareas,” says Durkin, adding that more than 15 per cent of
CME Group’s volume occurs outside US trading hours. “These
partnerships and alliances allow us to expand our reach and
penetration into these various marketplaces, which translates
into new business coming into our core products.”

Doug Rhoten, chief executive officer of ICAP Americas

“What factors make for a good trading access plaiform? The markets have seen rapid change over the past few years
and ICAP has been at the forefront in adapting to those changes. As a world leader in OTC products, ICAP has moved
aggressively into exchange-traded futures and options markets as these products move closer towards fungibility.

“ICAP Futures is unique in the market in that it works side by side with OTC teams to get the best overall view of the
global market for its clients. ICAP’s presence in both listed and OTC execution provides insight not available with other
broker/dealers. ICAP’s use of technology ensures its clients have access to the top-line exchange-based execution
platforms and the premier voice/electronic brokers in the world.

“It sees value for its clients in putting multi-asset class OTC products into the same execution platforms as futures
and listed options. Distribution is a new value in the platform space where the ability to deploy market access for
futures in the same channel as other key price data present on many trading desks has created an opportunity
for a new entrant. ICAP has substantial distribution of its own and it plans to use these channels to deliver a combination
of related services for its clients.

“ICAP Futures offers global execution on all exchange markets, multi-counterparty clearing arrangements, bundled
direct market access and 24-hour frading capability.”

I ————————
DERIVATIVES 2011 75



EXCHANGES - FUTURES & OPTIONS

CME Group is also expanding into OTC markets, where it Initiatives for 2011 include a new pricing model to further
offers more than 1,000 products. “We are not novices at this encourage volumes, enhance order-book quality and attract new
and have a well-established, proven platform for providing customers. Market-makers that provide significant volume under
comprehensive clearing services,” says Durkin. the programme will receive rebates for both futures and options.

Fee caps will be replaced by a staggered fee model, and customers
Eurex: soiety, :integ l’ity, innovation will benefit from lower transaction fees.
ond efficiency Eurex is also acquiring a stake in ID’s RFQ-hub, which provides
“Eurex’s business model builds on the combination of four software for multi-dealer, bilateral requests for quotes, and
success factors — global distribution, multi-asset class product supports the G20 commitments to improving the integrity and
portfolio, effective risk management and leading technology,” safety of financial markets, and of the OTC markets in particular.

says Andreas Preuss, CEO of Eurex.
“We continuously develop those success factors, togetherwith ~ NYSE LIFFE US: disruptive innovation
our customers, delivering value to the market and contributingto ~ through partnerships

its well-functioning. Safety, integrity, innovation and efficiency NYSE LIFFE US’s most important strategic move has been the
are our benchmarks when we build and operate global liquidity launch of New York Portfolio Clearing (NYPC), a 50:50 joint
pools in derivatives trading and clearing,” he says. venture with The Depository Trust & Clearing Corporation

(DTCC), led by Walt Lukken, former acting chairman of the
Commodity Futures Trading Commission (CFTC).
Capital has become scarce because of the recapitalisation of

“Markets are efficient: bankbalance sheets and impact of new regulation, says Tom

Callahan, CEO of NYSE LIFFE. By increasing capital efficiency
li uid it will onl with a single-margin environment for interest-rate futures versus
q Y Y cash bonds and repos, the exchange could attract order flow,
he adds. “Competing on fees alone does not work in the futures

move if You crede a industry. Markets are efficient: liquidity will only move if you

create a compelling economic reason for it to relocate,” he says.

compelling econom ic Ithasn’t been fast or easy. Because NYPC crosses the divide

between securities and futures, it also crosses regulatory divides,

- 33 i i 11 he CFTC, Securiti d Exch:
redason for it 10 reloCate” e e oo
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Nicolas Bertrand, head of equity and derivatives, LSE Group

“It has been another good year for IDEM, the Italian derivatives market on Borsa Italiana, which is part of the LSE Group.
In 2010, the market traded a record 44.2 million standard contracts, corresponding to over €3.4 billion per day. The
IDEX, Borsa Italiana’s power derivatives segment, was also very active with over 15 TWh traded.

“In November 2010, IDEM migrated to TMX’s automated derivative trading system SOLA. The new SOLA® technology
offers high levels of performance and capacity, as well as new functionalities which, together with its scalability and
flexibility, will enable the development of new products and drive volume growth. Among the most important benefits
for customers are the speed and efficiency offered by the new system.

“We are expanding across the product range and are providing a more integrated offering for clients. At the start
of 2010 we launched futures on the FTSE MIB dividend index and, driven by customer demand, we listed International
stock futures for the first time in December 2010.

“We have enjoyed substantial interest from the international frading community (half of the volumes are from outside
Italy), plus a more diverse client base both nationally and internationally.”

the path of maximum resistance here,” Callahan jokes. “But mixed portfolios, says Callahan. Should the exchange create
we think the result will be something unique in the global aswap execution facility (SEF), it would likely be founded on
futures industry.” similar strategic partnerships.

The delivery process for US Treasury futures also offers “We are likely to initially see a hyper-fragmented landscape
benefits. On the day before expiry of the Treasury futures, in the world of SEFs,” he says. “Unless you have the support of
the contract novates from NYPC to FICC, the cash clearing some of the large market participants, you are likely to get lost
house. On the day before expiry, the futures look like alocked- inthe crowd.”
in T+1 cash bond trade. Therefore, futures contracts and their
corresponding cash positions at FICC automatically net and ICE: fast growth
collapse together — an enormous benefit for players that operate ICE added its clearing facilities to Creditex and launched the

world’s first credit default swaps (CDS) clearing house in 2009,
and has since cleared more than $14.6 trillion by the end of 2010.
All of this has helped ICE’s bottom line. “We’ve grown revenue at
acompound annual growth rate of 56 per cent a year for the past
five years,” says Scott Hill, ICE senior vice president.

To maintain that sort of growth, ICE has pursued technology
acquisitions. Recent examples include TradeCapture, now
ICE Mobile, which allows iPhone and iPad users to view, and
. soontrade, ICE markets; YellowJacket, the instant-messaging
}.'.' technology ICE leveraged for its block trading facility and to
move into the equity options; and Creditex, a credit-market
broker, execution and processing platform for CDS.

r Hill says the exchange is watching where the demand comes
- | from-increasingly China, India, Brazil and other parts of South

L ] America, and Russia - and deciding whether ICE can best serve
those markets through alocal presence or through the existing
exchanges and clearing houses. In the past three years, ICE
d has gone from no clearing houses to running five in multiple

1 jurisdictions. They are a foundation of the exchange’s strategy,
allowing it to quickly absorb disaggregated, bilateral and off-
exchange markets, such as European natural gas. “A lot of the
business is wanting to move into a clearing house, and if not onto
an exchange, then onto an electronic platform,” he says.

In summer 2010, ICE bought the Climate Exchange Plc, parent
of the Chicago Climate Exchange, European Climate Exchange
and minority ownership in the Tianjin Climate Exchange, which
is still in its formative stages. ICE also is working with two of
China’s largest oil producers to hedge their multiple exposures.
“We are dealing with a government that really wants a local
presence,” says Hill. “We know how energy markets trade. We
know how energy markets clear, and we see a market where we
maybe can go in and shape it alittle bit.” @

* This article and the following reviews of exchange
developments were written before news of the proposed mergers
between Deutsche Borse and NYSE Euronext and between
London Stock Exchange and TMX Group.
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proprietary software,
derivatives and structured
products expertise..

S this really possible”

When evaluating technology how do you
ensure you get best value systems that do
exactly what you need and give you the
competitive advantage?

Have you considered co-sourcing? We strongly
believe in partnerships and can bring our expertise
to help you achieve your business goals by delivering
robust software.

Before you discount it talk to thecitysecret, we
specialise in software development for derivatives and
structured products building highly tailored systems for
both the buy and sell side.

Our strong record of working with top tier investment
banks and Hedge Funds speaks for itself.

The expertise we have to offer is in building financial
software for complex and evolving financial products.
We cover all aspects of front- and middle- office from
order flow through to risk management systems.

The custom software model we use works well in
ensuring you own the Intellectual Property rights and you
benefit from “speed to market” by having a tailored solution
optimised to work in your existing infrastructure.

www.thecitysecret.com

For further information:

thecitysecret Itd, Zetland Square, Dundas Street, Richmond, DL10 7AB

thecitysecret

Your solution... L 1.+44(0)1748 822 160 e. more.information@thecitysecret.com
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For every exchange, co-location is a major part of the lbusiness, writes
Chris McMahon. Here's how the top exchanges are using co-location and
proximity services differently 1o handle the demands of the market

o-location,

CME Group

At CME Group, the technology strategy for co-location centres
on the company’s new data centre.

The data centre is co-located with CME Group’s trade-
match engines and uses an equidistant cross-connect to ensure
thatidentical data is distributed to all market participants
simultaneously. Larger than seven football fields and designed
for maximum capacity and minimal environmental impact, it has
184 megawatts of power available through its own substation,
enough to power 100,000 homes.

Bryan Durkin, CME chief operating officer and managing
director, products and services, says the facility will be better
than other similar co-location services, upping the ante for
other providers.

location, location

“All market participants have non-discriminatoryaccess to
the same connectivity options, identical data is distributed to all
market participants simultaneously, and trading in the central
marketplace is fully transparent and competitive,” he says.

Eurex
Eurex doesn’t offer co-location facilities on its own, but
partners with two data centre vendors, Equinix and Colt, both
of which offer relevant services such as delivering leased-line
connectivity and virtual private network (VPN) access to the
Eurex trading system.

“Our core beliefis that we are very good at running an
exchange, but when it comes to running data centres we decided
that best value for money can be delivered if we partner with
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“Our technology enables them to make
decisions in milliseconds to trade cacross
multiple platforms at the same time”

80 DERIVATIVES 2011

an established player for data centre services,” says Wolfgang
Eholzer, head of Eurex trading system design.

About 100 Eurex members now use its proximity services,
receiving market data on a very granular basis through its
Enhanced Broadcast Solution and using the Enhanced
Transaction Solution to send orders and quotes.

Eurex currently runs two separate matching-engine sites in
Frankfurt, each serving different product sets. Together with the
two proximity data centre sites of Equinix and Colt, they form
the corners of a square. Eholzer says the next step will be to move
both matching engines to one proximity site, simplifying the
layout and reducing latency.

While speed is important, Eholzer says “stability is more
important than lower average turnaround times.”

“Predictability has quite a value for proprietary trading firms
that have latency-sensitive business models,” he says, and
options traders typically are more capacity-sensitive, whereas
futures trades tend to be extremely latency-sensitive.

Transparency is another requirement, Eholzer says, so Eurex
shares its data with customers.

“If you share such data, people will challenge what you are
doing. But we think this is the way to make things better for each
member and optimise their and our efforts.”

ICE
The ICE’s co-location strategy emphasises openness and
flexibility for its customers.

“We are vendor-agnostic when it comes to how they connect
tousand how they want to connect elsewhere,” says Mark
Wassersug, ICE’s vice-president of operations.

Wasserug also stresses the importance of stability and
reliabilityin transaction speed, adding that, at some competitors,
performance variations range from two to three times or more
from the average transaction speed.

“That’s a huge differentiator for us,” he says. “You have
these mega algorithmic-trading firms out there that are looking
across all the exchanges, across all the world markets, to
determine efficiencies or inefficiencies in one particular market.
Now our technology enables them to analyse the relationship
between seemingly disparate markets - like oil, agriculture,
gold or the US dollar index — and make decisions in milliseconds
to trade across multiple platforms at the same time around
the world.”

Wasserug says ICE’s co-location is extremely competitive with
others and fits ICE’s skill set.

“We are technology guys,” Wasserug says. “We work very
closely with our customers, who are driving the technology in
this field, to be on par or ahead of them.”

NYSE Euronext

NYSE Euronext’s strategy features the Universal Trading
Platform (UTP), and two new data centres, one in Mahwah,
New Jersey, and another in Basildon, England, which
combine the exchange’s cash and derivatives matching
engines. Previously, customers would have required two
separate instances of co-location, one at NYSE LIFFE Europe
and another for NYSE Euronext, along with two separate
flavours of code.

“Under acommon architecture, UTP unites all of the NYSE
Euronext markets,” says Lynn Martin, chief operating officer for
NYSE LIFFE US. “Once a customer has conformed to one of the
markets, it’s just an adaptation of that code in order to connect to
the other markets. As a result, we’ve seen increased demand for
taking co-location services from that central aggregation point
and commonality of interfaces.”

Martin says NYSE LIFFE US offers a co-location facility and
proximity services out of the same facility.

“Depending on what the components of the strategy are,
acustomer may want to take the extra couple of hundred
microseconds and move into our co-location facility,” Martin
says. “But some firms are perfectly happy with the proximity
services based on their trading strategy. It’s a significant
improvement on our response times, particularly around order
entry. A high-frequency firm is going to notice that immediately.”

As 2011 10lls forward, exchanges will continue to tweak and
improve their co-location and proximity services to meet an
evolving algo-driven marketplace. @
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Things are hofting up in the interest-rate arena with some serious
contenders ariving to challenge CME, which, up until now, has held
a monopoly on these products. By Christine Marie Nielsen

Interest-rate
battle becomes
Interesting

here was a time when there was no battle for market
share in the interest-rate space. The introducers of
the contracts held all the liquidity — end of story. Now,
however, with ELX Futures and NYSE LIFFE US
entering the US Treasury and Eurodollar futures arena, CME is
facing formidable opponents in what, historically, have been its
benchmark products.
“Taking on the CME is certainly a tremendous challenge, as
it has one of the most well-defended private monopolies in any
globalindustry,” says Tom Callahan, CEO of NYSE LIFFE US,
which plans to go head-to-head with CME on US Treasury and
Eurodollar futures and options on futures. “By the time we go
live in the first quarter of 2011, we will have spent two years
preparing to launch a competitive offering. We will have built two
new companies, two separate partnerships, and anew clearing
house unlike any other before it.”
NYSE LIFFE US’s strategy includes new technology,
distribution of NYSE Euronext, and partnering with respected

82 DERIVATIVES 2011

players including Citadel, Getco, Goldman Sachs, Morgan
Stanley and UBS. It also includes a new clearing solution - New
York Portfolio Clearing (NYPC) - that delivers ‘single-pot’
margin efficiency between the cash and futures markets.

The key to capturing the interest-rate market lies largely in
tapping into already existing liquidity — something competitors
have tried before, unsuccessfully.

ELXlaunched in 2009 with Treasury and Eurodollar futures
contracts, and has seen volume and open interest grow, hitting
anew record for the exchange of 100,000-plus contracts in
January 2011. The exchange has also been a thorn in the side of
the CME, challenging its trading and settlement rules.

In October 2010, the US’s Commodity Futures Trading
Commission (CFTC) approved ELX’s Exchange of Futures for
Futures (EFF) rule, which allowed market participants to trade
positions in two different designated contract markets, basically
swapping Treasury futures from one clearing house to another.
CME Group has fought back, and the CFTC is still considering
the issue. Neal Wolkoff, CEO of ELX Futures, contends that, as
other exchanges develop offerings in what have been traditional
CME interest-rate products, the market will grow.

Meanwhile, CME is not fazed by the advent of rivals. “We
welcome competition,” says Robin Ross, managing director of
interest-rate products for CME Group. “It keeps everyone on
their toes.” She says that years of work in building deep liquidity
have paid off for the exchange. Volume continues to build in the
CME. A reorganisation of CME’s products and services division
and new products, such as mid-curve option contracts on
Eurodollar futures and inter-commodity spread functionality,
set the exchange apart from looming competition, he says.

Thereislittle doubt that new regulatory reforms will push
capital requirements higher. Callahan says the winners in the new
clearing landscape will be those with the ability to deliver capital
efficiency. For NYSE LIFFE US, he says, this includes innovative
cross-margining arrangements.

All of this points to what will be, perhaps, the most competitive
interest-rates futures markets in years. @
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In the 1990s, every exchange seemed 1o be signing so-called
memorandums of understanding that promised linkages and partnerships
that would benefit both markets. While most never did amount 1o much,
today’s partnerships are very real and play a key part for exchanges
looking to expand, writes Christine Marie Nielsen

Spreading
their wings

s the world becomes a smaller place thanks to

better technology and cost trimming, major global

exchanges are looking for ways to expand. US

clients are willing participants in the new markets,
as they try to search out new opportunities and areas that have
fared well through the economic storm.

Now, global financial markets are on the cusp of “anew age
of interconnectedness”, when delivery of the right data, to the
right people, at the right performance level and in the right
format, is more easily achieved, according to the TABB Group’s
Fall 2010 report.

Certainly, the exchanges are trying. Attempts are under way
to attain international access for derivatives products include
European-operated Eurex exchange’s product ventures with
the Bombay Stock Exchange and Korea Exchange. Eurex,
incidentally, owns 100 per cent of US-based options exchange
ISE. Also worth noting is that Dubai Stock Exchange in 2007

bought 19.9 per cent of Nasdaq and 28 per cent of Nasdaq’s
LSE holdings.

David Shuler, managing director, alliance and venture
management for CME Group, says CME is “acutely aware” of
the importance of collaborating with other key exchanges and
companies where it believes it will create “significant value” for
all of its customers. CME partnerships with Korea Exchange,
National Stock Exchange of India and BM&FBovespaare
all crucial components of this global strategy. CME Group’s
partnerships with Bursa Malaysia Derivatives Berhad, Dubai
Mercantile Exchange, Johannesburg Stock Exchange, Mexican
Derivatives Exchange (MexDer), Kansas City Board of Trade,
Minneapolis Grain Exchange and Singapore Exchange Limited
should also be noted.

Exchanges are also forming bonds with other exchanges in
different ways. CME Group, for example, appointed the chief
executive of Brazilian stock and commodities exchange operator
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BM&FBovespa SA, Edemir Pinto, to its board of directors. CME
holds a seat on the company’s board and also a board seat on
MexDer’s parent company, Bolsa Mexicana de Valores.

Technology and local know-how
But Paul Rowady, senior analyst for TABB Group, says in
his report that, despite the momentum toward “trading the
globe” - where direct, intelligent and on-demand access to
all listed markets coupled with increasing automation of
over-the-counter (OTC) markets is inevitable - four
impediments to interconnectedness exist. These are:
dealing with physical hardware and storage; logical software
that routes and provisions data; visual user-interface design
and data visualisation; and organisational reorientation of
business silos and development of an enterprise mindset, or
data-culture issues.

There are also regulatory issues, both from a business-
operations and an exchange point of view.

Understanding
cultural
sensitivities
can be helpful

CME Group’s commercial agreement with BM&FBovespa
looks to foster order routing between the electronic trading
systems of CME Group, and to increase the distribution capacity
of both systems and the volume and liquidity of both markets.

Meanwhile, the Brazilian exchange is currently working to
modernise the technology for transmitting market data in a way
that consumes less bandwidth and is significantly faster than
previous data feeds.

Boots on the ground

But some contend that having people ‘on the ground’ in the
countries with which one wants to do business is also important.
Brian Lee, head of direct market access at ICAP Americas, says
an important requirement for successful execution of business
initiatives in Brazil is an understanding of the country’s culture.
A direct relationship with a Brazilian firm and/or local resources
will be much more effective than working ‘remotely’ through
third parties, he says.

Understanding cultural sensitivities about options trading can
be helpful, for example. Lee notes that liquidity in equity options
in Brazil is mostly in calls on the top two symbols. He speculates
that the current state of affairs is partly cultural in that calls are
seen as “optimistic”. BM&FBovespa is said to be working to
develop the option chains with more depth on more symbols.

In 2009, ICAP, the world’s largest interdealer broker for
over-the-counter trading, bought Arkhe, alocal securities firm in
Brazil. The deal created ICAP’s third-largest wholly owned office,
with more than 250 brokers and support staff.

As exchanges continue their race to expand their markets
outside their home countries, there is no doubt that partnerships
will continue to be key components of that growth. @

Alexander Ageev, director for non-resident clients RM, MICEX

The impact of the global financial turmoil on the MICEX derivatives market has been felt in the currency futures segment. An average
daily volume of USD/RUB futures surged to $750m in August 2008, with record figures on 16 August 2008 ($2bn). Open positions hit $9bn
in the same month. Since November 2008, volumes and interest in open positions began to drop rapidly. The USD/RUB futures trading at
MICEX hasn’t recovered yet, but it is expected to grow over the next year.
By contrast, futures on single stocks and the MICEX Index rocketed in 2010, with an average daily volume of RUB5bn in September 2010.
From the end of 2009, frading volumes increased by a factor of 11 in MICEX Index futures and by nine in SSE. Open interest has soared by
factors of 14 and 32, respectively. As a result, MICEX’s share of the domestic derivatives market increased from 1.3 to 6.4 per cent in Index
futures and from 0.3 to 9.6 per cent in SSF.
MICEX has set regular market-making programmes and is going to work with new market participants, such as domestic investment and
mutual funds. MICEX supports clients by keeping commission rates low. In 2010, MICEX infroduced a central counterparty for derivatives
and granted the opportunity for participants to put collateral in foreign currency (USD, EUR). In 2011, MICEX plans to expand its derivatives
market by launching options market and promoting interest rates futures.
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Kospi's move info the infernational frading arena last year is a major boost
for memlbers looking o trade and clear Kospi 200 options during European
and North American trading hours. By Christine Marie Nielsen

Kospi goes

global

nvestors love liquidity. Hello Kospi. As the most
liquid index in the world, the Kospi 200 Index options
contract and complementary futures moved beyond
the Korea Exchange’s (KRX’s) domestic market into
the international trading arena in 2010, with hosting deals on
Eurex and CME Group.
While itis still early in the process, offering two of the
most liquid derivatives indexes on two of the most widely
distributed exchange networks could lend another major boost
to the Kospi 200.

In 2010, 3.5 billion Kospi
200 options traded at
the KRX, up from 2.9
billion the previous yecar

In 2010, 3.5 billion - yes, billion - Kospi 200 options traded at
the KRX, up from 2.9 billion the previous year. Kospi 200 futures
at KRX hit 85.8 million contracts in 2010, up from 83.1 million in
2009, according to exchange figures.

Trading of Kospi 200 futures on the Globex platform, launched
in November 2009, starts at 6pm, after the trading sessions of
KRX close for the day, and closes at 5am the next morning.

A similar arrangement, which began on 30 August 2010,
allows Eurex members to trade and clear Kospi 200 options
during European and North American trading hours. The Eurex
Kospi product is a daily futures contract based on the Kospi 200
options. These futures contracts expire at the end of each
trading day, and open positions are transferred to KRX in the
form of a Kospi option.

In November 2010, Eurex posted a record trading day 0f 14,636
contracts, with a total volume of more than 87,000 contracts over
the first three months.

“Besides the increasing demand from the Korean investors
to be able to react to overnight events, Eurex’s block-trading
functionality is one key driver of the growth in volume we
have seen over the past two months,” says Elizabeth Regan,
senior vice-president for Asia and Middle East sales at Eurex.
“We believe that this trend is going to continue. Also, since
mid-November we have been able to offer a give-up/take-up
functionality for this product. This feature allows member firms
to transfer positions to one another on an intraday basis.”

There are currently two active market makers - IMC and
Archelon - with additional firms expected to join them.

Meanwhile, CME is also working with KRX to expand
access and increase distribution. “This is another example of
our commitment to expanding our services to customers
around the world, particularly in Asia,” says David Shuler,

CME Group managing director for alliance and venture
management. He adds that the CME’s five-year agreement
with KRX includes the creation of a telecommunications
hubin Seoul.

Although there is some concern about alooming tax on
derivatives in South Korea, a combination of cheap valuations
and global economic growth have led analysts to post bullish
reports on South Korean equities, with the Kospi Index often
being highlighted. South Korea has also risen among index
companies from an ‘emerging market’ to ‘developed’ status
-amove that could potentially boost investment in Kospi,
and, perhaps, the options and futures contracts as well. @
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Exchanges confinued adding to their commmodities businesses in
2010, and are positioning themselves to meet the changing regional
and global commodities landscape, writes Rachel Koning-Beals

Appetite for
commodities
grows

rom gold to grains to carbon, exchanges are Growth prospects look promising for traditional exchanges
increasingly looking to commodities to expand their and newer participants. But continued robust volume and
businesses. Emerging market demand, and a clearer liquidity may hinge on the scope of proposed regulations to
regulatory picture, should help global exchanges’ restrict the speculative component of commodities markets.
commodities expansion in 2011 and beyond. But even in 2010’s Conversely, it’s unclear how biga slice of derivatives markets
uncertain regulatory environment, exchanges posted solidgains ~ will remain over-the-counter (OTC) and how much business
in their commodity sectors. ICE, for example, posted record might shift to exchanges - a post-financial crisis debate that
futures volumes for 2010, while CME posted a record average has already presented lucrative clearing-services growth for
daily volume in its agriculture commodities in the fourth quarter. ~ commodities exchanges.
CME metals volumes rose 40 per cent for the year. And that is just ICE, which combines exchange and OTC formats with
asnapshot of the global commodities market. clearing, says its global market reach, and new customer growth,
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Joe Raia, managing director, energy & metals products, CME Group

How did your WTI contracts fare over 2010?

As the energy market continued to grow in 2010, the global oil industry used our WTI contracts in record-breaking
numbers. Last year, total WTI futures and options volume set a new record of more than 214 million contracts, up

more than 20 per cent from 2009 volume.

How do you account for these results?

Ultimately, we believe it's a reflection of the product’s role as an important global benchmark. At the same time,
volume in energy futures is rising overall at a rapid pace, a reflection of the market’s need for instruments to hedge

commercial and financial risk.

Why is WTI still an important benchmark for crude oil?

WTl is the world’s most actively traded energy product - the global energy marketplace trades more WTI than any
other crude oil contracts combined on all other exchanges. It is the largest, most liquid and most transparent, which

is why it continues to be an important global benchmark.

What are the prospects for 2011?

We've seen significant WTI growth so far in 2011, with year-to-date volume up 56 per cent from levels a year ago.
Our WTI futures and options volume has averaged more than 1.1 million contracts a day during the month of
January, making WTI the market leader by a very wide margin. We anticipate sirong, continued growth in our WTI
futures and options contracts, both of which recently achieved record volume levels, in 2011 — 1.5 million WTI futures
(28 January 2010) and 294,000 WTI options (31 January 2011).

boosted 2010 annual and average daily volume to records. “From
Brent crude oil to Sugar No 11 and the US Dollar Index, ICE’s
business reflects the demand for hedging and risk management
that emerging and developed economies require,” says chairman
and CEO Jeffrey Sprecher.

For its part, CME ramped up its energy portfolio in 2010, with
more new products running through its Clearport facility.

Even financials-focused Eurex expanded its precious
metals line-up with Xetra-Gold derivatives —a euro and
gold combination. Then, in December 2010, Eurex raised its
ownership stake in the European Energy Exchange (EEX),
apower and carbon emissions exchange.

Asia power

Other exchanges also jumped on the potential benefits of
deeper liquidity. Singapore Exchange and Tokyo Commodity
Exchange (TOCOM), for example, inked a cross-listing

deal in late 2010 that includes rubber and commodity

index contracts.

Soaring commodities prices certainly account for the growing
risk-management and investment interest. Demand for all
commodities is forecast to increase in 2011, albeit at a slower
pace than in 2010, says the Australian Bureau of Agricultural and
Resource Economics and Sciences.

“I think the rules of participation are being rewritten across
the trading spectrum, whether it be automatic trading, a
realisation that commodities represent a still underutilised part
of any investment portfolio, or that it is an excellent liquidity
pool for day traders,” says Josef Schroeter, president of CQG,
aglobal trading data and software vendor to exchanges. “The
growth that has occurred, and that I believe will continue, is in
alarge part a consequence of the emergence of Asia as a major
economic trading bloc. This still has a considerable distance to go
and will be maintained for many years. As their wealth increases,
sowill their participation.”

Growth is about more than geography. Exchanges are also
growing their product mix, organically and through acquisitions.

Green patch

Inlate 2010, Eurex parent Deutsche Borse bought out
Landesbank Baden-Wiirttemberg’s stake in EEX. Eurex and the
EEX have been cooperating in trading and clearing emissions
rights and power derivatives since 2007.

“By expanding our stake, we are going to improve EEX’s
position,” says Eurex board member Peter Reitz. “At the same
time we are strengthening our presence in the commodity
markets, as financial and commodities markets are growing ever
more closely together.”

Eurex’s investment also reflects the convergence of traditional
energy, power and carbon markets in Europe. In July 2010,

ICE bought Climate Exchange Plc, the parent company of the
European Climate Exchange (ECX). It was a European-focused
acquisition in a year that saw national carbon trading plans stall
inthe US, Australia and Japan.

The Green Exchange, an emissions-focused venture co-owned
by CME Group and a handful of banks, is preparing a derivatives
line-up based on the California programme. Also joining in the
environmental push is NYSE Blue, a joint venture between the
existing European carbon market run by NYSE Euronext called
BlueNext and APX Inc, which provides regulatory infrastructure
services to the environmental markets.

Here again, Asia may prove to be the target spot for growth.
China’s plans to launch cap-and-trade pilot programmes in
several cities also looks promising to these competing climate
markets, as both the former Climate Exchange and BlueNext
have partnerships in China. South Korea is also planning for a
carbon market.

Whether for carbon or more traditional commodities, ICE
continues to invest in its clearing operations. CME, Eurex, NYSE
Euronext and the London Stock Exchange are also building up
OTC clearing capabilities —a lucrative add-on.

While much of the focus is on clearing financial OTC products,
regulatory reforms are likely to push more commodities onto
cleared platforms from exchanges. And with that, commodities
may once again prove a strong sector for exchanges in 2011. @
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The precious metal has always represented portable wealth and a
measure of value, but now it seems likely that it could extend its appeal
and become a mainstream asset class. By Chris McMahon

The golden child

ince the dawn of civilisation, cultures around the world

have used gold as a mark of wealth and a measure of

value. Gold was, in a word, money. With the rise of

globalisation, nations moved away from gold and gold-
backed currencies because of the constraints it put on expanding
economies. Even so, gold has maintained its allure among
jewellerylovers and fans of hard assets.

In gold’s prior bull market in the early 1980s, the United States
was ina deep recession. Inflation peaked at 13.5 per cent and
Paul Volker, then Federal Reserve Chief, raised interest rates to
a crushing 20 per cent in 1981. Gold spiked to $677.97 per ounce
asinvestors fled the eroding US dollar. As inflation abated and
the US economy recovered, gold’s value fell precipitously, hitting
alow of $314 per ounce in June 1982. Central banks divested
themselves of their gold reserves and gold languished for
decades, trading mostly below $400 until December 2003. But
gold’s fortunes were soon to change.

The World Gold Council changed the game in 2004, creating
the SPDR GLD, an exchange traded fund (ETF) and listing it on
NYSE Arca. Since then, gold has reached a new global audience,
with the GLD now cross-listed on the Singapore Stock Exchange,

Gold has maintained
its allure among fans
of hard assets
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Hong Kong Stock Exchange, Bolsa Mexicana de Valores and
Tokyo Stock Exchange. The fund, one of the most successful
investment vehicles ever, is among the largest holders of gold
reserves in the world with 1,298.03 tonnes, more than China’s
central bank, which holds 1,054.1 tonnes. Only the United States,
Germany, the International Monetary Fund (IMF), Italyand
France own more.

Not surprisingly, precious metals futures volumes also have
been strong. CME Group’s metals contracts, largely gold and
silver futures, posted a 40 per cent volume jump in 2010 to
316 million contracts, from 225 million a year earlier.

Multi Commodity Exchange of India reported gold volumes
of 31.5 million in 2010, up from 30.4 million a year earlier. Gold
contracts on the Tokyo Commodity Exchange slipped in 2010 to
14.5 million contracts, down 14.2 per cent from 16.9 million a year
earlier. NYSE LIFFE US reported also almost flat volumes in its
mini-gold, with 2.09 million contracts traded in 2010, down a bit
from 2.1 million a year earlier, while its silver volumes jumped to
one million in 2010, from 647,317.

Other exchanges and clearing houses have also broken into
the space. In December 2010, London Metal Exchange and
LCH.Clearnet tapped into the OTC gold market with a matching
and clearing service. Other exchanges from Singapore to Hong
Konglaunched or plan to list gold futures contracts as well.

Such moves reflect the OTC commodities shift onto cleared
platforms, due to regulatory changes, as well as concerns over
counterparty risk. The ongoing financial crisis and threat of
hyper-inflation may also be spurring more local exchange
gold contracts. Gold prices also hit record highs in 2010. The
question now is whether all of that is enough to push gold to
mainstream status. @




Unparalleled
liquidity

More than two thirds* of global non-ferrous
trading is conducted on the London Metal
Exchange (LME) - that’s $11. 2 trillion,

2.7 billion tonnes and 119 million lots in
the last 12 months.

Investors value the LME as a vibrant futures
exchange but also for its close links to industry.
The possibility of physical delivery via the
world-wide network of LME-approved
warehouses make it the perfect hedging
venue for industry... and investors in metal
know that the LME price is real.

It is the combination of the two types of
participant, industry and investor, that creates
unparalleled liquidity and opportunity on an
exchange that is used the world over as the
benchmark for base metals.

And with access via 24-hour telephone trading,
open outcry and electronic trading platforms
the opportunities to conduct business and

transfer or take on risk are endless.

We should know, it's what we have been
doing for over 130 years.

O LONDON METAL EXCHANGE

* Period December 2009 - November 2010.
Sources Ime.com, cme.com, shfe.com, mcx.com.

Nothing in this document constitutes an offer or a
solicitation of an offer to buy or sell any security or other
financial instrument or constitutes any investment advice
or recommendation of any security or other financial
instrument. To the best of the LME’s knowledge and belief,
statements made are correct at the time of going to press.
All such and all opini pi herein are
published for the general information of readers but are
not to be taken as recommendations of any course of
action. The LME accepts no liability for the accuracy

of any statement or representation.

LME contracts may only be offered or sold to United States
foreign futures and options customers by firms registered
with the Commodity Futures Trading Commission (CFTC),

or firms who are permitted to solicit and accept money from
US futures and options customers for trading on the LME
pursuant to CFTC rule 30.10.

©The London Metal Exchange Limited, 2011. No portion of

this publication may be reproduced without written consent.

The London Metal Exchange logo is a registered trademark
of The London Metal Exchange Limited.

The London Metal Exchange Limited, 56 Leadenhall Street,
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The US equity options exchange arena is as competitive as it gets,
and 2010 saw yet another exchange entering into the battle.

Mark Longo reporfs

Heated

exchanges

s Eddie Murphy used to say, “It’s justa ridiculous!”
Although the co-star of the film Trading Places
wasn’t referring to the number of US options
exchanges, some in the industry are indeed
wondering just how many options markets the US can support.
With the entrance of BATS and another, C2, from the first
options exchange Chicago Board Options Exchange (CBOE),
is nine enough? Probably not.
But it helps tolook at what each of the exchanges did in 2010,
and what is on the way for the US options arena.

BATS Options
Total market share: 2009 N/A; 2010 0.64%

BATS Options joined the options fray on 26 February 2010.

A subsidiary of the BATS exchange group, BATS Options uses
the same tactics that allowed BATS to become successful in the
equities markets — aggressive rebates for liquidity providers
($o.20 rebate for liquidity makers, $0.30 fee for liquidity takers)
and an interesting and controversial ownership model.

Taking a page from the old Philadelphia Stock Exchange’s
(PHLX) playbook, BATS Options sold ownership interests to
leading order-flow providers, providing them with an incentive
toroute order flow to BATS Options. Critics say its market share
shows this approach is a failure. However, the exchange didn’t
complete its full roll-out of classes until 17 May 2010, forcing the
firm to miss out on some of the most active trading months of the
year. Also, when compared with NASQAQ OMX and other recent
entrants, BATS’s growth rate appears satisfactory.

Some in the industry
are wondering just how
many options markets
the US can support

CBOE
Total market share: 2009 31.4%; 2010 28.6%

CBOE accomplished two long-standing goals in 2010. The first,
and perhaps most important, was the initial public offering (IPO)
on 29 June. The second major accomplishment was the launch
of its C2 exchange. Located in New Jersey, C2 was designed to
appeal to the high-frequency trading community in New York,
which represents a growing percentage of institutional options
volume. C2 also allows CBOE more competitive freedom by
allowing the exchange to experiment with alternative business
models, such as the popular maker-taker model, that the legacy
CBOE simply cannot adopt.

Despite these successes, 2010 was not a banner year for
CBOE. Since its IPO, its share price has fallen substantially,
and many perceive CBOE as a takeover target by CME Group,
NYSE Euronext or another exchange conglomerate. And
although C2is still in its early months, it failed to attract
significant volume, leading some to question the long-term
validity of pursuing that market.

International Securities Exchange (ISE)
Total market share: 2009 26.58%; 2010 19.11%

Last year marked ISE’s 10th anniversary, but the revolutionary
earlyyears of the exchange now seem distant. This pioneering
exchange was the first to grab the equity options crown from
CBOE and became a dominant force. But last year ISE was
hampered by competitive, technological and regulatory
assaults. The exchange’s market share plummeted, owing to
the renewed strength of the maker-taker market model. ISE
was slow to confront this threat, waiting until the middle of
2010 to launch a hybrid maker-taker model, which did little to
stem the bleeding.

ISE also suffered under the glacial pace of regulatory approval
in the options market. The exchange lost a significant amount
of volume in the critical institutional space, while waiting for
the Securities and Exchange Commission (SEC) to approve its
‘qualified contingent cross order filing’.

In an ironic twist, this technology pioneer trails its
competitors on the technology front. The exchange plans to
regain its footing with a major platform upgrade, although that
has been delayed until mid-2011.
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2009 vs. 2010
Exchange
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Asaresult, ISE announced a round of lay-offs in mid-2010,
while Deutsche Boerse AG took a charge of €450 million against
ISEin2010.

Boston Options Exchange (BOX)
Total market share: 2009 3.81%; 2010 2.35%

BOX brought an exciting innovation to the market in 2004

with its price-improvement-mechanism (PIP), which enabled
customers to receive penny executions in options. However, the
launch of the SEC’s penny pilot, with similar offerings at other
exchanges, slowed the rise of BOX.

As such, BOX has struggled. But with the October 2009 hire
of CEO Tony McCormick, BOX refocused its efforts on the retail
space and implemented critical improvement to its trading
platform. In a similar move to C2, BOX also opted to house its
matching engine in New Jersey, to reduce latency and attract
more high-frequency traders. However, BOX’s overall share of
the options market continued to slip in 2010.

Philadelphia Stock Exchange (PHLX)
Total market share: 2009 16.79%; 2010 21.72%

Looking purely at market share, PHLX is undoubtedly the
success story of the market in 2010. This success marked the
culmination of along upward trend that began back in 2006,
with the sale of the exchange to leading order-flow providers.
Atthe time, the exchange’s market share had plummeted and
many thought the end was near. Instead of closing, PHLX began
rebuilding and was acquired by NASDAQ OMX Group in 2007,
which continued the transformation. In four years, PHLX topped
CBOE involume in December 2010.

But that success did not come without controversy. A
significant portion of PHLX’s volume in 2010 came from
dividend trades, which generate little revenue for the exchange
since the fees for these transactions are capped. Certain trading
volume may garner headlines but if it isn’t generating revenue,
critics say it provides little value to the exchange or its investors.

NASDAGQ, Options Market (NOM)
Total market share: 2009 2.88%; 2010 3.67%

NOM has struggled to make a name for itself. It was launched in
2008 with the intention of converting NASDAQ’s existing equity

15% 20% 25% 30% 35%

customers into options customers, but that transition never
significantly materialised.

To incentivise volume on its platform, NOM slashed fees
and offered generous rebates. The move led many competitors
to charge that they are simply buying order flow as a way to
inflate NASDAQ OMX Group’s market share. NASDAQ OMX
Group CEO Bob Greifeld essentially admitted as much during
a 2010 earnings call. He said the step was part of the exchange’s
plan for building its options business, and its market share was
“attributed to pricing actions that we’ve taken, which lowered
capture but overall was a benefit for the organisation”.

He added: “We also, as we’ve covered before with the dividend
recapture trades, have alower cash rate for that. So I think
the plan has gone as we foresaw it with respect to our options
business, and we do appreciate the position that we’ve gained as
aresult of that.”

NYSE Arca Options
Total market share: 2009 11.66%; 2010 12.52%

With more competitors adopting the maker-taker structure in
2010, NYSE Arca Options found itself struggling to maintain
its market share. Its modest growth last year is testament to
the resiliency of the exchange and is impressive, given that the
transformation of the American Stock Exchange (AMEX)
consumed a great deal of time and resources in 2010.

Recent changes in NYSE Arca’s executive suite also signal that
the exchange is in the midst of a transitional period.

AMEX
Total market share: 2009 6.87%; 2010 11.29%

If there was a ‘comeback kid’ award for options exchanges, it
would go to AMEX. This once-dominant exchange had seen its
options market share dwindle to alarming lows in recent years.
The floor-based exchange was acquired by rival NYSE Euronext
in 2008, which promptly set about rebuilding. NYSE Euronext
substantially upgraded AMEX’s antiquated options-trading
platform and order-routing technology.

In a similar move to those of PHLX and BATS Options,
NYSE Euronext also sold ownership interests in AMEX
to leading options order-flow providers. The result has
been the rebirth of AMEX as a viable competitor in the
options market. @
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It wasn't a great 2010 for European options markets, and the market
could be in for some more fragmentation in 201 1. That may be just what
is needed, writes Tom Osborn

European
options: déja vu
all over again?

oes ayear make a difference in the European options
market? While the United States has managed to
take an even more volatile year than 2008 in its
stride, the European market failed to even hold its

vendor Active Hedge. “Because of still relatively high premiums
on puts, the retail customers are shifting their directional trades,”
he says, with alternative products such as turbos, sprinters and
ETFs the main beneficiaries.

own during 2010.

The US recorded its eighth consecutive record year by volume,
but Europe suffered its fourth straight annual fall (barring some
freakish results from those few exchanges yet to report December
volumes). Open interest, meanwhile, has declined since 2005.

So what is holding back growth? The issues remain much the
same as they have since pre-crisis days, says Rob Staalstra,
formerly global head of derivatives at ING and now owner of

“This will continue to happen,” Staalstra fears. “Derivative
volume will stay on the same level, because the hedge on those
products will eventually come from the exchange anyhow,
only now indirectly and thus with less margin.”

The leaders
Eurex bucked the negative trend, however, with Europe’s largest
derivatives exchange and by far the most popular venue for
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Once all the results are in, Eurex’s
market share should be around 50 per cent
of all Europecan options
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options trading, coming top of the pile for the sixth year in arow.
Just fewer than 309 million equity options changed hands on the
bourse over the course of the year, up from 304.6 million in 2009.
Once all the results are in, the German exchange’s market share
should be around 50 per cent of all European options, and higher
still in euro-denominated contracts.

Perhaps unsurprisingly, given the seismic shifts being plotted
in that industry, more than 10 per cent of contracts traded were in
insurance giant Allianz. The next most-traded stock options by
some distance were Deutsche Telekom and Nokia, reflectinga
volatile year in global telecoms.

This was reflected over at NYSE LIFFE London, where the
most-traded option for the first 10 months was Vodafone. Two
other companies in volatile sectors with their own internal issues

were the next most-traded options - Barclays and BP. Combined
with volumes from LIFFE’s BClear OTC clearing service, the
bourse saw turnover of 33.5 million for the year - down a fraction
from 2009’s 34.2 million, and giving the London bourse a market
share of around five per cent.

NYSE LIFFE Amsterdam, formerly the European Options
Exchange, continued as Europe’s second most-popular
options venue. Indeed, Holland boasts more options traders
per head than any financial community in Europe. Trading this
year was just under 86 million, down a touch on 2009’s mark of
88.2 million, but still enough to give it a second-ranked market
share of around 14 per cent.

The impact that Optiver’s new options multilateral trading
facility, The Order Machine (TOM), will have on the Dutch
marketplace remains to be seen. Will a lack of fungibility between
execution venues continue to hamper Europe from achieving
the growth seen in US options? Or will increased interoperability
between exchanges put an end to the segmented trading which is
such a feature of the European marketplace?

France’s NYSE LIFFE Paris meanwhile recovered to post its
strongest year post-crisis, with 54.9 million contracts traded
—although its market share is not as dominant as it once was,
when it outweighed Germany as the largest in European options.
Combined NYSE LIFFE Group volumes were 175.2 million
contracts —up five million from last year, and giving it a combined
market share of roughly 28 per cent.

The others

Among the other exchanges, trading was up five per cent year
onyear at Nasdaq OMX, hitting 32.8 million contracts. The
London Stock Exchange Group’s derivatives platforms, EDX
and the Italian Derivatives Exchange Market, have yet to declare
their December volumes by press time, though both look to have
ceded market share.

The bourse’s CEO, Xavier Rolet, may be looking to reverse
that trend this year with the launch of equity derivatives on
Turquoise, the multilateral trading facility that is now under the
group’s umbrella.

Staalstra believes that such marketplace fragmentation will
become a feature of the European options market, following the
lead of the US markets, and hopefully bringing with it a welcome
boostin volumes.

“These new markets will be more efficient, more transparent
and at less cost to the public. And that is where the key lies,” he
concludes. “The retail public and institutional investors bring
new money to the marketplace.”

Asfar asinnovation goes, then, the market looks well set for
nextyear. Some even believe that a fully fledged dividend options
market is viable in 2011, with many arguing that the instruments
serve as better hedging tools for equity portfolio investors than
equivalent futures.

“I'mlooking for dividend options to be very big next year,”
affirmed one senior market commentator. “I'll be doing my bit
toboost the profile.” ®

Tom Osborn is deputy editor of Futures and Options Intelligence
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Volatility, an area that many consider an asset class in itself, is seeing volume
growth and a host of new competition, writes Rachel Koning-Beals

Volatility 1s
jumping

or volatility products, 2010 was stellar. The Chicago

Board Options Exchange (CBOE) recorded the

highest-volume trading day and week for futures

and options contracts on its ubiquitous CBOE S&P
500-based Volatility Index (VIX) in November since its 2004
futures launch. Options began in 2006.

“While trading in volatility has grown significantly in the
past several years, we believe this is a sector still very much in
itsinfancy,” says Joe Levin, CBOE vice president of research
and product development.

“The expansion of volatility trading, and continued new
uses of VIX and volatility-related products, represent an
exciting new frontier, not only for CBOE, but for the entire
financial industry.”

There’s no doubt that volatility has global appeal these days.

Inlate 2010, Nasdaq OMX Group launched Alpha Indexes,
which “have the potential for being as widely used as other
indexes that are industry standards for market volatility and
price,” says volatility pioneer Robert Whaley of Vanderbilt
University. “You're trading correlation between some important
asset classes like bonds versus stocks, gold versus stocks, or
emerging market equities versus US equities.”

Eurex also offers futures and options on its own measures,
the earliest for more than a decade: VSTOXX, based on the
EURO STOXX 50; VDAX-NEW, based on the DAX; and VSMI,
based on the SMI. Eurex hooked up earlier in 2010 for a new
exchange-traded note from Barclays iPath using the VSTOXX,
called the VSXX. Meanwhile, CBOE has seen increased demand

owing to the recent advent of exchange-traded notes (ETNs) and
exchange-traded funds (ETFs) tied to VIX futures by Barclays
and other large institutions.

Other global exchanges have jumped in - many using
CBOE’s Standard and Poor’s licensing agreement - including
the Taiwan Futures Exchange, National Stock Exchange of India,
Australian Stock Exchange and Toronto Exchange Group. CBOE
is also providing its VIX methodology to certain CME Group-
listed commodity futures, and is creating new volatility
benchmark indexes.

Off-exchange competition is heating up as well. Bank of
America Merrill Lynch Global Research recently rolled out a
gauge to take on the VIX, giving investors a snapshot “of risks
not normallyvisible in public markets”, says Michael Hartnett,
chief global equity strategist there. Global Financial Stress
Index (GFSI) measures cross-asset volatility, solvency and
liquidity risk, factoring in hedging demand using the skew of
equityand currency options. And it considers investor appetite
for risk using trading volume and flows for equities, high-yield
bonds and money markets.

New spins on volatility products are also combining
over-the-counter and listed characteristics, such as with the
late-2010 tie-up between CME Group and The Volatility
Exchange (VolX), for a first-of-its-kind currency volatility
product called FX VolContracts. What makes its product a
market-changer, according to VolX chairman and CEO Robert
Krause, is its addition of ‘realised’ daily pricing volatility
calculations, in addition to ‘implied’ volatility. Krause believes
VolX’s straightforward formula can apply to virtually any asset
class as he explores more global linkages.

For allin the industry, growth is a clear indicator that
investors want multiple market views through a lens of volatility
indexes and products. It’s an asset class that appears to be just
getting started. @

Robert Krause, chairman & CEO, The Volatility Exchange (VolX®)

“When we created The Volatility Exchange and the world’s first listed instruments on realised volatility, we knew we were filling a big void in

the marketplace.

“I filed for a patent on the concept over a decade ago and received it in 2008. The following year, | formed VoIX® with an innovative
group of futures and securities industry veterans. Since then, we've visited hundreds of market professionals worldwide to present our concept
and gain valuable feedback on its applicability. Some told us this could be a game-changer in porifolio diversification and risk control.

“We designed VolContracts™ - standardised instruments based on the interday realised volatility of underlying assets — for market
participants seeking cost-effective, advanced risk-management and trading vehicles in a regulated, fransparent environment. CME Group
recognised the value of our concept and entered into a licensing arrangement with us to list FX VolContracts in February 2011.

“We envision VolContracts extending to a broad range of asset classes, and we plan to file with the CFTC to be a Designated Contract
Market. We also will partner with established marketplaces globally, and as an exchange will outsource our frading execution, clearing,
compliance and surveillance functions.

“VolContracts will be available in one-, three- and 12-month durations and will expire to the actual close-to-close voldtility displayed by
the asset, as calculated by the Vol Formula. The VoIX Realized Volatility Indices can also help to guide trading decisions.

“The market has been clamouring for a new approach o managing and investing in volatility, and we believe we have the answer.”
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The tferm ‘emerging markets’ is so passe. Brazil, Russia, India and China
have grown up a bit and now appear poised o be called mainstream,
writes Christine Marie Nielsen

BRIC by BRIC

ver the past 10 years, BRIC countries - Brazil, one-third of the global economy and contribute about 49 per cent
Russia, India and China - contributed over one- of global GDP growth. “We expect many of the trends we have
third of world GDP growth, and advanced from already seen to continue over the coming 10 years and become
comprising one-sixth of the world economy to even more pronounced,” say Goldman Sachs analysts.
almost a quarter. In the coming years, this trend is likely to Volume figures from the Futures Industry Association
continue and become even more pronounced. for exchanges through the third quarter of 2010 (the latest
Research by Goldman Sachs Global Economics, Commodities  available by press time) in the BRIC countries illustrate the
and Strategy Research, said the last decade saw the arrival of the growth of futures trade at exchanges in these regions. Volume
BRIC countries on the world economic scene, and the next chapter ~ at the Shanghai Futures Exchange jumped 69 per cent to
will focus on the development of their relationships with the 487 million contracts, while Zhengzhou Commodity Exchange
rest of the world. The Goldman Sachs researchlooked for trends ~ saw arise of 120 per cent to 328 million.
already seen to continue and become even more pronounced. National Stock Exchange of India ranked fifth in the world
The Goldman Sachs baseline projections envisioned the in volume with 1.16 billion contracts traded, up 83 per cent, and
BRICs, as an aggregate, overtaking the US by 2018. Further, its Multi Commodity Exchange of India leapt 246 per cent to 815
research indicated that by 2020, the BRICs could account for million contracts. Most of those volumes in China and India are

I ———————
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domestic. The international community awaits those markets
opening to non-domestic traders.

Also, the Russia Trading Systems Stock Exchange posted a
29 per cent rise to 433 million contracts.

Volume at Brazil’s BM&FBovespa totalled 618 million
contracts in 2010, up from 373 million in 2009, and surpassing
the 2007 record year of 426 million contracts, the exchange said.
Average daily volume on the exchange - which, unlike China
and India’s markets, is open to foreign traders - increased to
2.4 million contracts in 2010, from 1.5 million a year earlier.

Reaping the benefits

Major emerging markets have exited from the global financial
crisis, and market participants are surveying how they can
benefit. In Russia, investors are piling into infrastructure stocks
as the country starts building stadiums, roads and hotels. Its
strength is affecting futures as well as cash stocks.

One of the most notable volume stories here is Brazil. The
Brazil markets have along history, but highlights include the
2008 merger of Brazil’s BM&F and Bovespa.

Most recently, the Brazil exchange boosted its volume through
alinkage with CME Group and by providing technology such as
direct market access to domestic and foreign participants. In
December 2010, BM&FBovespa reported that institutional
trading firms accounted for 34.2 per cent of its derivatives
volume, while foreign investors represented 32.9 per cent.

Foreign investors also held 54 per cent of the market’s value,
either directly, or through American Depositary Receipts.
“There’s been an ongoing effort, and it’s been pretty clear that

Turkey and Bulgaria
are starting to garner
some interest from
foreign investors

-

technology continues to be upgraded to take care of the high-
frequency traders and algo traders that look to execute their
business.” says John Dempsey, CEO of Dempsey Group
Limited, an international consulting firm based in Chicago.

But there are difficulties involved with trading in these
countries. Constraints involving market access, taxes and
regulatory requirements are enough to cause some foreign
market participants to rethink, or at least delay, jumping into
emerging markets.

The newest frontiers

The technology in emerging markets exchanges is not quite the
same as in established markets, as it does not yet allow the
speed offered in US markets. But as the level of speed increases,
many high-frequency traders are eyeing emerging markets as
potential new frontiers.

BM&F, for example, has addressed this concern with
direct market access. The exchange also cut execution times
from 10 milliseconds in 2009 to one or two milliseconds at
the end of 2010.

What’s next? Another cute acronym may be in order.
Emerging-market watchers say Turkey and Bulgaria are starting
to garner some interest from foreign investors. Perhaps, down
the line, we’ll be looking at BRICTB. However, the key will be
aligning technology with international firms’ trading technology,
thereby making access simple and viable.

“Technology will play the major role - liquidity is key,” says
Dempsey, adding that “as liquidity grows in the options markets,
you’ll see international participation expand.” @
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After having pioneered Asian fime-zone developments in recent decades,
the island state of Singapore is looking to continue that fradition — and then
some —in 2011, writes David Setters

sSingapore’s gate
1S wide open

ince the Singapore International Monetary Exchange’s
innovative ‘mutual offset’ arrangement with the
Chicago Mercantile Exchange in the mid 1980s, traders
have long embraced Singapore as a financial hub.
Regional competition has increased since then, but
Singapore remains focused on becoming the ‘Asian Gateway’.
The announcement in 2010 of further technological innovation,
new product development, a potential merger with Australia’s
market and the arrival of a new trading venue presage even more
intriguing times for 2011.
In June 2010, Singapore Exchange (SGX) announced a
$250 million technology initiative, dubbed ‘Reach’, to be rolled
outin the first quarter of 2011. This aims to create the world’s
fastest and lowest-latency trading engine, supported by a

purpose-built data centre, to reduce cross-border connectivity
costs and encourage participation in Asian markets by more
global trading firms.

SGXalso continued its efforts in new product development
in both the commodity and financial sectors, using its
long-standing model of cooperation with other exchanges.

In financials, it announced the introduction of US dollar-
denominated Eurostoxx 5o futures and options, further toan
agreement with Eurex.

Grant Smith, head of sales and relationship management
at ABN AMRO Clearing Bank, Singapore, believes there is
interest in what volumes can be achieved by this contract, and
wonders if it will open the door to other international indices
being traded out of Asia.
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‘Reach’ aims to create
the world'’s fastest
and lowest-latency
frading engine

“Historically, SGX has had a strategy of promoting and
launching indices based on Asian markets — Japan’s Nikkei,
India’s Nifty 50, and Taiwanese and Chinese indices,” he says.
“These have proved to be extremely popular additions to its
product range. The launch of the Eurostoxx 50 contract marks
an interesting move towards non-Asian products, allowing
investors to trade in the local time-zone and potentially create
further liquidity for both European and Asian markets when
trading time zones interact.”

In commodities, SGX announced a joint venture to launch
three new ‘mini’ contracts based on LME copper, aluminium
and zinc in early 2011. It also plans to move some commodity

products from its SICOM subsidiary to the SGX trading platform.

“The movement of products onto the SGX platform should
encourage volumes to rise and, potentially, you can foresee
SGXinline with TOCOM becoming one of the most important
commodity exchanges for the Asian time zone,” says Smith.

Let's get together

Perhaps the most far-reaching development, though, is the
intended ‘merger’, effectively an SGX takeover of the Australian
Stock Exchange (ASX), announced in October 2010.

Magnus Bocker, SGX CEO, may have been attracted to ASX
not only by geographic and time-zone proximity, but also by the
fact that the ASX trading and clearing platforms, such as those at
SGX, are largely based on technology from Nasdaq OMX (where

Bocker was formerly CEO) and, thus, costs of integration are
likely to be comparatively cost-effective.

The merger has not been received well in all quarters, however,
with arguably the most crucial issue being Australian government
approval. The waters have further been muddied by the wafer-
thin majority of the recently elected coalition government in
Australia, which may not embrace an external entity plundering
the crown jewels of its domestic capital market.

ABN AMRO’s Smith believes the merger is by no means a ‘done
deal’. “With the market currently pricing ASX shares under the
SGX takeover offer, it appears that the market is of the view that
the ASX/SGX merger will fail,” he says.

On the other hand, ASX chief executive Robert Elstone,
bolstered by a report from consultancy Access Economics, is
confident the deal will survive Australia’s ‘national interest’ test
for approving foreign investment.

The other guys

Singapore, however, is no longer just about SGX. The Singapore
Mercantile Exchange, a subsidiary of the Indian technology and
exchange operating group FTIL, opened its doors in August
2010 with the launch of currency, crude oil and gold contracts.
Although initial volumes have been low, the exchange is eager
not to raise expectations.

Instead, it prefers to point to the introduction of its systems,
research and risk management to the region and the prospects
for the development of a market described by CEO Thomas
McMahon at the launch as being “broad-based... inclusive rather
than exclusive” and “well-positioned to create a significant
liquidity pool representing both international and niche regional
trading interests during the Asian time zone”.

SMX, however, is challenged by “low volumes and alack of
clearers,” says Smith. “Until the likes of ABN AMRO, Newedge,
MF Global and other global clearers obtain membership, it is
expected that volumes will remain low and the continued growth
of the SMX will be restricted.”

Simply by committing this level of activity to the sector,
however, Smith credits both SGX and SMX for creating a fresh
and competitive environment for Asian commodity markets. @
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Dubai Mercantile Exchange (DME) is grabbing every opportunity to capitilise
on emerging markets and new products, says Rachel Koning-Beals

Dubdai grabs
global attention

For DME, China is the major target. “Rapidly developing
economies such as China are playing an increasingly influential
role in regional and international oil markets,” said Thomas
Leaver, CEO of DME in a 2010 speech. “As rising Asian demand

ubai Mercantile Exchange (DME) is sticking to
its projections that it is in prime position to grab
oil-hedging business from emerging markets
such as China, as global markets contemplate the

latter’s economic outlook. DME also wants leading oil producer
Saudi Arabia to embrace its regional benchmark Oman crude
oil futures contract, to lock up Middle East demand and raise

its global profile.

It may seem a tall order for the three-year-old DME. But with
rising volume and new products in 2010, plus a growing shift
in preference for crude benchmarks, the exchange leadership
believes the outlook is promising, particularly if the global
economic recovery cooperates and keeps commodities in the
spotlight. DME is a joint venture between Dubai Holding’s
Tatweer, Oman Investment Fund and CME Group along with
several large banks and energy firms.

The DME Oman futures contract is the sole benchmark for
Oman and Dubai crude oil, the marker for Middle East crude oil
exports to Asia-Pacific. To solidify its regional stature, DME has
confirmed that is talking with Middle East producers, including
Saudi Arabia, to use its Oman crude futures contract.

In early 2010, Saudi Arabia began to price its exports to the
US on the basis of the Argus Sour Crude Index, forgoing its
long reliance on the West Texas Intermediate (WTT) price.
Kuwait and Iraq did the same. The shift sparked speculation that
producers might transfer the marker for Asia-bound crude to the
DME -amove already supported by Vitol,a DME shareholder.

occurs in parallel with high structural volatility, the need for
active risk management becomes critically important.”

Growing, yes, but China’s continued rate of oil-demand growth
—and related hedging needs - is debatable. The International
Energy Agency revised upward its estimate for global oil demand
by 2.5 million barrels a day - the second-highest annual increase
inatleast 30 years — driven by China, which will account for more
than a third of world demand growth next year. But refiner Sinopec
says China’s oil demand will grow five to six per cent over the next
five years, down from double-digit growth in the past two years.

Chinese authorities “are raising rates, they are battling
inflation,” says Jeffrey Currie, head of commodities research at
Goldman Sachs. “When we look into 2011, the story is not going
to be China -it’s going to be Europe and the US.”

For now, volume numbers support DME. The exchange posted
a35per cent volume jump in 2010 over the previous year, with the
DME Oman crude oil futures hitting a daily average volume of
2,898 contracts. Also, in late 2010, the exchange launched a suite
of six DME Oman-linked swap and option contracts, listed by
CME Group and cleared on CME ClearPort. The latest roll-out
“will further consolidate the DME Oman contract as the third
global crude oil pricing benchmark, alongside WTT and Brent”,
says DME chairman Ahmad Sharaf. @

Geir Reigstad, head of NASDAQ OMX Commodities

“NASDAQ OMX Commodities will continue to promote transparency and security in power and carbon markets. A transparent market
means that a high number of participants have access to independent prices, and there is sufficient liquidity for anyone to enter the
market and frade at a given price.

“In 2008, the Power Traders Forum (PTF) selected NASDAQ OMX Commodities and Nord Pool Spot to provide market and clearing services
for the UK wholesale power market. The physical market and the cash-settled futures market, which opened in January this year, need
sufficiently low barriers to entry to encourage participation from smaller players.

“For smaller players, an uncleared OTC market (which the UK power market traditionally has been) can be perceived as too costly to
enter. We offer a cleared solution with one CCP, which is a key part in risk management. A standardised market with rulebook and market
surveillance capabilities is the preferred way towards transparency in the UK power market.”

“The launch of the cash-settled power futures market, based on the N2EX day-ahead auction reference price, is a major milestone for
NASDAQ OMX Commaodities. The products will be listed on the Nordic power exchange NASDAQ OMX Commodities Europe.

“In 2010, we invested a lot of resources in our carbon market. We introduced industry-standard futures and options, extended opening
hours and listed CER spot coniracts for frading and clearing.

“In addition to these initiatives, we also introduced Inter Commodity Spread Credits. The ICSC solution extends capital benefits to members
and clients in terms of margin offsets between our carbon instruments and other instruments cleared by NASDAQ OMX Commodities.”
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Among emerging markets, the BRIC countries get all the atffention these
days. But where else should the market be looking for growth in the short to
medium term? By David Setters

s one might expect, given the growth in their

economies and sheer size, most of the action away

from established futures and options markets in

the last few years has come in the BRIC countries -
Brazil, Russia, India and China.

Volumes at exchanges in all four countries have grown
exponentially. But in terms of immediate potential for
significant additional involvement by major western
market participants, the only file that is sitting on industry
executives’ desks seemingly labelled ‘urgent’ is that for Brazil’s
BM&FBovespa. The others are substantially more hampered
by issues ranging from legal certainty, through currency
convertibility, to technological and regulatory accessibility,
although the Russians are making some headway on the
internationalisation front.

New exchanges continue to be set up, and national authorities
seem intent on making sure that their country has one. But the ‘if

Who's hext’

you build it, they will come’ mantra by no means always leads to
international participants flocking to them.

Amajor factor holding back smaller markets is that major
international clearing firms have too much on their hands
already in keeping up with new contract launches and trading
platform updates at the ‘big five’ exchange groups. In addition,
these groups already offer customers exposure to emerging or
frontier markets through a range of direct product offerings
- often in national or regional stock indices - or through
partnerships such as those that CME Group has with exchanges
including BM&FBovespa, Bursa Malaysia, National Stock
Exchange of India and Johannesburg Stock Exchange.

“Ifthe second tier of emerging markets is going to attract
international business, the prerequisites remain the same as
ever,” says Clive Furness, managing director at specialist industry
consultancy Contango Markets. “International clearing firms
and their clients look for ease of connectivity for front and
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Where liquidity

builds, international

participants will
eventually come

back office, an efficient and resilient trading platform, a strong
regulatory environment, robust clearing arrangements and an
innovative set of products.”

World tour
Financial Technologies (India) Ltd (FTIL), which operates the
successful MCX exchange in India, has expended much energyin
recent years to set up markets outside its own territory. However,
attempts in jurisdictions as diverse as Bahrain, Botswana,
Singapore and Mauritius have, so far, failed to gain traction.
Two of the four trading venues did open in 2010 - Singapore
Mercantile Exchange in August 2010 and Global Board of Trade
in Mauritius in October 2010 - although the market remains
sceptical as to possible success until some leading clearing firms
signup or proprietary trading firms sign on.

Itisasimilar story for the long-touted Hong Kong Mercantile
Exchange, which still had not opened by February 2011.

Domestic business is building nicely in some new centres,
however. And where liquidity builds, international participants
will eventually come, even if some are ‘slow burners’.

The Dubai Gold and Commodities Exchange (DGCX) is a
good example, and perhaps an indicator that FTIL’s overseas

UP AND COMING

strategy — it holds around a 49 percent stake in DGCX - may have
achance in the longer term. Having opened in 2005, DGCX saw
volume in 2010 grow 28 per cent year-on-year to reach arecord
1.93 million contracts.

The Izmir-based Turkish Derivatives Exchange (Turkdex) is
another good example. It saw volume drop a little in 2010, but
the longer-term story is a huge success, with the 1.77 million
contracts traded in 2005 growing to 79.4 million in 2009. As is
common with medium to smaller regional exchanges, its success
isbased on a successful domestic index contract, the ISE 30.
Foreign investor participation constituted only about 13 per cent
of volume in December 2010.

Small steps

There are other factors, however, adding to optimism about

the market. Firstly, Turkey’s Ministry of Finance announced
adecreased tax rate for institutional investors trading on the
exchange, and in August the US’s Commodity Futures Trading
Commission (CFTC) granted a ‘no action’ letter that means the
index contract can now be offered to US investors. Such progress
can be crucial to the success of new markets.

Furness accepts that the smaller markets cannot achieve ‘best
international practice’ overnight in all the areas he mentions, but
itisin product development that he sees the greatest failings.

“There are just too many ‘me too’ products being mooted
or launched,” he says. “If these exchanges can come up with
products with innovative specifications and trading methods,
to attract decent local and regional liquidity, then perhaps
they might stand a chance in the longer term of attracting the
international players.”

With no let-up in sight on the launch of new exchanges, it
would seem that innovation, finding the right partners and
simply ‘hanging in there’ will all be crucial factors on the path
towards ultimate success. @
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