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ave a place in

futures markets

anks are finding thelr niche in the
futures markets with the rapid growth

of trading in Mnancial instretdentd. A panel
of bankers and financial executives told the
Interranional Moostary Conference in Hong
Kong ln June of the need for banks to use
firancinl futures in 1ransferring risk.

“The role played by futeres is a very
toportant one,” Credit. Sulsse Chalrman
Rainer Gut said, while hiy fellow panslist,
Morgan Guaranty Trust Company executive
Dennis Weatherstone, added, ““1 think we do
noed imlerest rate Mutures, 1" a questhon of
lessening our cradit exposure, !

~Bankery have ot always maved enthusic

astic about futures trading. Until the advent

of financial futures aboot ten years ago, the

banking community generally ignored
commodity furures markets: In 1972, the 12

agriculturatly-based US exchanges recorded |

a volume of 18 million contracts. A dozen

vears later, the volume had swelled 1o 159

million contracty — over 70%% of them in

w instrements, and many traded by
3.

Leo Melamed, another IMC paneliss and
special counsel 1o the Chicago Mercantile
Exchange, believes that bank participation in
the futures markets will increase. "*Ranks arc
in n position o know their clients' special
financing ncods, and they are in a position 1o
adapt the Mghly Byuid bal specialized latures
and oplioas markets 10 £t those peeds,™ he
told the IMC. “Banks will sand between the
littares und options markets and their chends,
For providing this service, 1 am confident
they will be rewarded handsomely '

Concern over speculation

In an interview with Asen Finosoe
followmg the conference, Melsmed coa.
ceded that some banks were still concerned
about  “exéessive  speculation™  |a  the
markels.

"Bt markets without s wiTicient Now of
specubstive athity bevame disoried,” he
stid. "“The most viciows price swings ean
ocour when volume & too thin, Spoculative
activity ofien has a stabilizing, rather than a
destabslizing effect.”

Mlelomed cited a New York Federal
Reserve report & evidenoe that, despite their
ressrvations, banks are wing the fuiwe
miarkets. The report etimaled thal as much
as 10% of the foreign exchange transactions
peilormed by New York banks were done in
lutures rather than the forward markets.

The abity of the hanks to proiper i
today's highly competitive envisoement will
depend on how well they can hedge thar risks
and arrange relatively ewotic fimancial

packages for thewr clents, Melamed said,
Banks cannot ol sim full-service status unless
they can provide futures aed options eaper-
tise, oo ndded.

Asian banks, in particular, must develop
this expertine because “the nest déeade of
meaningful new futunes and options businen
will come Trom Southeau Asin,” Molamed
wold Atien Finance, Amticipating this, CME
began as carly as 1980 10 investigne possible
lnks with the Asian business commanity,

""Hong Koeg as  vibrant economic centre
wins cheaely o leading candsdate,”" he recaliad,
Pt what uttracied us 10 go with Singapore
‘wis the ability to stant from scratch. Hong
Kong bad an existing marker that was not
:_I:m exactly a5 we might have pre-

With help from CME, Singapore ts1a-
blished SIMEX, the Singapore International
Monetary. Exchange, o trade 3-month
Ewrodolian, yen, Deutschemaris and gold.
Laer this yoar, SIMEX will fist & contract
based on the widely-known Nikka stock
index publiched by Japen®s leading econnimic
nCWSpaper.

Challenge to Hong Kong

Asked whether this will preempt Hong
Kong's lovg-awsiced Hang Seng index
futuees comtract, Melumod declined 10
commend direcily, Ban hesaid: “The Ameri-
can experience leads one 1o believe that onoe
& contract takes rool. and becomes viable, no
other similase maaket can scoeed in thal time
eone. I that expericnce holds troe in Asia,
then, Hong Kong will be hard pressed 10
succeed once SIMEX beginy 1rading stock
indices and the Tokyo markes begins trading
bood Mutuses."”

Neverthelews, Melamed belicves ather LS
exchanges. will follow CME's lead in
establishing  Enks  with  ahelr  Asian
ounlerparts. The Commodity Exchange
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(COMEX) in New York and the Sydney
Futures Exchange have already announced
plans to set up a computerized gold futures
trading link, and the Hong Kong Futures
Exchange has discussed a link-up with the
Philadelphia Options Exchange to trade
foreign currency options,

“Cost efficiency is of unquestionable

importance for business flows,” Melamed
said. Rather than taking positions on two
different exchanges, a trader can offset his
position on one exchange with an opposite
position on the partner exchange.

"“The model we created with the CME-
SIMEX link will be adopted by others
because it works,"” Melamed predicted. [23



