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STOCK EXCHANGE ALLIANCES AND
POSSIBLE METHODS FOR ESTABLISHING A UNION OF
ISLAMIC STOCK EXCHANGES AND CLEARING HOUSES

SESRTCIC

In today's world, the markets in America, Europe, andAsia/Pacific dominate the
world's financial markets. For this reason, there is @ fieethe OIC community to
establish its own stock exchange and securities allianée table to compete with
those giants. The paper first introduces the basic canespt the logic and functions
of stock exchange alliances. Then it provides a desmmipf the selected international
stock exchange alliances and their structures and operptiacedures with the
purpose of drawing lessons to benefit the proposed Ol@nedi After briefly
discussing mutual trading models among securities markeds paper proposes a
model to establish an alliance among the OIC stock exchdragesl on the material
discussed in previous sections.

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 changbese 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, ficial and capital
markets have been engaged in a rapid process ofjeita secure and
consolidate their positions and to face up to thallenge posed by
globalisation. Stock exchanges too, as integraltitit®ns in
international finance, have been going through railar process of
adjustment. The different forms of stock marketaltes that have been
taking place recently are among these adjustmdims.alliances take
the forms of mergers and take-overs in some ins&rend unions and

! Regulated markets and any other securities and dedsativarkets recognised,
regulated or supervised by the Authorities.
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federations in others. The form, rigour, speed woldme of change
invariably reflect the level of advancement andamigation of the stock
markets themselves beside the state of developroénthe host
economies.

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 themthis 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 among them.

On the other hand, in today’s world, the market&nmerica, Europe
and the Asian/Pacific rim dominate the world’s fical markets. In
essential aspects, the three regions carry routjelysame weight. For
others, however, to have a foothold in these irginggy integrated and
concentrated markets, there is a need to co-opanateg them and to
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 these links. Furthermore, infrastructurevpers, such as
energy and telecommunications utilities and theklvansector, play a
crucial role in supporting these mechanisms. Orother hand, forming
alliances and establishing links among stock exgbsnassume
important responsibilities for competent authositien member
countries. This will include the creation of a riegary framework for
supervising these markets and making the necesbanges in national
legislation. In this regard, the harmonisation bfygical, institutional
and legal frameworks will play a key role in condating these markets
in the participating countries.

Moreover, stock exchanges in member countries ghadbpt a
common set of rules and standards in listing congsarctlearance and
settlement processes, and require listed compaaied market
intermediaries to comply with them.
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Examination of methods and mechanisms pursued bsgtirex
regional alliances of stock exchanges will be aakle starting point in
seeking a mechanism to establish an Islamic stoathamge and
clearing union. For this reason, this report stavith surveying the
experience and structure of current internationiatks exchange and
securities alliances with the purpose of drawingsdms to benefit the
proposed OIC alliance. The samples of institutionssidered are the
most reputable and influential worldwide. They alepresent a real
cross-section of the current spectrum of instingiovorking in the
world today. Thus, together, they represent anratisof contemporary
human experience in this field. Based on their d@rpees, OIC
countries may discuss the feasibility of theseraitdve models and
agree on a possible mechanism in this regard.

The Report is structured as follows: Section tweegia general
background on the matter introducing basic concapdsthe logic and the
functions of stock exchange alliances. Sectionethrentains a brief
description of the selected international stockharge alliances and their
structures and operation procedures. Section fioeflybdiscusses mutual
trading models among securities markets and Sediwen proposes a
model to establish an alliance among the OIC seahanges based on
the material discussed in 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 athermasic and
central institutions of capital and financial maskevhich also perform
the most central role and functions in an econohimg two institutions
were created during the last century as vehicldsirermediary bodies
through which investors meet and interact. In adiditto their

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

2 Adapted from the International Finance Corporation (IFCeEjing Stock Market
Factbook 2001.
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Stock exchanges are specialised, centralised agahised markets
designed purposely for the trading of the finans&tdurities listed within
them. They may be of two forms, incorporated insbns or voluntary
associations of members. In either case, howekey, include a legal
framework, a constitution, a charter, by-laws, anlés and regulations
that govern their membership, listing, trading attter organisational and
operational matters. Exchanges do not trade iristerd securities; they
merely provide the facility for trading. They arssiitutionally justified by
their function of facilitating marketability in tivdisted securities. This is
done by providing trading facilities and publicity volume and prices,
and by requiring the corporations whose shareslisted to observe
proper standards of accounting and reporting, thnisancing public
confidence in the market and in its listed seasi(iGlenn 1984, p.893).

The most essential function of stock exchangeasst has always
been, to offer to the owners of enterprises theodppity 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 herirsgs whilst retaining
their liquidity. Savings of individuals are prec&guand it is necessary
that they be protected. Exchanges, therefore, diecin their functions
the publication of timely information from issuess that investors can
be properly informed about the enterprises whosergees they invest
in and the process whereby prices for those sezsiréire struck. It is
essential, therefore, both for fairness and fomeaodc efficiency, that
all exchange functions, including the setting obckt prices, are
determined in a transparent way. Therefore, thdralefunctions of
stock exchanges revolve around adapting stock egghaonventional
roles to the challenges posed by technology andylilealisation and
institutionalisation of markets.

Stock Clearing Establishments or Houses (SCHs)carporations
often formed by members of a stock exchange toigeothem with
facilities of clearing transactions in securitiéscluding netting out
contracts between members, delivering securitieshamdling payment
for them (Walmsley 1979, p.234). All leading andlyideveloped
exchanges in the world have their own clearing Bsund mechanisms.
However, some exchange markets do not have their olaring
systems and mechanisms and, thus, use other leadirigts’ SCHs as
standards and vehicles for their operations.
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The process of settling a transaction is closelated to the
functioning of clearing and settlement systems. étle terms of a
securities transaction are confirmed, the respecatibligations of the
buyer and seller are established and agreed. $tpsut of a series of
steps involved in the process of completing thedier of ownership of
the securities and the corresponding payment.

Delivery of securities and payment of funds may uocc
simultaneously but only when both delivery and pagtmhave been
finalised, settlement of the securities transactien 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 the trade as agreed between tlez aad
the buyer;

Clearance by which the respective obligations of the buged seller
are established;

Delivery, requiring the transfer of the securities from #wdler to the
buyer;

Payment, requiring the transfer of funds from the buyettte seller.

Settlement is a service normally provided by a rateghouse, a
Central Securities Depository (CSD) or an intewral CSD (ICSD),
when there is not any established clearing systeafoa 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, &ralé&ounter-Party
(CCP) interposes itself between buyers and selbersoming, in effect,
a buyer to every seller and seller to every buwdrch is known as
novation. In this case, both buyer and seller shbel members of these
systems.

Clearing and settlement institutions may also dpefia 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
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transactions become more complicated and linkethe&ointernational

settlement and payment systems and mechanisms.résuli, a close

co-operation among the stock exchanges and cleaystgms becomes
a necessity and mergers or alliances are formeith&bpurpose.

Stock exchange alliances are associations, fedasatr unions of
stock exchange markets formed with the main purpdseromoting
business through co-operation, harmonisation, amdegration.
Contemporary stock exchange alliances range fronoseo
representative bodies to fully integrated ones.wBet these two
extremes lies a series of other combinations wilying degrees of
cohesion and rigour. Often the names these inistitsitcarry—viz.,
Association, Federation, and Union—are indicatifehe strength of
their institutional relationship.

These differences are mostly a reflection of tliiedinces between
the allying markets and the countries in which tlaeg based. It is
generally the case that where the markets and esirib which they
are based are highly integrated or prone to integratheir market
alliances are also more integrated.

In the next section, we give in detail some ream@mples of the
different forms of stock exchange alliances. Thiitkd 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 co-operation among stoahanges was first
felt in the 1930s. The International Chamber of Gumrce, based in
Paris, took the initiative to create an InternagioBureau of Stock
Exchanges, which existed until World War 1l. Aftke War, it was not
until 1957 that the first major steps towards in&tional co-operation
between exchanges took place, and in May of that, yepresentatives
of several European bourses met in Paris. Foursyefainformal co-

operation followed, after which the participant®sé to institutionalise
this work in the form of a federation. The Inteinaal Federation of
Stock Exchanges was established in London in 1961.
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International Federation of Stock Exchanges (FIBVJ

Since its establishment in 1961, the FIBV has greamstantly. Today,
its membership encompasses 56 regulated excharayasafl over the
world. FIBV members together account for over 97fonvorld stock

market capitalisation, and most of its exchangdedafutures, options,
listed investment funds, and bonds. There are 8lsoore affiliate

exchanges and 35 correspondent bourses.

Purpose and goals

La Fédération Internationale des Bourses des Val€eiBV) is the
trade organisation for regulated securities andvaive markets and
related clearing houses worldwide. The FIBV is anterinational
organisation comprised of the world’'s leading exges that are
committed to the highest levels of market quality.

It provides a forum for communication, analysis alebate among
members. Its purpose is to facilitate the repredem and development
of organised and regulated markets, and to meenekes of evolving
capital markets in the best interest of their us&mce its foundation,
the FIBV has regularly held committee meetings,egahassemblies,
and conferences. In recent years, it has also me@nspecialised
workshops for its members to transfer know-how tnshare expertise.
It discusses virtually every aspect of the sea@sitbusiness, be it
technical, commercial, legal or economic. Over plast four decades,
studies have been published on such issues asregalftion,
enforcement, trading halts, securities businesdwcnand others.

The label “Member of FIBV” identifies each markes &aving
prescribed business standards, recognised as gutiembers, owners,
and users of exchanges, as well as by regulators@rervisory bodies.
Organised and regulated financial markets do tls éeonomic job of
allocating capital on the largest possible scalemFcapturing orders to
trade or providing access for new company capitfdrings and then
carrying on through trading, reporting, settlemarid custody, FIBV
member markets have developed sound business gasctiffering
investor protection and efficient price discovedew technologies and

3 www. fibv.com
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competition stimulate FIBV members to make theirviees more
efficient, cost-effective, user-friendly and reli@bSharing of business
experience and knowledge among FIBV member exclsaisgitical to
the development of the industry, even as finanmolket operators offer
services in an increasingly competitive environment

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

 To demonstrate the role, functioning and integuty regulated
markets;

« To maintain a platform for securities markets pssfenals to
discuss issues of common interest, identify newr@gughes and
solutions which enhance the competitive position refulated
markets, and develop programmes which support séxckange
operations, including research papers, workshopsgchmarking,
and best practices;

» To establish harmonised standards for businesegses in trading
securities, including cross-border trading;

* To deepen the co-operative relationship with supery authorities
in order to advocate the benefits of stock exchanget-line self-
regulation within the total regulatory frameworkida

» To support emerging exchanges in their effortsdweetbp markets
which function according to FIBV member standardbus
contributing to global respect for the busines<iicas of a well-run
industry.

To achieve these goals, in addition to the acsisitmentioned
earlier, the FIBV publishes a monthly newslettéatistics bulletins and
other publications on member exchanges. It alsntaiais statistical
and information databases to keep historical recordmembers.
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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 $egk profitable
employment remain potent. High savings rates erbateEurope remains
at the same time a significant source of capitabfoer parts of the world.

The Federation of European Securities ExchangeSERHormerly
called the Federation of European Stock Exchangeise Brussels-based
Association of Europe’s Investment Services Dixec{iiSD) authorised
stock exchanges, futures and options markets aadint) 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 regulateti aupervised market
organisations in the EU, Norway, Iceland, and Swvitnd as well as in
the countries seeking accession to the EuropeaonUmhe Federation is,
therefore, also open to new market organisatioat dre subject to EU
financial securities market legislation.

The Federation represents 27 stock exchanges adfasspe.
Additionally, 6 stock exchanges are its associatmbers and 4 are
correspondents. The term ‘correspondent’ stock a&xgés applies to
leading market operators that are either not readypply for associate
membership or are from countries not yet in formegjotiations 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
Option Markets and Clearing Houses. This new forofidhe FESE may
be the most suitable model for the proposed Islafaderation to
follow. However, it is at a rather advanced staglich may require a
great deal of co-operation and harmonisation.dk tBurope the best of
the last two decades to reach this stage, and theséll some way
ahead before Europe reaches its intended leveb-@peration 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.

* Formerly known as Federation of European Stock Exchasgesyww.fese.be and
www.fese.org.
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Purpose and goals

The Federation exists to reflect and representctdmamon interests of
European exchanges as regulated securities mdtkeathjective, broadly

stated, is to contribute in the field of securiéesl financial markets to the
attainment of the aims of the Treaty of Rome. kkseto promote the
development of securities markets in Europe byperating in the areas
of trading, clearing, settlement and deposit otisges, and in regulatory
matters. The Federation co-operates with othemiat®nal organisations,
in particular with the institutions of the Europedinion, and acts as a
representative voice of its member exchanges itensabf concern to the
European securities industry. In so doing, the Fwa furthers the

gradual process of integration of the Europeana@iapiarkets.

The Federation serves first as a forum in whichharges 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,
but also joint action to create the infrastructuregded for efficient
markets in Europe. In these discussions and desyitall member
exchanges contribute to finding common solutions.

A continuing role for the Federation is to be arespntative 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 pasSpon properly
authorised investment firms, brings about majomges in national
securities regulation. The exchanges will be anontgmt part of the
regulatory machinery after the directive is implerneel, and through
the Federation, the exchanges are studying the waysich they
can contribute to its effective and consistent enpgntation.

» Linkages between exchanges
The member exchanges have agreed that the proté@gsgration
should be taken forward through bilateral and negiolinkages
facilitating and enhancing cross-border trading.e TlRederation
provides the forum in which strategies and methogiels can be
discussed and agreed.
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» Assistance to emerging markets
The newly founded market institutions in the cowastrof central
and Eastern Europe are urgently in need of assistatechnical,
legal and professional. The Federation plays al vitée in co-
ordinating the provision of such assistance.

* Economic studies
The Federation publishes a monthly review of diatisof stock
exchange activity in its member exchanges, whicm$othe starting
point for those who follow European trends. The dfation has
taken the lead in forming an institute, the Europ€apital Markets
Institute, which undertakes extensive studies erefificiency of the
capital markets of Europe.

In the past decade, the European stock exchangesumaergone a
process of transformation. Most have been “derg¢gdlai.e., freed of
the restraints and conditions that were normal dodargely 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 session arsingle fixing. They
also provide order routing for swiftness and sussr@ execution at low
transaction cost. They provide transparency—butaroéd by the
technical possibilities now available. Exchangegehlaeen amongst the
most creative users of information technology.

The exchanges have adapted their regulations aralinge
procedures to improve the liquidity in their masgkefTechniques
including market making and block trading and thteaduction of inter-
dealer brokers have all served to meet the demfandigjuidity brought
by the institutions. At the same time, the pricaigecurities is made on
a fair and transparent basis.

The explosion of cross-border trading and investnies brought
additional risks into the markets. The exchange® lread, therefore, 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.
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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:

e Calls for a thorough review of the Investment Smsi Directive
(ISD) and proposes a functional approach for thgulegion of
markets operators. Europe’s exchanges demand laplayeng field
for all market operators.

« Recommends strongly the installation of a Secriiemmittee and
a Regulatory Committee under the ISD and argues$ shah
committees can only be successful when market expad industry
are closely involved in consultation procedures.

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

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

Priority is given by FESE to a thorough review bé tinvestment
Services Directive (ISD), the “Constitution” of sgities legislation in
Europe. Functional regulation of market operatarfvel playing field
for all types of market operators, and effectiveplementation of the
single passport principle for investment firmsuess, and markets are
needed for Europe's financial markets to remain pmiitive. FESE
would see merit in a split-up of the heterogened®® into an
investment-firm-related directive and a marketsiiesd 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 structure shoeldmposed by
regulators. The interplay of market forces showddaliowed to lead to
solutions beneficial for investors, intermediari@sg issuers.

5 Brussels, 22nd January 2001.
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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. Membersisi open to
exchanges located in Europe and Asia, subject fmwoapl by the
General Assembly. Currently, there are 22 membechanges
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 perceoit current FEAS
membership is from OIC Member States.

The mission of FEAS is to create a fair, efficiamtd transparent
market environment, with little or no barriers tade between its members
and their operating regions. For this purposejntsato further the co-
operation and communication among its members ith sareas as
standardisation and harmonisation of rules and laggns, trading
systems and settlement procedures, listing critesad adopting
internationally accepted accounting principles. tbjectives are as
follows:

» To encourage co-operation among the member stochkaeges in
order to promote the development of securities etark

e To act as a representative voice of the Membassa-vis the
Federation and Associations of Stock Exchangesamiorld;

» To promote the development of more integrated hatgonal Stock
Exchanges in the region and offer listing and trgdbpportunities
for Securities issued in the region.

The harmonisation of rules and regulations andattaption of new
technologies for trading and settlement by memleeusties markets
are also expected to contribute towards its objestby promoting the
development of the member markets and providingscigsting and
trading opportunities for securities issued wititshmember countries.

& www.feas.com.
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South Asian Federation of Exchanges (SAFE)

The SAFE was launched in January 2000 in Chittagnn§outh Asian
stock exchanges from Sri Lanka, Pakistan, Nepalia|nBhutan and
Bangladesh. All securities exchanges in the SowlarAregion may be
eligible for membership. The preamble of the Chittag Declaration
states: “Globalisation has increased the interddgece among nations
and simultaneously regional co-operation forumsehamerged or are
emerging. Therefore, stock exchanges around theldware
co-ordinating their various initiatives and forminggional federations
on the regional co-operation philosophy. The imratdiobjectives of
such federations are to enhance communication andtandardise
operation procedures. Long-term objectives mayuitel cross-border
listing”. The Federation is to work on a chartedtisty its objectives,
scope of work, organisational structure and featuamd procedure of
decision making.

Main objectives of the SAFE are:

» To encourage co-operation among the members i twdearomote
the development of their respective securities etark

 To work towards common standards, best businesstiqgea in
members’ securities markets and effective survaibda of
international securities transactions;

* To represent the members in related internatiarains;
* To encourage cross-border listing and trade inglgon;

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

» To provide investment opportunities for all grobpeople;
» To develop a strong platform for entrepreneursddsing capital;

* To develop a transparent market ensuring investoietest;

" www.safe-asia.org.
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* To provide a fully automated trading system to easyuick, easy
and accurate transactions.

The Federation also provides services to its mesnibethe fields of
information, research, and technical co-operatiince information on
business and markets is very important for anyszsbmsder operation,
the Federation gathers data from the members au@gses them into a
standardised format so that they are comparabke desired level. It
disseminates them routinely among the membersF&deration acts as
a catalyst for the introduction of standardisedcpdures and for the
expansion of the markets. It provides expert adiwethe member
exchanges in their own and integrated developmentlight of
international modern practices. Furthermore, it oalsrganises
conferences and seminars on relevant topics rglédirthe regional and
world markets and arranges executive exchange gmuges.

African Stock Exchanges Association (ASEA)

The African Stock Exchanges Associatimas incorporated in 1993 in
Kenya. Its main aim is to provide a formal framekvtor the mutual co-
operation of stock exchanges in Africa through oasi processes
encompassing the exchange of information and assist in the
development of member exchanges. ASEA has thenfinltpobjectived

* To provide a formal framework for the mutual co-gi®n of stock
exchanges in Africa through various processes epaesing the
exchange of information and assistance in the dewednt of
member exchanges;

» To assist members in establishment of stock exd@wmgvelopment
of financial instruments and promotion of stocklenskand dealers;

» To develop and establish standards of training @nofessionalism
amongst stockbrokers and dealers, and personnetiatesi with
members;

e To develop and establish standards of listings,nteaance of
listings, issuing trading and settlement of se@sijt

8 Information for Africa (Mbendi), www.mbendi.co.za/orggkp.htm.
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 To assist members in the development of self-réigmato the
greatest possible extent and assist members iasemiations to the
national and international bodies in this regard;

* To assist members in the promotion and developroémservices
associated with the capital markets;

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

* To study research and investigate matters of istéoemembers.

Southern African Development Community (SADC) Exchages’
Committee

The SADC Committee of Stock Exchanges was formethiruary 1997
as a private sector initiative within the SADC frmwwork. Its
Membership is open to all the member countriesefSADC. Member
countries with established exchanges include BatawaMalawi,
Mauritius, Mozambique, Namibia, Swaziland, Southri@d, Tanzania,
Zambia and Zimbabwe.

Main objectives are:

« To maintain and improve market integrity in orderhiave markets
that are fair, efficient and transparent with propece discovery;

* To increase liquidity of trading in equities, bonderivatives and
other financial instruments;

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

+ To make the SADC securities markets more attradtvimcal and
international investors;

» To raise capital for the regional economic develepimn

* To improve the operational capacity of SADC stoxkhanges;
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e To advocate and lobby for private-sector-led regiomarket
integration;

e To build co-operation between SADC stock exchanged their
regulators;

* To establish a forum through which SADC region pplinakers can
consult the region’s existing securities marketsot®e planning
further developments within 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. Acogigj the exchange
of information, expertise and experience will foarsignificant part of
the process.

Federacion Iberoamericana de Bolsas de Valeores @&BV)

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

Its main objectives are as follows:

» To foster co-operation among its members, in otdgsromote the
development and advancement of their securitiegeitsrin the best
interest of all market participants;

« To co-operate with national and international @it having
legislative, regulatory, or other functions in respof financial and
securities markets with a view to ensuring homogeagsestandards
and regulations as to handling securities operstittading, issuers,
brokers, securities markets, securities deposg@iel custodians;

« To promote integration of the Federation’s stock rkets,
stimulating inter-activity of market participants avell as the free
circulation, within their respective jurisdictionsf securities issued
in any of its Members’ home country; and
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 To encourage the establishment of rules and preesdensuring
solvency, competence, legitimacy, and fair infolioradisclosure to
all savers investing through Member Exchanges.

EURONEXT?®

The Euronext stock market, which is the first Ewap stock
exchange, was created in September 2000 by the emeod
Amsterdam and Brussels Exchanges and the ParissBo&uronext
is the driving force behind the consolidation psxén the European
capital markets and builds on the strength of thhesferdam, 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 intgional merger with
transnational business units, transnational managém and
transnational shareholders and members.

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

The Euronext intends to promote capital marketSurope and to set
global standards for financial markets in the setd information, trading,
clearing, and settlement services. It also inteoderm alliances for the
benefit of an efficient and enlarged European ehpiarket. Furthermore,
it aims to deliver quality and competitive servicaés clients,
intermediaries, investors and issuers. In this riggthe Euronext has
replaced floor trading with screen trading, andltbai fully-integrated
exchange encompassing listing, trading, nettingarolg and settlement.
Following the footsteps of its constituting threegecessors, the Euronext
is a member of the Federation of European Seaifehanges (FESE).

° www.euronext.com.
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NOREX

The NOREX is a strategic alliance between Nordiclsiexchanges with
the aim of offering investors, issuers and memberost-effective and
high quality Nordic securities market. It covenside range of investment
opportunities. The alliance is based on the priesipf cross membership,
a common trading system and a common regulatomyefiraork.

To that effect, member stock exchanges of NORE>¢l@eated the
possibilities for efficient cross-border tradingitla common system for
settlement is still missing. Nonetheless, markdeésnand for a single
system for clearing and settlement are to be nreugh an integrated
approach. The alliance also aims to harmonise ,rutsggulations and
requirements among the stock exchanges with regpetthding and
membership.

4. MODELS OF MUTUAL TRADING AMONG SECURITIES
MARKETS

Cross Listing

Cross Listing is the admission for listing/tradioigsecurities, which are
already listed on a local stock exchange, on foretpck exchanges.
Cross-listed securities will be subject to the sudad regulations of the
local exchanges. Although cross listing is subjecthe preference of
the companies, stock exchanges may facilitate drstasg by opening

their markets to the securities listed in other hexges on a
correspondence basis.

Cross Membership

Cross membership is accepting the members of stioek exchanges
for membership. Cross membership is a means forirtteemediary
institutions to access foreign stock exchangesctiyreThere are two
alternative systems to be pursued for cross meiniper®ne of them is
remote membership and the other is buying or sgliihrough a
brokerage house in the country where the tradikestplace.

For a remote membership, Central Securities DepggiCSD) opens
both cash and securities accounts for remote mendvefior their home
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country’s CSD in the settlement systems of the laosintry that the
trading takes place (See Table 1). Moreover, cashrespondent
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
different market practices. Essentially, settlememmbers are foreign
brokers or their home country’'s CSD. Settlementseturities and
payment is realised by CSD of the country wherertdding takes place.

TABLE 1: TRADING UNDER CROSS MEMBERSHIP

CSD opens both cash and securities acc
for remote members or for their ho
country’'s C® in the settlement system of {
country where the trading takes place.
Settlement members Foreign brokers or their home country’s C8ED.
It is realised by the CSD of the country wh
the trading takes place.

A) Remote Membership

Settlement of securities and cash

B) Buying or selling through a|
brokerage house in the countn
where the trading takes place
Settlement members Local brokers.

It is realised by the CSD dfi¢ country wher,
the trading takes place.

Source: Derived from http://www.unece.org.

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

Settlement of securities and cash

On the other hand, in case of buying or sellingulgh a brokerage
house in the country where the trading takes plémeign brokers
directly trade through a local broker in the counf{Gee Table 1).
Although the local broker is a direct party to gettlement, in case of
default, foreign brokers or their stock exchangeeitlement institution
are accepted as responsible for the fulfilmentuaf dbligations. For this
purpose, an agreement is signed between local araigh brokers
together with both brokers’ stock exchanges antiese¢nt institutions.
Essentially, settlement members are local brok&sttlement of
securities and cash is realised by CSDs of thetcpwhere the trading
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
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member country jurisdictions to be traded collesliivin accordance
with the principles established by the participatistock exchanges.
These principles consist of special rules that maike the legal,
organisational and technical infrastructure ofttiaeling platform. There
are two alternative approaches used for it.

In the first approach, &TP provides a Centralised System, where
CTP is administered by an Executive Committee bimgj of 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 legalitgrdr a stock exchange
within the jurisdiction of a member country. Hoveeyvby 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.

On the other hand, the other approach used is apd®ding an
Order Routing System without having to establisPeatralised System.
In this model, a new trading system will be adogigdhe participating
stock exchanges or a common interface will be llestaamong them.
Thus, the CTP may be jointly operated by all thetigipating stock
exchanges 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 altresfua lot of
institutions getting involved in these transactio@n the other hand,
local rules and regulations in some countries matyatiow a CSD to
become a member to such systems. In addition, dtikerment risks of
brokerage houses can also create problems for$esC

5. PROPOSED MODEL FOR OIC STOCK EXCHANGE
ALLIANCE

Current Situation
As in the experiences discussed above, the propuseel for the OIC

exchange alliances will essentially depend on thte f development
in the main OIC markets. A rough picture in thigasl is reflected in
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this paper’s Statistical Annex. The four tableshe annex reflect the
OIC stock exchanges’ state of development vis-a®Dmsveloping,

Emerging and Developed Markets. The criteria usethé International
Finance Corporation (IFC) in these comparisons &reels of

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

Lessons and Insight

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

» The proposed OIC alliance may be a full merger miom such as
Euronext, a tight federation modelled on FESE amnther looser
federation such as FEAS or SAFE. A third option tfee proposed
alliance is to create a platform such as the FIBKich serves only
as representative and meeting body with some commsources
and services that are shared between members.

« The full merger scenario requires high integrapinalogous levels
of development and firm and strict conditions. Hand is not
practical at the beginning for OIC-wide co-opemfibut is plausible
and probably best for smaller regional or sub-negidOIC groups
such as the Gulf Cooperation Council (GCC).

* The remaining two models are plausible, and woettdesas models for
OIC co-operation in this area. In either case ath@nce could be open
only to authorised stock exchanges in the OIC wdrid later, may
include also futures and options markets and dgamiganisations.

« Taking a gradual approach, ‘the exchanges onlylccsarve as an
initial proposal while the inclusion of futures aongtions markets
and clearing organisations could be regarded agpescior
development, as the member exchanges and secunmi#kets
mature through time.

» The tight alliance option may be the best to séhee purposes of
more integrated co-operation schemes. This sceradgoires a
close-knit crew and a considerable degree of hommige and



Islamic Stock Exchange and Clearing Union 23

harmonisation among economic policies of the membathile this

scenario may be difficult to achieve at first, € nevertheless
plausible and will be adopted as a final target-eddar the OIC co-

operation in this area.

Accordingly, this paper recommends the OIC co-cj@nain this

area to start as a relatively loose federation unice name, ‘The
Federation of Islamic Stock Exchanges’ (FISE). THaose

federation is to be limited to an initial predetéred period; we
propose 3-5 years after which the federation igrémually become
increasingly encompassing and binding and achidse final

envisaged shape no later than it¥ a@niversary.

In its final format, the FISE is to include all dshic financial
institutions that are engaged in issuing, tradiisging, clearing and
transferring of securities.

The proposed federation is to have a charter sgelbut its
objectives, organisation, and operational ruleshtiuld also clearly
state the time frameworks for the projected devekqt of the FISE.

Alternatively, OIC co-operation in this area makeahe form of a
common platform and meeting place with a limitechga of
common resources and services.

Proposed Federation’s Goals and Objectives

The main objective of the FISE will be to mobiliieancial resources
within the Islamic world and to enable Islamic fsrand corporations to
raise essential resources within that domain. Resd objectives to
materialise, the FISE will help create a propetirsgtfor savers and
investors to meet. A proper environment means lngldf the essential
confidence and trust among savers and security caratantees for
investors.

In line with existing experiences, the proposedd-i8ay serve the

following purposes:

To serve as a forum for communication, debate aadlais for OIC
capital markets;
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To promote and develop capital markets in the Gintries;
To facilitate foreign investment in the OIC capitadrkets;

To help OIC countries develop organised and regdlaecurities
markets and promote high standards of regulation eifficient
markets;

To harmonise business standards to facilitate dsosder/market
trading of securities;

To support emerging OIC exchanges to develop timeirkets on
internationally recognised standards by offering owhow,
expertise and facilities;

To create the processes and plans which bring membmrkets
closer in terms of their rules, procedures anddstas, thus increasing
their integrability and helping thereby their grabimtegration;

To further the Islamic Common Market objective egrating
members’ capital markets;

To carry out market studies and keep statisticerdscon member
exchanges;

To assist the privatisation and deregulation preces member
exchanges to free them from existing restraintsamdiitions which
are designed for a national domestic role;

To help members disseminate information about tmearkets
through the Federation;

To represent the common interests of members iarriational
bodies such as the FIBV and the International Csgaion of
Securities Commissions (I0OSCO).

Proposed Steps to Launch the OIC Exchanges’ Federah

Step 1. Initial Authorisation

The proposed FISE project can be put before the gly bodies for

an

initial resolution endorsing the project in piple and forming an
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ad-hoc committee on the matter. The ad-hoc comeniteuld be
composed of senior experts and representatives fherparticipating
stock exchanges, clearing houses and other relewstitutions in the
OIC countries and should study the project andewsitdetailed and
comprehensive report on how to go about it. Theontepnay be
discussed within COMCEC before it is put beforehieigOIC fora for
final authorisation.

Step 2. Committee Stage

As proposed earlier, this committee is to fully dstuthe project,

discuss and decide on the level of integration loé fproposed

‘Federation’ or ‘Union’ and write a detailed andngprehensive report
covering its legal, institutional, financial andevptional aspects. The
report should also include a clear and detailedeligoment plan of

the project, taking into account the proposals fantvard by this

report and any comments and proposals that mag alising the

initial stage.

The Committee, in addition to the officials who Méad and present
the issue, must include the managers or represedadf established
OIC stock exchanges and other relevant institutidhsshould also
include renowned experts in the various areaseel#&d the project,
which include the following:

1. Legal side: This includes the legal framework af federation and
the form of its agreement, a code of conduct, archater or a
constitution, etc. It also includes the rules amgutations that
govern the operational aspects of the project, pfueedures and
entitlements of membership.

2. Institutional side: This has to do with the typeimdtitution that is
most suitable for OIC purposes. The main questioanswer in this
respect is what form the OIC alliance should tahkeé, accordingly,
what its name should be.

3. Operational aspects: This deals with the practiealiof the project.
It involves the drawing up of a plan including em& frame and the
financial requirements of the proposed project.
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4. Procedural and organisational aspects: This relatethe internal
organisation of the proposed institution and thsteay through
which it is to be managed.

Step 3. Final Authorisation Stage

This stage includes the steps to be taken afte€tdmmittee Stage and
until the issuance of the final resolution of theojpct. It includes
consultations at the levels of the OIC and of itstitutions on
the Committee’s report and recommendations. Thesgether with
the results of the consultation process, are topbe before the
higher OIC bodies for the final decision on the lempentation of the
project.

6. CONCLUDING REMARKS

The Islamic Stock Exchange and Clearing Union igngportant project
which is vital for OIC economic co-operation, inngeal, and for

enhancing investment opportunities in the OIC coest in particular.

Through this project, existing stock exchangesarahg houses and
related financial institutions will co-ordinate amstandardise their
policies, rules, regulations and procedures inféorteto bring them in

line with those of the rest of the world. Standsation and

harmonisation will help regulated OIC exchanges eaqpital markets to
integrate and thus become a recognisable groupadidce to reckon
with in the international financial markets.

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

This paper suggests a step-by-step approach fastladlishment of
the proposed alliance among the OIC exchanges kadirg houses,
starting with a loose federation and moving progjredy and gradually
towards a more integrated form of alliance. Fos fhirpose, aad hoc
committee composed of senior experts and represergdrom the OIC
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stock exchanges and clearing houses will be foroeeduse the subject
is highly technical and needs specialised knowledgkexperience. The
Committee will be mandated to study the projecscdss its level of

integrity, and determine the phases of its implewlign procedures

within a time frame. The Committee should reportdigtail on these

issues to the COMCEC before the project is putieefdgher OIC fora

for final authorisation.
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STATISTICAL ANNEX

TABLE 1: OIC MARKETS CAPITALISATION, 1990-2000
(US$ millions, end of period levels)

Market 1990 1995 1996 1997 1998 1999 200
OIC Markets

Azerbaijan 3

Bahrain 6770 7155 6624
Bangladesh 321 1338 4551 1537 1034 865 1184
Egypt 1765 8088 14173 20830 24381 32838 28741
Indonesia 8081 66583 91016 29105 22104 64087 26834
Iran 6552 17024 15123 14874 21858 34041
Jordan 2001 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  282d
Turkey 19065 20772 30020 61090 33646 112716 69654
Uzbekistan 128 465 119 50
IFC Index 613322 1901072 2225110 2142082 1825231 3112461 269145
Markets g T 9 I 1
AllEM Index | 613621 1910685 2248073 2167329 1855259 3152068 2739726
OIC Developed

Markets

Kuwait 14353 21840 26013 18131 18814 20772
UAE 33284 38211 23263
Q'Lﬁ(i‘t’sbpe‘j 8784770 15877402 18004584 20949148 25092702 32996683 2952070
World Total 0398391 17788087 20252657 23116477 26947961 36148751 3226043

4

Source: IFC Emerging Stock Markets Factbook 2001, pp433-3
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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 200p
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 1061Q 19903  1431]
Iran 741 2617 1212 1389 2270 4999
Jordan 652 517 297 501 653 548 416
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 193 3210 6054 11369 9038 21057 32974
Palestine 25 69 150 199
Saudi Arabia 6194 6773 16549 13712 14816 17319
Tunisia 32 663 281 260 186 420 624
Turkey 798 51392 36831 59105 68464 81277 179264
Uzbekistan 70 43 37 19
IFC Index d d i d ]
Markets 1169219 1045449 1570134 2372455 2413231 3197785 494617
All EM Index | 1169219 1046287 1572939 2374347 2415194 3111091 4051190
OIC Developed
Markets
Kuwait 1709 6389 19203 34576 9333 6061 4210
UAE 118
Q';ﬁ(ee‘t’:bped 6298778 9180430 12028406 16117476 20169289 27249345 4381789
World Total 7467997 10226717 13681353 18491831 22575479 39360435 4706918

Source: IFC Emerging Stock Markets Factbook 2001, pp.736-3
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TABLE 3: NUMBER OF LISTED COMPANIES IN OIC MARKETS,
1990-2000 (end of period levels)

Market 1990| 1995 1996 199 1998 1999 2
OIC Markets

Azerbaijan 2

Bahrain 38 41 4]
Bangladesh 134 183 186 202 208 211 221
Egypt 573 746 649 654 861 1033 1074
Indonesia 126 238 253 282 287 277 290
Iran 169 220 258 275 292 304
Jordan 106 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 131 181 183 182 186 194 194
Oman 55 80 94 114 131 140 131
Pakistan 48]7 764 782 781 773 765 762
Palestine 19 20 23 24
Saudi Arabia 69 70 70 74 73 75
Tunisia 13 26 30 34 38 44 44
Turkey 11( 205 229 257 277 285 315
Uzbekistan 4 4 4 5
IFC Index Markets 8995 16817 18639 18603 24795 24544 25253
All EM Index 9101| 17954 19949 20075 26354 2680Q 25937
OI C Developed Markets

Kuwait 52 60 74 69 76 77
UAE 44 63 54
All Developed Markets 1632318817 20138 20033 19927 22277 23996
World Total 25424 36601 39936 39127 45743 40557 49994

Source: IFC Emerging Stock Markets Factbook 2001, pp938-3

TABLE 4: OIC COUNTRIES FIGURING IN TOP 40 RANKINGS

Rank According To:

Market Capitalisation Total Value Traded Number of édsCompanies
Country Rank | Country Rank 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 2001, p. 40.
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