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STOCK EXCHANGE ALLIANCES AND
A MECHANISM FOR COOPERATION AMONG THE OIC
MEMBER STATES IN THE AREA OF FINANCIAL MARKETS

SESRTCIC

Stock exchanges are instruments aiming to mobfiis@ncial resources to
facilitate their optimal utilisation in profitablavestment projects. Particularly
in the case of the developing countries, whichvary much in need of funds
to finance their development projects, the rolestufck exchanges becomes
much more important. On the other hand, mainly tduténe rapid advances in
information and communications technology, the riybof financial flows
around the globe increased enormously. As a resafijital and financial
markets in distant locations have found themseives severely competitive
environment. Some stock exchanges had to respoticese developments by
increasing cooperation among them. In line withs¢éhalevelopments, the
present paper discusses the necessity of increasiogeration among the
emerging stock exchanges in the OIC countries aopgses a mechanism for
cooperation among them in the area of financiaketar

1. INTRODUCTION

Globalisation and the rapid integration of world rkets have been
most evident in world capital and financial markefEhey have also
been the main forces driving the process of changhose markets.
With globalisation, major institutional investorsave moved
massively into portfolio and equity investment orcrass-border or
global basis.

To cope with the recent global transformation, riicial and capital
markets have been engaged in a rapid process nfeha secure and
consolidate their positions and to face up to thellenge posed by
globalisation. Stock exchanges too, as integraititi®ns in international
finance, have been going through a similar proodésadjustment. The

! Regulated markets and any other securities and dedsativarkets recognised,
regulated or supervised by the authorities.
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different forms of stock market alliances that hdeen taking place
recently are among those adjustments. Allianceg tdle forms of
mergers and take-overs in some instances, andsuaiuh federations in
others. The form, rigour, speed and volume of changariably reflect
the level of advancement and organisation of theckstmarkets
themselves besides the state of development dicteeconomies.

Since a stock exchange is a regulated market imgldifferent
actors and mechanisms, it plays a crucial roleenetbping financial
markets. Stock exchanges broaden investment opetiaround the
world. Nonetheless, some constraints exist for thémthis context,
stock exchanges worldwide are faced with challenggsovide a high-
quality service to market participants like intedizgies, market
organisers, companies and investors. Moreover, iuimd private
agents in their jurisdictions play an importanterah strengthening the
ties between them.

On the other hand, in today’s world, markets in Aicee Europe
and the Asian/Pacific rim dominate the world's fioal markets.
Essentially, the three regions carry roughly thaesaveight. For others,
however, to have a foothold in these increasingitegrated and
concentrated markets, there is a need that theypecate among
themselves and form their own alliances.

Forming alliances and establishing links amonglstoachanges can
be done through a variety of ways and means. Mostlgchanisms
depend on the functionality and capacity of exgttock exchanges to
provide those links. Furthermore, infrastructureoviiders, such as
energy and telecommunications utilities and theklvansector, play a
crucial role in supporting those mechanisms. Orother hand, forming
alliances and establishing links among stock exgearay important
responsibilities on the shoulders of the competanthorities in the
member countries. This includes the creation adgulatory framework
for supervising those markets and making the nacgshanges in the
national legislation. In this regard, the harmotisa of physical,
institutional and legal frameworks plays a key rabeconsolidating
those markets in the participating countries.

Moreover, stock exchanges in member countries dhadbpt a
common set of rules and standards in listing congsarctlearance and
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settlement processes, and require listed compaaied market
intermediaries to comply with them.

The examination of methods and mechanisms pursyeekisting
regional alliances of stock exchanges will be aasle starting point in
seeking a mechanism to establish a union of Islastock exchanges
and clearing houses. For this reason, this repartssby surveying the
experience and structure of the current internatiaiock exchange
alliances with the purpose of drawing lessons fiehich the proposed
OIC alliance could benefit. The samples of insiiug considered are
the most reputable and influential worldwide. Tlaso represent a real
cross-section of the current spectrum of instingiovorking in the
world today. Thus, together, they represent anradisof contemporary
human experience in this field. Based on their eepees, the OIC
countries may discuss the feasibility of theseraiteve models and
agree on a possible mechanism in this regard.

This report was prepared in line with Resolution. N88/30-E,
adopted at the Thirtieth Session of the Islamic f€@mnce of Foreign
Ministers, held in Tehran on 28-31 May 2003, whiefuested that the
studies on creating a mechanism for cooperation ngmiiie OIC
Member States in the areas of financial markets @dearing of stocks
and bonds should not lead to the creation of arnwy bedies but the
activation of existing mechanisms in these fields.

Under this new guidance, the Ankara Centre recensdlits earlier
study on a possible establishment of a Union otlStexchanges and
Clearing Houses and attempted to formulate a mésmanfor
cooperation among such institutions in the OIC membountries
without creating any new bodies but through thevatibn of existing
mechanisms in these fields.

The present Report is structured as follows: Sectiwo gives a
general background on the matter introducing basicepts and the logic
and functions of stock exchange alliances. Sedtioge contains a brief
description of the selected international stockharge alliances and their
structures and operation procedures. Section fioeflybdiscusses mutual
trading models among securities markets, and Seditie@ proposes a
mechanism for cooperation among such institutionthe OIC member
countries without creating any new bodies but thtothe activation of
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existing mechanisms in such fields based on themahtliscussed in the
previous sections.

A statistical annéxis included to reflect the state of development of
the main OIC capital marketsis-a-vis developing, emerging and
developed markets.

2. BACKGROUND

Stock exchanges and clearing houses have been athergasic and
central institutions of capital and financial maskevhich also perform
the most central role and functions of an econoffme two institutions
were created during the last century as vehiclésimermediary bodies
through which investors meet and interact. In adiditto their

conventional objectives, contemporary exchangefopermany more
functions than the ones for which they were oritiyneontrived.

Stock exchanges are specialised, centralised agahised markets
designed purposely for the trading of the finan@aturities listed
within them. They may be of two kinds: incorporatedtitutions or
voluntary associations of members. In either chseiever, they include
a legal framework, a constitution, a charter, hydaand rules and
regulations that govern their membership, listitgding and other
organisational and operational matters. Exchangesd trade in the
listed securities; they merely provide the facility trading. They are
institutionally justified by their function of faldiating marketability in
their listed securities. This is done by providimgding facilities and
publicity to volume and prices, and by requiring ttorporations whose
shares are listed to observe proper standards obuating and
reporting, thus enhancing public confidence in tharket and in its
listed securities (Glenn 1984, p.893).

The most essential function of stock exchangeasst has always
been, to offer the owners of enterprises the oppdit to raise new
capital and, hence, build substantial joint comeaniThe capital of
enterprises represents the savings of individdatshanges provide the
investor with the means of investing his or herirsgsw whilst retaining

2 Adapted from the International Finance Corporation (IFCeEjing Stock Market
Factbook 2001.
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their liquidity. Savings of individuals are precgand it is necessary
that they be protected. Exchanges, therefore, decia their functions
the publication of timely information from issuess that investors can
be properly informed about the enterprises in wheseurities they
invest and the process whereby prices for thosgrises are struck. It is
therefore essential, both for fairness and econafficiency, that all
exchange functions, including the setting of stpdkes, be determined
in a transparent way. Therefore, the central fenstiof stock exchanges
revolve around adapting the conventional rolesaflsexchanges to the
challenges posed by technology and the globalisatiand
institutionalisation of markets.

Stock Clearing Establishments or Houses (SCHs)carporations
often formed by the members of a stock exchangedweide them with
facilities of clearing transactions in securitiéscluding netting out
contracts between members, delivering securitieshamdling payment
for them (Walmsley 1979, p.234). All leading andlyigeveloped
exchanges in the world have their own clearing Bsund mechanisms.
However, some exchange markets do not have theseiss instead,
other leading markets’ SCHs as standards and ‘eshitbr their
operations.

The process of settling a transaction is closeliated to the
functioning of clearing and settlement systems. étle terms of a
securities transaction are confirmed, the respectibligations of the
buyer and seller are established and agreed. $hpart of a series of
steps involved in the process of completing thedier of ownership of
the securities and the corresponding payment.

The delivery of securities and payment of funds n@gcur
simultaneously, but only when both delivery and meapt have been
finalised, the settlement of the securities tratisacis completed.
Essentially, for a settlement to occur, the follogvisteps need to be
accomplished (EU’s Web Site, 2001, p.4):

Confirmation of the terms of trade as agreed between the saitbr
the buyer;

Clearance by which the respective obligations of the buged
seller are established,;
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Delivery, requiring the transfer of the securities from #watler to
the buyer;

Payment requiring the transfer of funds from the buyetite seller.

Settlement is a service normally provided by a ribgghouse, a
Central Securities Depository (CSD) or an intewral CSD (ICSD),
when there is not any established clearing systedoa mechanism in
the country. A Central Securities Depository imnlisbs physical
securities and transfers their ownership by mednbook entries in
electronic accounting systems. In some cases, &a&ounter-Party
(CCP) interposes itself between buyers and selersoming, in effect,
a buyer to every seller and a seller to every huylich is known as
novation. In this case, both buyer and seller shbel members of these
systems.

Clearing and settlement institutions may also deeia various
locations as modern technology makes it easily iplessSimilarly,
direct remote access to national clearing systesnalso technically
possible if it does not face any barriers (EU's W&ite, 2001, p.59).
However, as more intermediaries are involved is fitbcess, securities
transactions become more complicated and linkethe&ointernational
settlement and payment systems and mechanisms. &sult, close
cooperation among the stock exchanges and clesystgms becomes a
necessity and mergers or alliances are formedéirurpose.

Stock exchange alliances are associations, fedasatr unions of
stock exchange markets formed with the main purpdseromoting
business through cooperation, harmonisation andegration.
Contemporary stock exchange alliances range fronoseo
representative bodies to fully integrated ones.weh these two
extremes lies a series of other combinations wilying degrees of
cohesion and rigour. Often the names these institsittake — viz.,
Association, Federation, and Union — are indicab¥ehe strength of
their institutional relationship.

These differences are mostly a reflection of tlitedinces between
the allying markets and the countries in which tlaeg based. It is
generally the case that where markets and the Gesirih which they
are based are highly integrated or prone to integratheir market
alliances are also more integrated.
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In the next section, some recent examples of tfierdnt forms of
stock exchange alliances are given in detail. @kisiled account of the
most important existing exchange alliances is toesas a model for the
Islamic Stock Exchange Federation or Union.

3. STOCK EXCHANGE ALLIANCES

The need for international cooperation among stathanges was first
felt in the 1930s. The International Chamber of @Gmrce, based in
Paris, took the initiative to create an InternagloBureau of Stock
Exchanges which existed until World War Il. AftéretWar, it was not
until 1957 that the first major steps towards inédional cooperation
between exchanges took place and, in May of that yepresentatives of
several European bourses met in Paris. Four yéarfoomal cooperation

followed after which the participants chose toitntibnalise this work in

the form of a federation. Thus, the Internationabération of Stock
Exchanges was established in London in 1961.

International Federation of Stock Exchanges (FIBVj

Since its establishment in 1961, the Internatidfedieration of Stock
Exchanges has grown constantly. Today, its memlpermtcompasses
56 regulated exchanges from all over the world.\FiBembers together
account for over 97% of the world stock market tjsiation and most
of its exchange-traded futures, options, listedestment funds, and
bonds. There are also 9 more affiliate exchangds3&ncorrespondent
bourses.

Purpose and goals

La Fédération Internationale des Bourses des Val€eiBV) is the
trade organisation for regulated securities andvagve markets and
related clearing houses worldwide. It is an intdomal organisation
comprised of the world’s leading exchanges thatcamamitted to the
highest levels of market quality.

It provides a forum for communication, analysis alebate among
members. Its purpose is to facilitate the repregmt and development

3 www. fibv.com
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of organised and regulated markets and meet thdsneg evolving
capital markets in the best interest of their us8msce its foundation,
the FIBV has regularly held committee meetings,egahassemblies,
and conferences. In recent years, it has also m@@nspecialised
workshops for its members to transfer know-how simare expertise. It
discusses virtually every aspect of the securitiesness, be it technical,
commercial, legal or economic. Over the past faeadles, studies have
been published on such issues as self-regulatidioraament, trading
halts, securities business conduct, and others.

The label “Member of FIBV” identifies each markes &aving
prescribed business standards, recognised as suclmdmbers,
owners, and users of exchanges as well as by tegslaand
supervisory bodies. Organised and regulated fimhmoarkets do the
best economic job of allocating capital on the d¢etgpossible scale.
From capturing orders to trade or providing acdessew company
capital offerings and then carrying on through imgd reporting,
settlement and custody, FIBV member markets haveldped sound
business practices offering investor protection aaificient price
discovery. New technologies and competition stineulaFIBV
members to make their services more efficient, -effgictive, user-
friendly and reliable. Sharing of business exparéeand knowledge
among FIBV member exchanges is critical to the tgpraent of the
industry, especially that financial market operatoffer services in an
increasingly competitive environment.

The FIBV is a central reference point for the seg@s industry and,
for the exchanges themselves, the market of chdticeffers member
exchanges guidance in their business strategiesnatheé improvement
and harmonisation of their management practices.AIBV also works
with public authorities and helps promote the iasexl use of markets.
The FIBV’s main goals are:

* To demonstrate the role, functioning and integatyregulated
markets;

* To maintain a platform for securities markets pssfenals to
discuss issues of common interest, identify new@gghes and
solutions which enhance the competitive positionrezjulated
markets, and develop programmes which support sirckange
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operations, including research papers, workshaogrschimarking
and best practices;

* To establish harmonised standards for businessegses in
trading securities, including cross-border trading;

» To deepen the co-operative relationship with supery
authorities in order to advocate the benefits otlstexchange
front-line self-regulation within the total regubay framework;
and

 To support emerging exchanges in their efforts &vetbp
markets which function according to FIBV membemstards,
thus contributing to global respect for the busingsactices of a
well-run industry.

To achieve these goals, in addition to the ac#igsitmentioned
earlier, the FIBV publishes a monthly newslettéatistics bulletins and
other publications on member exchanges. It alsontaiais statistical
and information databases to keep historical recordmembers.

Federation of European Securities Exchanges (FESE)

Europe constitutes one of the most stable regidnthe world. The
European countries are amongst the wealthiest aadomically most
vibrant. The attractions of Europe for capital segk profitable
employment remain potent. High savings rates erbateEurope remains
at the same time a significant source of capitabfber parts of the world.

The Federation of European Securities ExchangeSERHormerly
called the Federation of European Stock Exchangise Brussels-based
Association of Europe’s Investment Services Dixeci{iiSD) authorised
stock exchanges, futures and options markets aading organisations.
The Federation represents the voice of Europelsdlatsd and supervised
market operators towards the authorities, espgaalthe EU level. The
Federation’s membership is open to all regulated] supervised market
organisations in the EU, Norway, Iceland and Swigrel as well as in

* Formerly known as the Federation of European Stock Exchasge www.fese.be
and www.fese.org.
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the countries seeking accession to the EuropeasnUnhe Federation is,
therefore, also open to new market organisatioat dre subject to EU
financial securities market legislation.

The Federation represents 27 stock exchanges adtasspe.
Additionally, 6 stock exchanges are its associaambers and 4 are
correspondents. The term ‘correspondent’ stock &xgés applies to
leading market operators that are either not readypply for associate
membership or are from countries not yet in formagotiations to join
the EU (FESE’s Web Site). It is a loose federatibatock exchanges.

The new FESE represents a leap forward over itdegessor, the
Federation of European Stock Exchanges, as itdeslalso futures and
options markets and clearing houses. This new foahthe FESE may
be the most suitable model to be followed by theppsed Islamic
federation. However, it is at a rather advancedestavhich may require
a great deal of cooperation and harmonisatiowok Europe the best of
the last two decades to reach this stage, and tkeséll some way
ahead before Europe reaches its intended leveboparation in this
field. Accordingly, it may be advisable for the posed Islamic Union
to follow a phased process similar to that of Eeragiarting first with a
loose federation of Islamic stock exchanges.

Purpose and goals

The Federation exists to reflect and representctdmamon interests of
European exchanges as regulated securities maBetadly stated, its
objective is to contribute in the field of sec@#iand financial markets to
the attainment of the aims of the Treaty of Rorheeéks to promote the
development of the securities markets in Europedypperating in the
areas of trading, clearing, settlement and depdssecurities as well as
regulatory matters. The Federation co-operates wiitter international
organisations, in particular the institutions af Buropean Union, and acts
as a representative voice of its member exchangesiters of concern to
the European securities industry. In so doing,Réderation furthers the
gradual process of integration of the Europearna@apiarkets.

The Federation serves first as a forum in whichherges discuss
the needs of market users and look for agreemetat lasw those needs
are to be met. The statutes of the Federation ageisot simply debate,
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but also joint action to create the infrastructunegded for efficient
markets in Europe. In these discussions and desyitall member
exchanges contribute to finding common solutions.

A continuing role of the Federation is to be a espntative voice of
the member exchanges in relation to the EuropeaanUnstitutions—
principally the European Commission. Moreover, tRederation
promotes a number of projects designed to furthereffectiveness of
the equity markets in Europe. These include:

The implementation of the EU Investment Servicescive

This Directive, which confers the “European pastSpan
properly authorised investment firms, brings abaougjor
changes in national securities regulation. The arghs will be
an important part of the regulatory machinery after directive
is implemented and, through the Federation, thdaxges are
studying the ways in which they can contribute tidffective
and consistent implementation.

Linkages between exchanges

Member exchanges have agreed that the procesgegiation
should be taken forward through bilateral and negidinkages
facilitating and enhancing cross-border tradinge Hederation
provides the forum in which strategies and methagieks can be
discussed and agreed.

Assistance to emerging markets

The newly founded market institutions in the coi@str of
Central and Eastern Europe are urgently in neeassiStance—
technical, legal and professional. The Federatiayspa vital
role in coordinating the provision of such assis&an

Economic studies

The Federation publishes a monthly review of diaisof stock
exchange activity in its member exchanges, whiam$othe
starting point for those who follow European trendshe
Federation has taken the lead in forming an irstituhe
European Capital Markets Institute, which undersa&etensive
studies on the efficiency of the capital market&ofope.
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In the past decade, European stock exchanges halergone a
process of transformation. Most have been “deregdlai.e. freed of
the restraints and conditions that were normal dolargely national
domestic role. Exchange membership is availabldoteign-owned
intermediaries, and many securities are multidiste

Building on their traditional strengths, the Eurapeexchanges now
provide markets which function throughout the desrereas trading
used to take place only during a short sessiort arsingle fixing. They
also provide order routing for swiftness and susenaf execution at a
low transaction cost. They provide transparency—haeced by the
technical possibilities now available. Exchangegehldeen amongst the
most creative users of information technology.

Exchanges have adapted their regulations and deaiocedures to
improve the liquidity in their markets. Techniqueeluding market
making, block trading and the introduction of intlraler brokers have
all served to meet the demands for liquidity brdug the institutions.
At the same time, the pricing of securities is mamte a fair and
transparent basis.

The explosion of cross-border trading and investnies brought
additional risks into the markets. Therefore, tkehanges have had to
refine the handling of orders and the executionbo$iness so that
settlement periods are reduced in length and sajétyrading and
settlement becomes common practice.

Then, recognising their prime role in the provisiohcapital for
industry, many exchanges have paid special atteribothe needs of
growing enterprises in setting up special marketase designed to suit
the needs of smaller companies.

In a press releadethe FESE:

» Calls for a thorough review of the Investment SmsiDirective
(ISD) and proposes a functional approach to thelatign of
market operators. Europe’s exchanges demand a eaging
field for all market operators.

5 Brussels, 22nd January 2001.
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 Recommends strongly the installation of a Securit@emmittee
and a Regulatory Committee under the ISD and arthsssuch
committees can only be successful when market &xpard
industry are closely involved in consultation prdgees.

 Demands again the opening of US markets for thwites of
European securities markets and presses for theedhiate
opening of a dialogue with the US authorities.

» Finds that the organisation of clearing, settlenaemt depository
service provision is not an area for top-down inipp@s of a
structure; these areas should be left to the ilaerpf market
forces.

Priority is given by FESE to a thorough review bé tinvestment
Services Directive (ISD), the “Constitution” of seities legislation in
Europe. A functional regulation of market operataslevel playing
field for all types of market operators and thesefive implementation
of the single passport principle for investmentmB; issuers, and
markets are needed for Europe's financial markets rémain
competitive. FESE would see merit in a split-uptled heterogeneous
ISD into an investment-firm-related directive ancharkets-related one.

Europe’s exchanges stand ready to support furtlifarte to
streamline cross-border clearing and settlemerEurope. This area,
however, is not seen as one where the structunglie imposed by
regulators. The interplay of market forces showddaliowed to lead to
solutions beneficial to investors, intermediaried &suers.

Federation of Euro-Asian Stock Exchanges (FEAS)

The Federation of Euro-Asian Stock Exchanges (FEAS) established
in 1995 on the initiative of the Istanbul Stock Baoge. The
headquarters of the Federation is in Istanbul, &wurkAll twelve
founding members are exchanges of emerging mankefirope and
Asia at different stages of development. Membersisipopen to
exchanges located in Europe and Asia subject taompp by the
General Assembly. Currently, there are 22 membechanges

& www.feas.com.
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representing more than 9,000 traded companies andnasket

capitalisation of over 130 billion US dollars on average daily traded
value of over 500 million US dollars. Fifty perceott current FEAS

membership is from OIC Member States.

The mission of FEAS is to create a fair, efficiemtd transparent
market environment with little or no barriers tade between its members
and their operating regions. For this purposerrisdo further cooperation
and communication among its members in such a®eataadardisation
and harmonisation of rules and regulations, tradyggems and settlement
procedures, listing criteria and adopting intewrally accepted
accounting principles. Its objectives are as follow

 To encourage cooperation among member stock exebaimg
order to promote the development of securities etark

 To act as a representative voice of the membirs-vis the
federation and associations of stock exchangdteimvorld;

» To promote the development of more integrated matgonal
stock exchanges in the region and offer listing aratling
opportunities for securities issued in the region.

The harmonisation of rules and regulations andattegption of new
technologies for trading and settlement by memileeuisties markets
are also expected to contribute towards the Feaderatobjectives by
promoting the development of the member marketspradiding cross
listing and trading opportunities for securitiesued within its member
countries.

South Asian Federation of Exchanges (SAFE)

The South Asian Federation of Exchanges was lauhaheJanuary
2000 in Chittagong by South Asian stock exchanges fSri Lanka,
Pakistan, Nepal, India, Bhutan and Bangladeshsédurities exchanges
in the South Asian region may be eligible for memshg. The
preamble of the Chittagong Declaration states: b@lisation has
increased the interdependence among nations andltamaously

" www.safe-asia.org.
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regional cooperation forums have emerged or aragnuge Therefore,
stock exchanges around the world are co-ordinatimgr various
initiatives and forming regional federations on tkgional cooperation
philosophy. The immediate objectives of such fetilena are to enhance
communication and to standardise operation proesdutong-term
objectives may include cross-border listing”. Thed€ration is to work
on a charter stating its objectives, scope of waskganisational
structure and features, and procedure of deciseking.

The main objectives of the SAFE are:

» To encourage cooperation among members in ordpramote
the development of their respective securities etark

* To work towards common standards, best businesgigea in
members’ securities markets and effective survetha of
international securities transactions;

» To represent the members in related internatimrahfs;

» To encourage cross-border listing and trade inegen;

* To co-operate in human resource development amsfér of
technology;

» To provide investment opportunities for all growgbpeople;

» To develop a strong platform for entrepreneurs ffaising
capital;

* To develop a transparent market ensuring investotetest;

* To provide a fully automated trading system to easguick,
easy and accurate transactions.

The Federation also provides services to its mesnibethe fields of
information, research and technical cooperationcé&iinformation on
business and markets is very important for anyssbasder operation,
the Federation gathers data from the members amggges them into a
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standardised format so that they are comparabk desired level. It
disseminates them routinely among the membersF&deration acts as
a catalyst for the introduction of standardisedcpdures and the
expansion of the markets. It provides expert adimwethe member
exchanges for their own and integrated developmerthe light of
international modern practices. Furthermore, itaaiges conferences
and seminars on relevant topics relating to thdored and world
markets and arranges executive exchange programmes.

African Stock Exchanges Association (ASEA)

The African Stock Exchanges Associatimas incorporated in 1993 in
Kenya. Its main aim is to provide a formal framekvéor the mutual
cooperation of stock exchanges in Africa throughious processes
encompassing the exchange of information and assist in the
development of member exchanges. The ASEA has dflewing
objective&:

* To provide a formal framework for the mutual cogiem of
stock exchanges in Africa through various processes
encompassing the exchange of information and assistin the
development of member exchanges;

* To assist members in the establishment of stockamnges,
development of financial instruments and promotiai
stockbrokers and dealers;

* To develop and establish standards of training and
professionalism amongst stockbrokers and dealemsd a
personnel associated with members;

* To develop and establish standards of listings,nteaance of
listings, and issuing, trading and settlement otisées;

* To assist members in the development of self-reéiguiao the
greatest possible extent and assist members inseptations to
the national and international bodies in this rdgar

8 Information for Africa (Mbendi), www.mbendi.co.za/orggkp.htm.
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» To assist members in the promotion and developwfesgrvices
associated with the capital markets;

 To promote and develop the establishment of a Hatk and
information system for the mutual benefit of menshand

« To study, research and investigate matters of d@sterto
members.

Southern African Development Community (SADC) Exchages’
Committee

The SADC Committee of Stock Exchanges was formethimuary 1997
as a private-sector initiative within the SADC frawork. Its
membership is open to all member countries of tA®G. Member
countries with established exchanges include BatawaMalawi,
Mauritius, Mozambique, Namibia, Swaziland, Southi@d, Tanzania,
Zambia and Zimbabwe.

Its main objectives are:

 To maintain and improve market integrity in order have
markets that are fair, efficient and transparerth\proper price
discovery;

» To increase liquidity of trading in equities, bondkerivatives
and other financial instruments;

» To enforce legislation and rules and protect mapgeeticipants
and investors;

« To make the SADC securities markets more attradtvéocal
and international investors;

» To raise capital for the regional economic develepm
* To improve the operational capacity of SADC stokkranges;

 To advocate and lobby for private-sector-led regiomarket
integration;

* To build cooperation between SADC stock exchangestheir
regulators;
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* To establish a forum through which the SADC regpmiicy
makers can consult the region’s existing securitiegrkets
before planning further developments in this field.

To this end, the Committee advocates the policied strategies
which build upon the concepts of harmonisation eattbnalisation of
operations to be applied where appropriate. Acoglgli exchange of
information, expertise and experience will formignfficant part of the
process.

Federacion Iberoamericana de Bolsas de Valeores BV)

The FIABV was created in Rio de Janeiro, Brazil, 2h September
1973. Member countries with regulated stock exckangnclude
Argentine, Brazil, Chile, Colombia, Costa Rica, &dar, El Salvador,
Spain, Mexico, Peru, Portugal and Uruguay.

Its main objectives are as follows:

» To foster cooperation among its members in ordepramote
the development and advancement of their secunti&ets in
the best interest of all market participants;

 To cooperate with national and international esditihaving
legislative, regulatory or other functions in respef financial
and securities markets with a view to ensuring hgeneous
standards and regulations as to handling secumsations,
trading, issuers, brokers, securities markets, riexu
depositories and custodians;

 To promote the integration of the Federation’s Istatarkets,
stimulate inter-activity of market participants &sll as secure
the free circulation, within their respective julistions, of
securities issued in any of its members’ home aguand

* To encourage the establishment of rules and preesdnsuring
solvency, competence, legitimacy and fair inform@atlisclosure
to all savers investing through member exchanges.
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EURONEXT?®

The Euronext stock market, which is the first Ewap stock

exchange, was created in September 2000 by the emeofy the

Amsterdam and Brussels Exchanges and the ParissBo&uronext
is the driving force behind the consolidation psxeén the European
capital markets and builds on the strength of tihhesterdam, Brussels
and Paris Exchanges. It was created in responaegtowing demand
from the market—favourable climate to achieve fertbonsolidation in
the European capital market—and to meet the neegréater liquidity

and lower costs resulting from the introductiortte euro.

It has the biggest market capitalisation in EurdldB1% of the
total), the biggest commodities exchange in Eurape is the number
one exchange for options. It is also a truly intgronal merger with
transnational business units, transnational managémand
transnational shareholders and members.

Euronext is not only a merged entity, it is alsoogen venture. It
conducts its business through three separate opg&raEuronext
Amsterdam, Euronext Brussels and Euronext Parises@hthree
operators and their regulated markets are sulgeldcal requirements
governing the official stock exchange status.

The Euronext intends to promote capital market&unope and set
global standards for financial markets in the setd information, trading,
clearing and settlement services. It also intend®nm alliances for the
benefit of an efficient and enlarged European aeapiarket. Furthermore,
it aims to deliver quality and competitive servicas clients,
intermediaries, investors and issuers. In this riegthe Euronext has
replaced floor trading with screen trading, andltbai fully-integrated
exchange encompassing listing, trading, nettingarolg and settlement.
Following the footsteps of its constituting threeqecessors, the Euronext
is a member of the Federation of European SeauEehanges (FESE).

NOREX

The NOREX is a strategic alliance between Nordiclsiexchanges with
the aim of offering investors, issuers and memberost-effective and

° www.euronext.com.
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high-quality Nordic securities market. It coverside range of investment
opportunities. The alliance is based on the priesipf cross membership,
a common trading system and a common regulatonysfraork.

To that effect, member stock exchanges of NOREXaeated the
possibilities for efficient cross-border tradingitla common system for
settlement is still missing. Nonetheless, the nmadkeenands for a single
system of clearing and settlement are to be meutir an integrated
approach. The alliance also aims to harmonise ,ruégulations and
requirements among the stock exchanges with respettading and
membership.

4. MODELS OF MUTUAL TRADING AMONG SECURITIES
MARKETS

Cross Listing

Cross listing is the admission for listing/tradiofysecurities, which are
already listed on a local stock exchange, on foreigpck exchanges.
Cross-listed securities will be subject to the suded regulations of the
local exchanges. Although cross listing is subjecthe preference of
companies, stock exchanges may facilitate it bynoyetheir markets to
the securities listed in other exchanges on a spordence basis.

Cross Membership

Cross membership is accepting the members of atioek exchanges
for membership. It is a means for the intermediasyitutions to access
foreign stock exchanges directly. There are tweraditive systems to be
pursued for cross membership. One is remote meimpeasd the other
buying or selling through a brokerage house indbentry where the
trading takes place.

For a remote membership, the Central Securitiesofiepy (CSD)
opens both cash and securities accounts for remeisbers or for their
home country’s CSD in the settlement systems ohtist country where
the trading takes place (See Table 1). Moreoverash correspondent
relationship can be established in case of nege§it the other hand, a
uniform and standard custody agreement for thipgae is suggested to
be adopted in order to ease the problems that migtur as a result of
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different market practices. Essentially, settlememmbers are foreign
brokers or their home country’s CSD. The settlenwnsecurities and
payment is realised by the CSD of the country whbkeetrading takes
place.

Table 1: Trading Under Cross Membership

CSD opens both cash and securities accounts
for remote members or for their home
country’s CSD in the settlement system of he
country where the trading takes place.
Settlement members Foreign brokers or their home country’s CD.
It is realised by the CSD of the country whdre
the trading takes place.

A) Remote Membership

Settlement of securities and cash

B) Buying or selling through a
brokerage house in the country
where the trading takes place
Settlement members Local brokers.
It is realised by the CSD of the country where
the trading takes place.
Source: Derived from http://www.unece.org.

Foreign brokers can directly trade through
local broker in the country.

Settlement of securities and cash

On the other hand, in case of buying or sellingufgh a brokerage
house in the country where the trading takes pfaceign brokers directly
trade through a local broker in the country (Sebldd). Although the
latter is a direct party to the settlement, in cafsdefault, foreign brokers
or their stock exchange or settlement institutiore accepted as
responsible for the fulfilment of due obligatioriSor this purpose, an
agreement is signed between local and foreign sdkgether with both
brokers’ stock exchanges and settlement institatioiEssentially,
settlement members are local brokers. The settlewiesecurities and
cash is realised by the CSD of the country whezertiding takes place.

Common Trading Platform (CTP)

The Common Trading Platform (CTP) is a centralitrgglatform that
will be created in order to enable the securitiegshe companies in
member country jurisdictions to be traded collegivin accordance
with the principles established by the participatistock exchanges.
These principles consist of special rules that make the legal,
organisational and technical infrastructures of theding platform.
There are two alternative approaches used for it.



56 Journal of Economic Cooperation

In the first approach, @TP provides a centralised system where it is
administered by an executive committee consisting the
representatives of the participating stock excharayed operated by a
CTP operator. In this case, the CTP operator vélldrated in one of
the participating countries and will be a legalitgrar a stock exchange
within the jurisdiction of a member country. Howevey pursuing this
model, the existing systems for the local markett e preserved
while the participating stock exchanges will joyndlesign a new trading
system to be used for the CTP.

The other approach used is a CTP providing an aaiging system
without having to establish a centralised systemthis model, a new
trading system will be adopted by the participastack exchanges or a
common interface will be installed among them. Thhe CTP may be
jointly operated by all the participating stock banges and will be a
legal entity.

Moreover, regardless of whether it is a centralisedecentralised
model, settlement members in case of a CTP areelsoénd local
custodians or Central Securities Depositories (GSDs member
countries. However, this may create risks as altre$uhe increased
number of institutions involved in these transawtioOn the other hand,
local rules and regulations in some countries matyatiow a CSD to
become a member of such systems. In addition, étteesient risks of
brokerage houses can also create problems for$hesC

5. PROPOSED MECHANISM FOR COOPERATION IN THE
AREA OF FINANCIAL MARKETS

Current Situation

As in the experiences discussed above, the propuseel for the OIC
exchange alliances will essentially depend on thte ©of development
in the main OIC markets. A rough picture in thigasl is reflected in
this paper’s Statistical Annex. The four tableghia Annex reflect the
OIC stock exchanges’ state of development vis-a-developing,

emerging and developed markets. The criteria ugetthdo International
Finance Corporation (IFC) in these comparisons the levels of

capitalisation (Table 1), value traded (Table 2)d aumber of listed
companies (Table 3). According to these three raaitélable 4 shows
the OIC markets that appear in the top forty markethe world.
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Lessons and Insight

From the various existing models discussed prelgodlke following
insights and lessons can be inferred:

1.

The proposed OIC alliance might be a full mergeumion such

as Euronext, a tight federation modelled on FESE aather
looser federation such as FEAS or SAFE. Anotheioadbr the
proposed alliance is to create a platform suclh@$-tBV which
serves only as a representative and meeting botly same
common resources and services that are shared dretwe
members.

The full merger or the tight alliance options mag the best to
serve the purposes of more integrated cooperatibenses.
However, such a scenario requires firm and strastdd@ions,
high integrability and analogous levels of develeptmamong
such institutions and a considerable degree of lgemeity and
harmonisation between the economic policies of riember
countries. Therefore, it is not practical at thgibeing for an
OIC-wide cooperation, but is plausible and probabfst for
smaller regional or sub-regional OIC groups suchthes Gulf
Cooperation Council (GCC).

The other federation models could serve as modaisOiC
cooperation in this area. However, since these tmpaéether
tight or loose, necessitate the creation of a nedylwithin the
OIC system, they do not satisfy the criteria laig the 30"
ICFM.

Therefore, this paper recommends that the OIC catipe in
this area begin with the creation of a common ptatf which
serves only as a forum for cooperation, commurocati
exchange of views and discussion on the OIC firmoarkets.

On this platform, presidents and/or CEOs of thelsexchanges
from OIC member countries may come together toudische
common problems facing the financial and capitatkeis in the
OIC countries and exchange views and expertise lwn t
necessary steps for mobilising internal financiakaurces,
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facilitating the optimal utilisation of such resoas in
investment projects or developing their stock merke

At the beginning, the platform may be open onlyhie authorised
and regulated stock exchanges in the OIC membaertices. But
later on if they deem it necessary, they may griyuavite
other financial institutions that are engaged suisg, trading,
listing, clearing and transferring of stocks anduws#ies as the
member stock exchanges and other financial marketgire
through time.

Proposed Platform’s Goals and Objectives

The main objective of such a platform would be dstér cooperation
among the OIC member countries in the area of Gimmarkets in
order to mobilise financial resources within the COtommunity,
channel them into local investment projects andetigy their capital
markets, in particular stock exchanges, so as ¢went the flight of
capital. For these objectives to materialise, thaf@rm would help
create a proper environment for cooperation ambegniember stock
exchanges which, in turn, could induce higher amdenintegrated and
sophisticated forms of cooperation.

In line with the existing experiences, the propogdatform may
serve the following purposes:

To serve as a forum for discussing the common problfacing
the financial and capital markets in the OIC coestrand
exchanging information, views and expertise on lemng these
markets and related market practices and technigondsways
and means to develop capital markets in the menthertries;

To discuss and take the necessary steps for mpbilisternal
financial resources and facilitating the optimalisdation of such
resources in OIC investment projects;

To help members disseminate information about thwrkets
through the platform and exchange data and statisgcords on
member stock exchanges;
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* To study, analyse and make recommendations on pirgnand
developing organised and regulated capital markefsarticular
stock exchanges, in the member countries;

* To help member countries develop high standardegilation
and efficient financial markets and promote thent@risation of
market rules and procedures;

* To help support the establishment of new OIC s@athanges
on internationally recognised standards by offetngw-how,
expertise and facilities;

» To take the necessary steps for facilitating faremyestment in
the OIC capital markets and help harmonise busiss®lards
and practices to facilitate cross-border/marketditrg of
financial instruments;

» To take the necessary steps to bring member stackets closer
in terms of their rules, procedures and standdhds, increasing
their integrability and helping their gradual imatipn;

* To represent the common interests of member stackamges
in international fora and bodies such as the FIB\d dhe
International Organisation of Securities Commissi@SCO).

Proposed Steps to Create a Mechanism for Cooperatioin the
Areas of Financial Markets and Clearing of Stocks ad Bonds

Resolution No. 38/30-E, adopted at the Thirtietss8® of the Islamic
Conference of Foreign Ministers held in Tehran &32 May 2003,
excludes the idea of establishing any new bodiedewtreating a
mechanism for cooperation among the OIC MembereStiat the areas
of financial markets and clearing of stocks anddsormherefore, only
the existing mechanisms within the OIC system wdwdutilised for
such a cooperation among the OIC members.

Obviously, cooperation and coordination in the areé financial
markets and the clearing of stocks and bonds agdetkto create new
and important modalities and opportunities for bging from the
economies of scale in capital markets includingclst@xchanges.
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Furthermore, such cooperation may further incraaseutilisation of
complementarities among financial institutions ime tOIC member
countries.

The creation of a cooperative environment among fthancial
institutions will contribute positively to the flavof foreign direct
investment among the OIC member countries throwgfiithting the
flow of financial resources. As a result, it willrther contribute to their
efforts to accelerate economic growth, developrtdeonomic structures
and consolidate their economic and commercial ioelat Therefore,
such a cooperation among the OIC member coungigeslispensable.

On the other hand, within the fundamental termsreference
determined by the said Resolution, the creatiosuch a mechanism for
cooperation among the OIC member countries nee#ssitclose
collaboration and coordination between the existingbsidiary,
affiliated and specialised organs and institutionf the OIC.
Furthermore, within the said framework, the bestina@ism will be the
creation of a platform among the regulated stoatharges of the OIC
member countries. However, the successful launctohgsuch a
platform also needs to be elaborated and well-pegpa

In this regard, a task force composed of OIC orgarsinstitutions
working in the field of economic and commercial pemtion will be
formed to consider this mechanism in detail andtheyground for the
launching of such a platform. This task force vii# responsible for
defining the level and composition of attendaneenfrthe participating
stock exchanges, basic aims, objectives and mandfatthe said
platform and also the terms of reference under lwitievould operate.
In this respect, the Islamic Development Bank (IDBhich is the focal
point for financial issues within the OIC systemi|l we requested to
convene such a meeting. The task force is expetdedeport its
recommendations to the Standing Committee for Eeomoand
Commercial Cooperation (COMCEC) before it is puiobe higher OIC
fora for final decision on its implementation.

6. CONCLUDING REMARKS

The creation of a mechanism for cooperation ingheas of financial
markets and the clearing of stocks and bonds ismguortant project
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which is vital for OIC economic cooperation, in gea, and for

enhancing investment opportunities in the OIC coest in particular.

Through such a project, existing stock exchangesring houses and
related financial institutions may coordinate an@ndardise their
policies, rules, regulations and market technicas procedures in an
effort to bring them in line with those of the rest the world.

Standardisation and harmonisation will help regdatOIC stock

exchanges and capital markets integrate and theenieea recognisable
group and a force to be reckoned with in the irggamal financial

markets.

There is a two-way relationship between the vigouany alliance
and the strength of relationship and integrabitityits members. Thus,
the more integrated and integrable the OIC stoadhamges and other
related institutions and markets are, the more roig® their proposed
alliance will be, and vice versa.

This paper suggests the launching of a platfortmetdormed among
the OIC stock exchanges and other related ingtitatsuch as clearing
houses. For this purpose;Task Forcecomposed of the OIC subsidiary
organs and affiliated and specialised institutiaasking in the field of
economic and commercial cooperation will be forntedprepare the
ground for the launching of such a platform. Thesk Forcewill be
mandated to study the project and define the lawdl composition of
attendance from the participating stock exchangesasic aims,
objectives and the mandate of the said platform &ed the terms of
reference under which it would operate. It is expécto report its
recommendations to the COMCEC before they are ptaré higher
OIC fora for final decision on their implementation
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STATISTICAL ANNEX
Table 1: OIC Markets Capitalisation, 1990-2000
(US$ millions, end of period levels)
Market 1990 1995 1996 1997 1996 1999 20(
OI C Markets
Azerbaijan 3
Bahrain 6770 7155 6624
Bangladesh 321 1338 4551 1537 1034 865 1186
Egypt 1765 8088 14173 20830 24381 32838 28741
Indonesia 8081 66585 91016 29105 22104 64087 26834
Iran 6552 17024 15123 14874 21858 34041
Jordan 20001 4670 4551 5446 5838  5827] 4943
Kazakhstan 1342 1831 2265 1342
Lebanon 400 2904 2385 1921 1583
Malaysia 48611 222729 307179 93608 98557 145445 116934
Morocco 966 5951 8705 12177 15676 13695 10899
Nigeria 1372 2033 3560 3646 2887 2940 4237
Oman 1978 2662 7108 4392 4302 3463
Pakistan 2850 9286 10639 10966 5418 6965 6581
Palestine 705 293
Saudi Arabia 40907 45861 59386 42563 60440 67171
Tunisia 533 3927 4263 2321 2268 2706 2824
Turkey 19065 20772 30020 61090 33646 112716 69659
Uzbekistan 128 465 119 50
Lﬁ;&ggsex 613322 1901072 2225110 2142082 1825231 3112461 269145]
All EM Index 613621 1910685 2248073 2167329 1855259 3152068 2739724
OI C Developed
Markets
Kuwait 14353 21840 26013 18131 18814 20772
UAE 33284 38211 23263
’,?,:ereDtgve'Opec 878477015877402180045842094914825092702329966832952070]
World Total 939839[117788087202526572311647726947961361487513226043

Source: IFC Emerging Stock Markets Factbook 2001 38-34.
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Table 2: Value Traded in OIC Markets, 1990-2000

(US$ millions, end of period levels)

Market 1990 1995 1996 1997 1998 1999 20(
OIC Markets
Azerbaijan
Bahrain 577 444 247
Bangladesh 5 158 722 385 789 789 768
Egypt 91 677 2463 5859 5028 9038  1112(
Indonesia 541 14403 32142 42927 10610 19903 14311
Iran 741 2617 1212 1389 2270 4999
Jordan 652 517 297 501 653 548 414
Kazakhstan 2 26 19 89
Lebanon 640 328 97 118
Malaysia 6888 76822 173568 153292 29869 48512  5850(
Morocco 16 2426 432 1061 1390 2530 1094
Nigeria 4 14 72 132 161 145 263
Oman 211 545 3880 1943 529 553
Pakistan 198 3210 6054 11369 9038 21057 32974
Palestine 25 69 150 199
Saudi Arabia 6194 6773 16549 13712 14816 17313
Tunisia 32 663 281 260 186 420 626
Turkey 798 51392 36831 59105 68464 81277 17926
Uzbekistan 70 43 37 19
Lﬁ;&g‘t’f’( 1169219 1045449 1570134 2372455 2413231 3197785 4946171
AllEM Index | 1169219 1046287 1572939 2374347 2415194 31110914051190"
OI C Developed
Markets
Kuwait 1709 6389 19203 34576 9333 6061 4210
UAE 118
All Developed |
Markets 6298778 9180430120284061611747620169289272493454381789
World Total 746799710226717136813531849183122575479393604354706918(

Source: IFC Emerging Stock Markets Factbook 2091 3p-37.
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Table 3: Number of Listed Companies in OIC Markets,
1990-2000 (end of period levels)
Market 1990| 1995 1996 199F 1998 19Pp9 20
OIC Markets
Azerbaijan 2
Bahrain 38 4] 4]
Bangladesh 134 183 186 202 208 211 221
Egypt 573 746 649 654 861 1033 1074
Indonesia 125 238 253 282 287 277 290
Iran 169 220 258 275 292 304
Jordan 105 97 98 139 150 152 163
Kazakhstan 18 17| 23
Lebanon 3 9 12 12 12
Malaysia 282 529 621 708 736 757 795
Morocco 71 44 47 49 53 56 63
Nigeria 131 181 183 182 186 194 196
Oman 5% 80 94 114 131 140 131
Pakistan 487 764 782 781 773 765 762
Palestine 19 20 23 24
Saudi Arabia 69 70 70 74 73 75
Tunisia 13 26 30 34 38 44 44
Turkey 110 205 229 257, 277 285 314
Uzbekistan 4 4 4 5
IFC Index Markets 8995 16817 18639 18603 24795 24544 25253
All EM Index 9101| 17954 19949 20075 26354 26800 25937
OI C Developed Markets
Kuwait 52 60 74 69 76 7]
UAE 44 63 54
All Developed Markets 1632318817 20138 20033 19927 22277 23994
World Total 25424 36601 39936 39127 45743 40557 49997
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Source: IFC Emerging Stock Markets Factbook 2001 38-39.
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Table 4: OIC Countries Figuring in Top 40 Rankings

Rank According To:

Market Capitalisation

Total Value Traded

Number of édsCompanies

Country Rank | Country Rankl Country Number
Malaysia 25 Turkey 19 Egypt 10
Turkey 29 Pakistan 30 Malaysia 15
Saudi Arabia 30 | Saudi Arabia 34| Pakistan 17
Iran 37 Indonesia 37 | Turkey 26
Egypt 39 Iran 27

Indonesia 30

Bangladesh 40
Total 4 Total 5 Total 7

Source: IFC Emerging Stock Markets Factbook 20020p




