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Short selling bans increase as

markets recover

EUROPE 12.08.2011

Four more major European markets have announced
temporary short selling bans.

Following a spate of announcements, France, Italy, Spain
and Belgium are the latest countries to impose bans in a
bid to restore market confidence.

So far, it's working. The Stoxx600 closed higher fol-
lowing the 11 August announcement, while bank
shares rallied.

European Union regulators welcomed the “harmon-
ised regulatory action”.

The European Securities and Markets Authority
(Esma) said the actions were intended to “restrict the
benefits that can be achieved from spreading false
rumours or to achieve a regulatory playing field, given
the close inter-linkage between some EU markets”.

But many market analysts see the move as political in
nature, pointing to academic studies questioning the val-
ue of short selling bans in the establishment of orderly
markets, in particular showing that SEC interventions in
September 2008 failed to support stock prices, except
possibly for US financial stocks.

In France, the regulator has banned short selling for 15
days on 11 financial stocks as a direct response to a
plunge in prices after CDS sovereign spreads were seen
rising over the week.

The rising spreads sparked rumours that France was be-
ing considered for a downgrade, though all three credit
rating agencies have since denied this is the case.

“The short sale ban buys policy makers some time
(maybe a week or two) but that itself does not solve the
problems with the banks and with the popular unrest in
Europe,” said Jorge Vrljicak, macroeconomic analyst at
Equity Research Desk.
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Northern Trust to transfer
Irish operations

Northern Trust is to transfer its Dublin-based
securities lending business to its London of-
fices following the completion of its acquisi-
tion of Bank of Ireland Securities Services.

Some custody activities will also be trans-
ferred. Insiders says approximately 220 of
the approximately 750 staff will lose their
jobs, including the vast majority of the secu-
rities lending team. It is believed there will
be no staff transfers to London.

Northern Trust acquired the fund adminis-
tration, investment operations outsourcing
and custody business of the troubled Bank
of Ireland group in a transaction that closed
at the start of June. It paid around €60 mil-
lion for the business, increasing assets un-
der administration and custody in the coun-
try by approximately €70 billion.

The transfer of operations is expected to be
completed by the end of this year.

First Middle East triparty
cash repo trade settled

The National Bank of Abu Dhabi (NBAD) is
the first Middle East financial institution ac-
cepting local counterparties as cash takers
and Middle East assets, such as sovereign
and corporate bonds out of the Gulf Coop-
eration Council (GCC) area, as collateral.
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Short selling bans increase as
markets recover

Continued from page 1

“The good news is that this kind of decision
helps the market stabilise and clearly stops
shorts based purely on speculation and rumour,”
said David Sagnier, CEO and president of Par-
is-based RFQ-hub, a multi-dealer RFP platform.
“But it also reminds everyone of regulatory ac-
tions imposed in a post-Lehman situation, so it
is a double-edged sword.”

Whether or not these echoes of the 2008 credit
crunch should be resonating remains to be seen.
There are certainly signals that the equities sell-
off this week has presented compelling buying
opportunities. Still, Sagnier says the transatlan-
tic debt situation should not be underestimated.

“It's easy to sell governments short when there
is trouble,” Sagnier said. “This is a very serious
situation, governments have too much debt, the
only way to get out of debt scenario would be
to raise tax and to raise tax you slow down an
economy that is already not doing well, so it is
a vicious circle.”

Still, the “cold shower” solution of a short selling
ban will stop markets from bleeding while buying
governments time to find longer-term strategies.
One such solution, backed by UK chancellor of
the exchequer, George Osborne, is to package
debts of both weak and strong governments to-
gether to create a “eurobond”.

But with 27 countries in the eurozone and 17 us-
ing the euro, that kind of consensus is unlikely
to happen in the same week.

First Middle East triparty cash
repo trade settled

Continued from page 1

“Our first Middle East triparty repo trade will
mark the kick-off point for the flow of liquidity
within the region,” said Paul Voce, global head
of repo NBAD. “It will also encourage the de-
velopment of a true triparty repo refinancing
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market among local players and collateral.” The
first trade settled in early July through Deutsche
Borse-owned Clearstream’s infrastructure.

Stefan Lepp, member of the Executive Board
of Clearstream and head of global securities fi-
nancing, said: “This is a further important step
towards the extension of our Global Liquidity
Hub in this important region. This initiative sup-
ports our global strategy to further strengthen
transparency, reliability and efficiency in the fi-
nancing industry in close cooperation with mar-
ket participants, regulators and central banks.”

Short selling and securities lending markets
are part of the criteria required by MSCI to gain
emerging market status, writes Data Explorers,
adding that even in 2010 there were signs of
momentum behind plans for the Qatar and UAE
stock exchanges to open up securities lending.

Turkey curbs short selling on
Istanbul Stock Exchange

Turkey has announced measures to curb short
selling after the week’s equities sell-off. Market
regulators raised the minimum equity ratio to
70 per cent for short selling and announced a
probe into activities on the Istanbul Exchange,
according to various media reports.

Since transatlantic debt woes threw global mar-
kets into a tailspin, the benchmark index had
dropped to its lowest since February 2010.

The move by Turkey follows other global
regulatory action in Greece and Korea, where
regulators have imposed temporary short sell-
ing bans.

Securities lending on Brazil
Exchange jumps in Q2

BM&FBovespa reported that securities lend-
ing grew 39.3 per cent year-on-year to rev-
enues of BRL 17.2 million (€7.4m) on the back
of high volumes.

“This increase was mainly a result of the
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higher volume of lending services in connec-
tion with average open interest positions,” said
BM&FBovespa.

Average open interest rose to BRL28.3 billion,
an almost 10 per cent rise quarter-on-quarter
and a 42 per cent rise year-on-year.

CFO and investor relations officer Eduardo Re-
finetti Guardia said: “We are heartened by a
number of strong performances in areas like se-
curities lending, derivatives and high-frequency
trading in equity.”

Securities lending revenues represented 3.3
per cent of overall gross operating revenues,
which were BRL 521.3 million (€225.2m), falling
1.5 per cent year-on-year.

SBL trends show merit of
owning uncommon shares

US and European large caps with lower insti-
tutional ownership drop less in a crisis, accord-
ing to Data Explorers (DX) analysis of securities
lending activity last week.

“There is evidence within the large cap universe,
that money was saved by owning shares that
were slightly less popular with the traditional as-
set managers since they fell less far,” wrote DX
in a research note.

As well, DX analysis shows that the scale of
short selling is dwarfed by the supply of shares
to short, by nine times — nowhere near the lev-
els reached ahead of the credit crunch.

Still, a “small bit” of evidence shows that more
shorted US stocks on the S&P500 tended to fall
further in last week’s sell-off.

In Europe, however, there was no pattern when
comparing price changes with short interest for
large caps on the Stoxx600.

“This further reinforces our argument that last
week’s price drop had little do with short selling,”
wrote DX.
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SBL risks increase in “flight to
safety” environment

Risk managers are warning of the impacts on
the repo market of weakening sovereign prices
in certain European countries.

“Few areas are more technical, nichey, or eso-
teric than securities lending,” wrote Mitchell
Shames, partner at Harrison Fiduciary. “If plan
sponsors want to partake of the benefits of se-
curities lending, then they must really under-
stand the risk.”

The last time securities lending programmes
froze, it was on the back of mortgage-backed
securities and related derivatives. This time, it
could be sovereign debt, he notes.

Shames recommends scrutiny of two risk situa-
tions: short-term paper held by collateral pools
and collateral posted by broker-dealers.

The role of the repo market has been brought
into sharper focus since wrangling over rais-
ing the US debt ceiling increased the perceived
risk of US Treasuries - when interest on T-bills
turned negative. And BNY Mellon announced
fees for deposits over $50 million in response to
a sudden rise in cash holdings.

In Europe, sovereign debt contagion fears over
Spain and ltaly against a backdrop of equities
selling off has prompted the ECB to intervene,
according to various media reports.

Meanwhile, the Swiss National Bank an-
nounced a surprise cut in interest rates to
almost zero and committed itself to a re-
newed round of quantitative easing to stem
the appreciation of the Swiss franc, wrote
Stefan Angele, head of investment mange-
ment, Swiss & Global Asset Management.

Korea Exchange bans short
selling for three months
The Korean Financial Services Commission (FSC)

has announced a temporary ban on short selling
for three months amid stock market declines and

MXConsulting

MX Consulting is currently delivering solutions to
clients within Agent Lending, Custodial and Principal
Securities Financing Programmes.

growing concerns over a double-dip US recession
and deepening eurozone fiscal crisis.

“Short sales are significantly increasing in the
falling markets, spreading market anxiety,” the
FSC said, adding that it will temporarily ease re-
strictions on the amount of shares that issuers
can repurchase their own stocks per day.

The amount of short sales, which was KRW100
billion per day (€64.6m) on average in the first
half of this year, has recently surged over KRW
400 billion (€258.2m), according to the FSC, ex-
ceeding the previous record high of KRW 234.6
billion (€151m) in September 2008.

Back then, the FSC banned short selling of all
listed stocks, starting 1 October 2008, only lifting
the ban on non-financial stocks on 1 June 2009,
while leaving it intact for financial stocks.

Since last week, panic selling on Korea Ex-
change (KRX) prompted the bourse’s officials
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yesterday to announce increased market moni-
toring. The Kospi Index dropped to its lowest
since July 2010 at one point during the equities
sell-off.

Greece bans short selling of
listed shares

The Hellenic Capital Markets Commission
(HCMC) has announced a temporary two-
month ban on short selling of shares listed on
the Athens Exchange. The ban takes immediate
effect and remains in force up to and including
7 October.

Short selling of shares and ETFs is banned ir-
respective of the executing venue - regulated
markets, multilateral trading facilities or OTC.
The ban includes naked and covered short
sales and sales which are settled with subse-
quent intraday purchases.

D Abusiness & IT consultancy
dedicated to the Securities

Financing Industry

D Why use a consultancy that isn't

specialised?

) www.mxcs.co.uk
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Obtaining or increasing short exposure through
listed or OTC derivatives is not prohibited, ac-
cording to the HCMC, and some market-makers
are exempt.

The move was prompted by a drop of almost
six per cent of the ASE general index the
day before.

US downgrade causes securities
lending uncertainty

Market fears were confirmed when Standard &
Poor’s (S&P) downgraded the US to AA+ from AAA.

The downgrade was slammed by White House of-
ficials, who pointed out a $2 trillion mistake in S&P’s
calculations, which was acknowledged by the rat-
ing agency. But S&P reiterated that the downgrade
was a result of squabbling between Democrats and
Republicans in aligning fiscal policy.

Immediately after the downgrade, the Federal
Reserve issued guidance to banking organisa-
tions, stating that “the risk weights for Treasury
securities and other securities issued or guaran-
teed by the US government...will not change”.
This means that US banks will not have to put
aside more capital against their holdings of US
government-backed debt.

Additionally, the Depository Trust & Clearing
Corporation (DTTC) stated that it will not make
any changes in valuations of securities required
for collateral. However, subsidiaries of DTCC
were also downgraded one notch.

Moody’s confirmed the US’ AAA rating earlier
last week, meaning the US has a split rating
and markets seemingly have a choice. Still, the
credit rating agency also assigned a negative
outlook, warning of a downgrade if the US can-
not get its financial house in order.

But it's the markets not under such direct control of
regulators, such as securities lending, facing the
most uncertainty as attention turns to the repo, de-
rivatives and securitisation markets, which com-
monly use US Treasuries as collateral.

If risk-weight is increased, more Treasuries will
be required as collateral, in effect reducing the
amount that can borrowed. Treasuries currently
enjoy a low haircut, averaged at two per cent, but

if perceived risk increases, that could rise to three
per cent, according to various media reports.

In Europe, the ECB is intervening in lItalian
and Spanish bond markets after leaders held
emergency talks over the weekend. Yields
tumbled in response and borrowing costs sub-
sequently dropped.

OneChicago’s July volumes

OneChicago has announced that a total of
115,974 security futures contracts were traded
in the month of July 2011.

95,009 July futures valued at more than $374
million were taken to delivery, validating the use
of single stock futures as a financing instrument.

July 2011 Highlights = 40% of July month-end
open interest was in OCX.NoDivRisk products
- an equity finance tool which removes dividend
risk from the security futures = Top five contracts
in July were: Pfizer, Microsoft, Goldcorp, Intel,
Procter & Gamble = 67 new listings were added
in July to total 2745 issues including 387 ETFs.

OCC'’s securities lending up
24 per cent

New loan activity increased 24 per cent, or over
67,000 contracts in July compared to the same
month last year, said Chicago-based Options
Clearing Corporation (OCC).

The lift includes data from both its CCP se-
curities lending markets, the OTC stock loan
programme and AQS automated platform,
which had an average daily notional value of
$13.2 billion. Year to date, securities lending
activity is up 37 per cent, or over 466,000 new
loan transactions.

In overall derivatives activities, OCC cleared
over 350 million contracts in July, a 26 per cent
increase from the same period last year, and
reports a 13 per cent increase in total volume
year to date.

Futures’ performance was mixed though overall
it saw the biggest bump, up 55 per cent. Index
and other futures soared 118 per cent to around
2.8 million contracts traded while US equity fu-
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tures dropped 81 per cent, an indication of lower
risk appetite as investors digest weak macro-
economic signals in a faltering recovery.

Exchange-listed options were up 26 per cent,
with index options up 35 per cent year-on-year,
but only one per cent year-to-date. Equity op-
tions continue to show strength, rising to almost
321 million contracts traded in July versus 257
million in July last year, up 25 per cent, also reg-
istering a bump of 14 per cent year-to-date.

Eurex Group sets new records
in July

Eurex Group recorded an average daily volume
(ADV) of 10 million contracts in July, a 24 per
cent increase from the same period last year.

Eurex Exchange contracts accounted for a little
over 70 per cent, jumping 23 per cent from last
year to trade 151.9 million. The equity index de-
rivative segment totalled 72.5 million contracts
with the single largest contract traded being
Euro Stoxx 50 Index futures at over 31 million
contracts. The Eurex Kospi product set a new
daily peak and monthly record with an ADV of
81,000 contracts.

Equity options and single stock futures were
down almost 20 per cent year-on-year, partly on
the back of contract specification changes in the
first quarter this year when contract sizes were
increased to match international standards.
But extrapolating the figures would still result
in a drop of almost 10 per cent, according to
Deutsche Group analysis.

US-based ISE rose more modestly than Eurex
Exchange, up 8.3 per cent to 57.3 million con-
tracts traded.

All Eurex Repo markets - CHF, EUR and Gen-
eral Collateral (GC) Pooling - grew by 25 per
cent setting a new life-time best at €301.3 billion
average outstanding volume. The CHF Repo
market recorded the highest growth, jumping 33
per cent year-on-year, reaching €167.3 billion.

The Swiss franc has been on the receiving end
of “flight to safety” investing as Eurozone debt
concerns take the wind out of the euro while the
US debt crisis batters the dollar.

OneChicago x

A Regulated Equity Finance Exchange

Offering Security Futures EFPs which are economically equivalent to OTC Swaps,
Repos and Securities Lending transactions cleared through AA+ rated OCC.
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SocGen shares suspended
after Greek write down

Societe Generale has announced its results
for the second quarter of 2011, and the first six
months of the year.

Group net income totalled €747 million in Q2
2011 (€1.7 billion in the first six months of
2011) and reflects, says the bank, the global
economic and financial situation which re-
mained mixed with growing concerns over
European sovereign debt resulting in risk
aversion and erratic market movements, in
line with political developments.

Group net income for the second quarter is
down over 30 per cent from €1.1 billion from the
same period last year.

“The Q2 results testify to the Group’s resilience in
an uncertain economic and financial environment,”
said Group chairman and CEO Frédéric Oudéa.
“In addition... these results incorporate the write-
downs booked on Greek government bonds, whose
impact is nevertheless limited, as expected.”

Write-down of Greek government bonds were
€395m before tax, €268m after tax.

SocGen shares on CAC40 were suspended in
Wednesday morning trading.

Oudéa also stated that SocGen will have a Ba-
sel lll core tier 1 ratio of at least nine per cent by
the end of 2013 but that “the Group net income
target of €6 billion in 2012 now appears difficult
to achieve within the scheduled timeframe”.

Q2 Notes:

. International Retail Banking’s earnings,
which were impacted by the consequences
of the political unrest in Africa and the Medi-
terranean Basin in Q1, enjoyed a recovery.

. Specialised Financing and Insurance’s contribu-
tion to the Group'’s results continued to grow.

. Corporate and Investment Banking rev-
enues proved highly resilient given the
deteriorated market environment, whereas
Private Banking, Global Investment Man-
agement and Services was impacted by
an unfavourable market environment and
non-recurring provisions in Q2.

. Generation of 0.5 pts of capital

Collateral Management
& Securities Financing
Asia 2011 21-22 September

|

The most recent European bank stress tests showed
that core tier 1 capital ratio would stand at 6.6 per
cent compared with the 5 per cent threshold.

BATS Europe offers multilateral
clearing choice

BATS Europe has launched Preferred Interoperable
Clearing, which provides its trading participants the
choice of a preferred clearer from three interoperating
clearing counterparties (CCPs), effective immediately.

EuroCCP, LCH.Clearnet and SIX x-clear are
the three CCPs participating in BATS Europe’s
Preferred Interoperable Clearing service. Under
this service, if participants on both sides of a
trade select a CCP from the interoperable group
via the online election form, then the executed
trade will be cleared by the designated CCP(s).

Mark Hemsley, CEO of BATS Europe, said: “We
are pleased to be the first market centre to offer
a multilateral interoperable clearing service that
supports customer choice and encourages CCP
price and service competition. Today’s launch is
the first step toward a fully interoperable clearing
environment, which is an important one toward
significantly reducing frictional post-trade costs
for Europe’s market participants. We continue to
encourage our participants to demand clearing
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choice from all trading venues so that the full
benefits of competition can be realised.”

Diana Chan, CEO of EuroCCP, said: “EuroCCP
has long been a proponent of interoperability
and of the benefits of increased competition. We
are confident that our industry utility model, ro-
bust risk management practices and recent fee
reduction will drive participants towards choos-
ing EuroCCP as their preferred CCP.”

Wayne Eagle, executive director, EquityClear, LCH.
Clearnet Ltd, said: “A competitive clearing environ-
ment gives users real choice, delivering greater
efficiency and reduced costs whilst ensuring the
integrity and safety of the market. There is a real
demand for interoperability involving all the CCPs.”

Tomas Kindler, head of clearing relations, SIX
x-clear Ltd, said: “Though this has been long in
coming, we are delighted at the news. It vindi-
cates our long-held position that interoperability
in the clearing space benefits all constituencies
- trading participants and, on a more macro level,
the industry as a whole. This particular approach
to interoperability is just the beginning and is set
to change the clearing landscape in Europe for
the future. We are pleased to be part of it.”

EMCF will continue to provide clearing and
settlement services for orders executed on the
BATS Europe platform not designated to one of
the three interoperating CCPs.

The Best Strategies to Optimize
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Big Interview

NickBonn

SLT speaks to the head of the securities finance division at State Street
during a time of extreme market nervousness

BEN WILKIE REPORTS

SLT: How has the attitude to risk
within securities lending changed
since the financial crisis?

Nick Bonn: It's changed greatly. Although State
Street fared relatively well during the crisis, we
have taken a difficult different tack to collateral
reinvestment. So despite our successes we are
much shorter in duration and more sensitive to
risk. It can affect our returns, but that's because
the credit risk is much more conservative.

Our non-cash programme, which was always
more popular in Europe, has become more pop-
ular in the US - it doubled in 2010.

SLT: How has the US debt crisis
affected your business

Bonn: [Prior to the announcement that agree-
ment had been reached] we were having a meet-
ing every three hours on the topic and talking to
our clients, who were understandably nervous. |
think State Street has done a great job holding on
to clients during the crisis - they are still trading
despite their aversion to risk and the lower re-
turns but their confidence is very fragile and this
has tested their will about staying in lending.

If treasuries are downgraded we can manage
through that, but there will be industry wide Ii-
quidity issues. A default would have been the
worst option - it would have changed the rules
of the game.

A debt downgrade won’t change the opportuni-
ties we have, but it will add volatility and affect
margins. We take AA paper now - we may be
taking a lot more in the future...

SLT: Is securities lending now trans-
parent enough?

Bonn: The agent securities lending market is
transparent enough. The issue the regulators
have is with naked short selling, and additional
rules on disclosure for securities lending agents
won't help that. You'd have to get that informa-
tion from prime brokers.

We publish our guidelines, holdings, returns and
our reinvestment - all of it is transparent. But when
it comes to naked short selling, it's often a mystery
about who is doing it and where it's happening.

SLT: Areyou seeingincreasing num-
bers of beneficial owners coming to
the securities lending market? Are
existing participants increasing the
amount of business they do?

Bonn: Until recently | would have said yes.
We’ve hung on to our clients and our balances
have remained stable, but nerves are fragile.
We’re paying a lot of attention to the issues with
the US debt market and we’re reaching out to
our clients to ensure they are kept informed.

I’m not keen

on the concept

of sharing risk -
especially in a
market like
securities lending
where there aren’t
many players.

Half of my job is to reassure people. For exam-
ple, some of our cash collateral is in European
bank debt, our exposure hasn’t gone down, but
we do our credit checks very carefully and we
haven’'t had any defaults - we ensure we are
able to constantly reassure our clients.

SLT: How do you feel about CCPs?

Bonn: CCPs have an important role to play in the
ever-developing securities lending industry and they
may gain traction if they are legislated into existence.
Currently, they tend to be a more expensive way of
doing business and I'm not keen on the concept of
sharing risk -especially in a market like securities
lending where there aren't many players.

SLT: How much of your time is now
spent on regulatory issues? Are the
regulators getting it right?

Bonn: We'’re watching Basel Ill and the capi-
tal changes rules very closely. Even within big

banks, capital is a commodity that is fought over.
With Dodd Frank, the issue of credit concentra-
tion limits and how capital is calculated remains
important. And when it comes to the transpar-
ency rules in securities lending, we’re hoping
and working towards ensuring they are sensible
and don’t just add up to a lot of work.

| believe that the regulatory requirements for
providers could mean they become another bar-
rier to entry for any firms considering involve-
ment in securities lending.

SLT: What are you focusing on for
the future?

Bonn: We have enough issues to focus on now!
Sovereign debt is obviously going to be important,
while regulation and how it changes the business
we and our clients can do is taking up a lot of our
time. We're looking very hard at the risk/return
concept and we are doing a lot of risk reporting.

| do believe that while returns are down, so is
the level of risk. But the best way to keep our
clients on board is to ensure our reporting is as
comprehensive as possible.

The growth is there, it's just taking a long time
coming. We were expecting 2012 to be the year
where the growth really took hold, but we've
now revised that to 2013. SLT

Head of securities finance division

Nick Bonn
State Street
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IMN is delighted to announce our European Beneficial Owners’ Securities Lending Conference will be held on
September 26-27, 2011 in London.

For nearly 20 years we have been dedicated to meeting the information and networking needs of the European
beneficial owner community & are proud to continue assisting beneficial owners in mapping a strategic course to
navigate the opportunities & challenges ahead.

Sessions this year include:
¢ Closed-Door Beneficial Owners’ Roundtable Discussions

* Beneficial Owner Executive Panel
* The Anatomy of a Successful Securities Lending Programme: Lessons Learned

* Securities Lending & Short Selling Regulatory Update: What is Changing, Where is Regulation Going &
What Does this All Mean for Securities Lending?

* What Levels of Programme Oversight Should a Beneficial Owner Exercise Over its Lending Agent?
* Collateral Rethink: A 101 on Cash Vs. Non-Cash

GOLD SPONSORS

BROWN =
BROTHERS ESECLENDI(I)\TG @ J.P.Morgan
HARRIMAN
SILVER SPONSORS
Paon
ABN-AMRO > STATE STREET o
F BNY MELLON Deutsche Bank GiLoBal MARKETS SUNGARD
ASSET SERVICING
BRONZE SPONSORS
4S5IGHT £3data EQUILEND @ gg!%'g‘a“ “perbies Morgan Stanley ({5 Northern Trust

euroclear

For Sponsorship & Speaking Opportunities, please contact Robert Bass
212.901.0535 | rbass@imn.org

twitter.com/imn_investment hashtag: ﬁ linkd.in/imn_investment
InKda.in/imn_investmen

{ E ) #IMNEvents

For more information, please visit: imn.org/eurosec2011
Tel: 212-224-3428 | Email: hotline@imn.org



http://www.imn.org/Conference/IMN-European-Beneficial-Owners-Securities-Lending-Conference/Home.html

Malaysia

CountryFocus

At the heart of the growing Asian market, Malaysia is playing an increasingly
large role in the global securities lending market

BEN WILKIE REPORTS

From a largely rural country recovering slowly
from conflict a generation ago, Malaysia has
fast become one of the region’s economic pow-
erhouses. It's now the third-largest economy in
the region, and in the top 30 in the world. Mov-
ing from mining and farming as the country’s
core industries, it has become a high tech cen-
tre with a range of industries that bring in over-
seas cash - including natural resources, tourism
and manufacturing. It is also a major centre for
Islamic banking.

It's also highly regarded as an environment for
international investors. The big international
banks all have bases here, and Malaysia has
provided significant returns for overseas funds.
As with other countries in the region, it suffered
during the Asian crisis, but its recovery has
been swift.

In general, foreign ownership of Malaysian com-
panies is restricted to 30 per cent as listed in

Standard Bank offers a sophisticated range of safekeeping, clearing and related
services to local and foreign institutional investors in the South African and 12
sub-Saharan markets. For information e-

their M & A or governed by Ministry guidelines.
There are exceptions where the 30 per cent limit
can be exceeded, in particular for companies,
which mainly produce goods for export.

The aggregate foreign ownership limit in tele-
communications companies is 61 per cent.
However, a government restriction requires for-
eign companies to reduce their stake back to 49
per cent after five years.

The foreign shareholding limit for new entries in
direct insurers was increased from 30 per cent
to 49 per cent with effect from August 24, 2006,
to harness the potential for financially strong
and internationally known foreign players.

When it comes to shareholdings in the coun-
try’s banks, the prior written approval from the
Minister of Finance is required where a person
or persons acting in concert with a person, who
acquires or disposes of any shares of a licensed

Corporate and Investment Banking

mail transacts@standardbank.co.za
Moving Forward

institution, equal to five per cent or more of the
shares of that institution to any single person or
persons acting in concert.

Except where the Minister of Finance otherwise
approves, no person shall hold more than the
following percentages of interest in shares of a
licensed institution: In the case of an individual,
10 per cent; and in the case of a person other
than an individual, 20 per cent

As of March 2005, the banking sector has been
liberalised to allow foreigners to acquire up to
49 per cent stake in Islamic bank subsidiaries
of local banking groups. Commercial banks can
now sell up to 49 per cent of their Islamic bank-
ing units, subject to the condition that the Islam-
ic bank remains a subsidiary of the commercial
banking institutions.

Voting rights are generally available to foreign in-
vestors who hold shares at least three business

@ Standard Bank
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days prior to voting or the specific record date house) specified in the rules of the approved
set by the issuer, except where it has exceeded clearing house for the borrowing or lending of
the company’s Foreign Ownership Limit. eligible securities in accordance with the re-
quirements of the rules of the approved clear-
ing house are deemed to be securities borrow-
ing and lending agreements approved by the
SC (approved SBL agreement).

The Bursa SBL
system, offered by
Bursa Malaysia
Securities Clearing,
specifies which
shares are currently
eligible for borrowing
and lending

Only approved local licensed dealers may bor-
row securities from Bursa Clearing on standard
terms, and the collateral provided has haircuts
determined by Bursa Clearing. Each offer to
lend to Bursa Clearing must be a minimum of
50,000 units.

The SBL will be introduced in stages. In the
subsequent stages, Bursa will enhance the SBL
framework further for all participants. This may
include securities borrowing and lending on
an over-the-counter basis (OTC) in which the
Once the limit on foreign-owned shares is terms of borrowipg and lending are negotiated
reached, the companies concerned can ask for Petween the parties.

a separate listing of their foreign and local con-

tents. However, this is not mandatory. Note that The other option is RSS, or regulated short
there is no restriction on foreigners who wish to selling. RSS is defined as the selling of stocks
buy, hold or trade in shares which have reached which the person does not presently own but
their foreign holding limit or local shares where for which such person has made arrangements
such shares are quoted separately. Such shares to borrow. Any individual can engage in RSS.
would be classified as “restricted shares” and The settlement of the short sales will be with the
the general practice with regard to the treatment borrowed stocks. The borrowing must be made
on corporate action entitlements is that holders within the approved SBL framework established
of these ‘restricted’ shares which have exceed- by Bursa.

ed the prescribed foreign ownership limits will
Wit ther orcinary shares in il sspects of o UNder the SBL
tittements declared by the issuer. CI_A framework,
the secuirities
clearing house,
Bursa Clearing
will act as a
Central Lending
Agency

Short selling regulations were introduced in
1996, relatively early for what was then a very
emerging market. The business didn’t last long;
at the heart of the Asian crisis less than a year
later, securities borrowing and lending was sus-
pended on all shares listed on Bursa Malaysia.

In 2007, a new system was introduced. The
Bursa SBL system, offered by Bursa Malaysia
Securities Clearing, specifies which shares are
currently eligible for borrowing and lending - the
numbers vary, but most publicly traded shares

are permitted. Under the SBL CLA framework, the securities

clearing house, Bursa Clearing will act as a
Securities borrowing and lending (SBL) activi- Central Lending Agency (CLA). As the CLA,
ties in Malaysia must either be made through Bursa Clearing will borrow from lenders and
an approved clearing house acting as a central onward lend to borrowers. Any person who
lending agency (CLA) under the SBL-CLA mod- has the requisite number of stocks may lend
el; or entered directly over-the-counter between stocks to the CLA. On the other hand, only ap-
the eligible participants and facilitated by the ap- proved local stockbrokers may borrow stocks
proved clearing house under the SBL - negoti- from the CLA. Any other investors who wish to
ated transactions (SBL-NT) model. borrow stocks must go through the approved

local stockbrokers.

The approved clearing house acting as a CLA

and the eligible participants are deemed to be Bursa had in August 2009 introduced the SBL
the authorised lender and/or authorised bor- NT (Negotiated Transaction) model where
rower, and the agreement between the ap- it provides both Approved Lenders and Ap-
proved clearing house and the eligible partici- proved Borrowers the avenue to agree SBL
pants constituted by the documents (including transactions an over-the-counter basis (OTC)
the terms and conditions for lending participant and report such transactions to Bursa Malay-
or lender, terms and conditions for borrower, sia via on-shore lending representatives or
circulars and rules of the approved clearing borrowing representatives. SLT
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Gold outshines producers

Data Explorers’ Will Duff Gordon examines how investors have been
flocking to the base currency following turmoil in other markets

MARKET PERSPECTIVE

MarketAnalysis

Gold rallied to yet another record high of over
$1,800 an ounce, following the downgrade by
Standard & Poors of the US credit rating to
AA+. The SPDR Gold Trust ETF (GLD) has
been in high demand, both by the long and
short sides of the market in securities lending.
Despite the onward march in the price of gold
bullion, the shares in the gold producers have
treaded water, rising an average of only two per
cent over the past quarter to last Friday (a circa
seven per cent rise if you exclude last week).
In contrast, gold futures are up 13 per cent
over the same period and 16 per cent YTD. We
looked at holdings by institutional asset own-
ers alongside demand to borrow to see wheth-
er investors think the lagging performance of
gold miners presents a buying opportunity as
investors search for quality? Companies cov-
ered include: US Gold Corp (NYSE:UXG),
Detour Gold Corp (TSE:DGC), Gold Resource
Corp (AMEX:GORO), Newmont Mining Corp
(NYSE:NEM).

A screen of global gold producers with a market
cap in excess of $100 million holds an aver-
age short interest of just 1.77 per cent of to-
tal shares outstanding. There are a number of
stocks displaying bearish sentiment.

Investors short the explorers

Whilst most miners in the sector have posted
impressive earnings for the second quarter,
companies more focused on exploration have
gained only marginally.

US Gold Corp (NYSE:UXG) reported its quar-
terly earnings at the end of last week with up-
dates on how its exploration was going and
saw its share price fall closer to annual lows.
Institutional investors and those who lend have
been bullish and raised their long exposure by
over 50 per cent over the second quarter, per-
haps believing this relative underperformance
compared to the physical futures to be a buying
opportunity. Yet this is the most shorted stock in
the sector. Short interest trebled to annual highs
of 16 per cent of the total shares in April, which
represented half of the lendable supply out on
loan.

Canadian listed Detour Gold Corp (TSE:DGC) is
also focused on exploration and is the second
most shorted stock in the sector. As the share
price oscillated between CAD$24 and CAD$34
institutional ownership has been relatively flat
and short interest has steadily increased since
December from one per cent to record highs of
12.5 per cent of total shares outstanding. The

recent price drop has led to some short covering
over the past two weeks, reducing short interest
to nine per cent of total shares outstanding.

A rush for small cap miners

Miner, Gold Resource Corp (AMEX:GORO) de-
scribes itself as a low-cost gold producer. Since
declaring commercial production in July 2010, it
has been drawing investor attention by paying
out special monthly dividends. Its share price
has performed well over the past year and in-
stitutional investors have been overweight their
historical positions, having doubled holdings in
the last quarter alone to 8 per cent of all shares.

Us Gold Corp
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However, short sellers have been building posi-
tions since May, with short interest having tre-
bled to eight per cent of the total shares, which
represents almost all the stock that is available
to be borrowed.

Newmont Mining Corp (NYSE:NEM) missed
earnings estimates for the second-quarter due
to lower output and higher production costs, but
the impact was offset by the rallying gold price.
In early trading yesterday, the stock was high-
lighted as a top gaining stock in the US mar-
kets. Short interest is low at one per cent of total
shares outstanding but institutional investors
have moved underweight and reduced their
holdings by 13 per cent since March. SLT
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Upcoming industry events

IndustryEvents

12th Annual Collateral
Management

marcusevans

Date: 7-9 September 2011
Location: London
Website: http://www.marcusevans.com

This collateral management event, brings to-
gether senior figures from the collateral world in
order to address key topics including regulatory
reform, automisation, optimisation and how to
attain best practice in operational procedures.

Sibos 2011

slibols

Date: 19-23 September 2011
Location: Toronto
Website: www.sibos.com

Sibos brings together influential leaders from
financial institutions, market infrastructures,
multinational corporations and technology part-
ners to do business and shape the future of the
financial industry.

The Finadium 2011
Conference

EﬁF[NADlUM

Date: 20 September 2011
Location: New York
Website: www.finadium.com

Themes for this year’s conference include ETFs
in securities lending, transparency in financing
for hedge funds and their investors and the im-
pact of CCPs on collateral management. Lunch
is provided and networking is encouraged.

Collateral Management &
Securities Financing Asia

Collateral Management
& Ser;urltles Financing

Asia 2011

Date: 21-22 September 2011
Location: Hong Kong
Website: www.collateralmanagementasia.com

Collateral management & securities financing
framework is now a top consideration for Asian fi-
nancial institutions.

16th European Beneficial
Owners’ Securities Lend-

ing Conference
“EIMN

Date: 26-27 September 2011
Location: London
Website: www.imn.org

For nearly 20 years we have been dedicated to
meeting the needs of the European beneficial own-
er community and are proud to continue assisting
beneficial owners in mapping a strategic course to
navigate the opportunities and challenges.

5th Annual Collateral
Management 2011

FLEMING
EUROPE

Date: 5-6 October 2011
Location: Barcelona
Website: http://finance.flemingeurope.com

The Fleming Group brings you Collateral Man-
agement, already in it's fifth year. Collateral
managers from major European financial institu-
tions will gather in the beautiful city of Barcelona
to discuss latest trends and developments.

28th Annual RMA
Conference on
Securities Lending

=rma

THE RISK MANACEMENT ASSOCIATION
Serving the Financial Services Indusiry

Date: 10-13 October
Location: Naples, FL
Website: www.rmahq.org

RMAs Annual Conference on Securities Lending
last year held in Boca Raton, Florida, rebounded
from previous years and the effects of the unprec-
edented financial market events with over 425 SBL
professionals from across the industry attended.

Data Explorers Securities
Financing Forum

‘;_;data.ﬁ-

Date: 16 November 2011
Location: Hong Kong
Website: www.dataexplorers.com/hongkong

For nearly 20 years we have been dedicated to
meeting the needs of the European beneficial own-
er community and are proud to continue assisting
beneficial owners in mapping a strategic course to
navigate the opportunities and challenges.

NeMa Asia 2011

Network Management 2011

NeMa

Date: 15-16 November 2011
Location: Singapore
Website: www.informaglobalevents.com

NeMa Asia (Network Management Asia) - the
sister event to NeMa, has now become the most
important gathering of network managers, sub-
custodians and brokers in the industry.

www.securitieslendingtimes.com



Industry Appointments

Patrick Chisholm has been appointed by
Kellner DiLeo & Co as vice president in secu-
rities lending. He will focus on custody banks
and agent lenders, supporting the execution of
model-based trading.

Chisholm joins after a similar role at Goldman
Sachs and has 20 years experience in financial
services.

He will report to Rory Zirpolo, director of securi-
ties lending.

J.P. Morgan has announced new appointments
to its financing and market products (FMP)
group in Asia Pacific.

Stewart Cowan is the new head of FMP in Aus-
tralia, New Zealand and Japan but will continue
to lead the securities lending operation.

Cowan’s expanded role now includes over-
sight of J.P. Morgan’s clearance and collateral
management, transition management and for-
eign exchange solutions, building on his 20
years of experience, the last 10 of which have
been with the firm in a variety of securities ser-
vicing roles.

Jane Perry, CEO of J.P. Morgan Treasury and
Securities Services said: “In a sophisticated
domestic market which relies heavily on fi-
nancing and market products to manage risk,
reduce cost and generate returns, Stewart will
be instrumental in further enhancing our local
and Asia Pacific clients’ businesses while at
the same time driving J.P. Morgan’s success
across these key markets.”

The bank is emphasising potential for growth
in Japan, where it sees a marked shift towards
FMP solutions, especially for collateral man-
agement and securities lending services.

Additionally, Michael Wynn will join the Austra-
lian transition management sales desk. Wynn’s
most recent role at J.P. Morgan was on the pas-
sive currency overlay execution desk based in
the UK.

“We are lucky to have someone with Michael’s
expertise return to Australia to service our cli-
ents’ needs. With a proven track record across
different areas of the business, he will be a
valuable addition to the team,” Perry said.

In a further move to raise the profile of its man-
agement team, Bank of America Merrill Lynch
(BoAML) hired Peter Johnson, head of JP
Morgan Chase & Co global futures, options and
over-the-counter (OTC) clearing operations. It
will be a lateral move for Johnson, who is ex-
pected to join the Chicago team in October.

Johnson held a variety of senior leadership
roles during the last 19 years at J.P.Morgan, in-
cluding previous posts as North American head
of futures and options and head of the Chicago
futures office, said BoAML.

Merlin has hired Brian V.S. McKenna as a
partner in the Merlin Institutional Group (MIG).
In this role, McKenna will enhance MIG’s insti-
tutional sales efforts to large hedge funds and
money managers in New York and the North-
east region.

“Brian’s addition allows us to further expand
the Merlin Institutional Group and broadens our
ability to provide hedge fund clients with dif-
ferentiated investment ideas and high-quality
execution,” said Stephan Vermut, founder and
managing partner of Merlin. “Brian is well rec-
ognised within the institutional investment com-
munity, and | am very pleased to welcome him
to Merlin.”

Prior to joining MIG, McKenna was a senior
managing director and global relationship man-
ager for independent financial advisory group
Collins Stewart Hawkpoint, where he covered
relationships with major financial institutions.

He was also responsible for investment banking
development, analyst recruiting and business
development. Before Collins Stewart, McKenna
served as a managing director for investment
firm William Blair & Co., where he established
both the Boston and New York offices.

MIG was established in April 2009 to provide
original equity research, corporate access,
trading ideas and execution to medium and
large hedge funds. McKenna joins MIG’s team
of existing partners, Jesse Cole, Jason Mallor
and Jim Magill.

“Merlin is one of the most well-respected brands
in the prime brokerage services arena, and
since 2009, the firm has built upon that success
with a complementary and thriving institutional
research, sales and trading effort,” said McKen-
na. “l look forward to becoming part of such an
innovative company, and continuing the growth
of this division of the firm.”

AS Bank will lose the head of its securities
lending team, Mun Yoshihara, who will be
leaving at the end of this week.

“After nearly five years at KAS Bank, | have de-
cided to...re-migrate to Tokyo, Japan in order to
engage in a new challenge in the financial sec-
tor,” said Yoshihara in a farewell email.

He started as securities lending head in 2008, help-
ing to navigate out of the crisis, finding it “extremely
challenging but interesting and rewarding”.

A successor is expected to be announced soon.

BNY Mellon has appointed Diego Folino as the
company’s country executive in Mexico. In that
role, Folino will oversee capabilities and pres-
ence across all business lines in Mexico.

Folino will also serve as representative of the
company in its office in Mexico and join the
Latin America Management Committee, report-
ing to Rene Boettcher, BNY Mellon’s chairman
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of Latin America. He will also become chair-
man of the board of directors for BNY Mel-
lon’s Mexican banking subsidiary, Institucion
de Banca Multiple.

“Diego’s extensive financial market and man-
agement experience, as well as his strong un-
derstanding of the needs of institutional clients
in Mexico, will significantly enhance our pros-
pects for ongoing growth and success in the
country,” said Rene Boettcher, chairman of Latin
America for BNY Mellon.

Folino joins the asset management and ser-
vicing group with nearly 25 years of interna-
tional banking, corporate finance and man-
agement experience.

Most recently, he served in a variety of senior
management positions at Standard Chartered
Bank, including as president and CEO of their
private banking activities in the Americas based
in Miami, CEO and country representative in
Mexico, and head of corporate banking activi-
ties in Mexico.SLT
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