B TR
(R RURS: B A B




e e T S

B XUES B H B 12 5%
Study on the risk and risk—control

of OTC financial derivatives

TRAF &

RN EAZ AR




B HERS E (CIP) 837

L b RATT A2 5 B9 XURS: B O B 90/ T RUT 3 . — R0 : PRI I 2 K2 1
Jikt,2015. 6
ISBN 978 -7 - 5504 —1924 -7

[.O% T.OF - . OSWATA 5H—2 5K BiTE—s
IV. DF830. 9

o B A B A5 4R CIP i % 5 (2015) 55 108740 5

WM ERATE RS R L ERHR
TR #

S EmE AR 1
I Bk
BUEEN I - &)1

HARAEAT | PRI 2 K2 AL (il s et 5 55 8)
| HE http ://www. bookcj. com
IR 44 bookej@ foxmail. com
HRBLAES | 610074

f, 5] 028 - 87353785 87352368

B Rl VUl IR BN BR BAT A 7
s R 170mm x 240mm

16

275 F5

2015 4E 6 A% 1 i

2015 46 A& 1 ENR

ISBN 978 —7 —5504 — 1924 -7
68. 00 JG

Bt 2 F 48
SIS

L WRAUSTA , BHENL Y
2. WA ERR BETTAF 2, T (] AL B 4
3. ABHIRTAFBA B hiras, A5,



=

et RTY, BALEHMATEEE, AL ERELE, B
MEZRALRRBR, REZHLBRTY ., RERFFLRTHLT, 2014
$6R0, 2RPIMTESRRTFLCEARTO FILEL, HARPZATHEY
94%; 200046 A, HIMTARTHIAER 94 ZILET, 14 F0HEmT
645, HAABEEZ Y, AMZ K, FHRA,

K, EETHRERKGEN, LELSG LA RAT REALX
Eo, 1998 5, KMAARAEENN AN FLBREMANEANISTELE XM
%k mARAEE; 2007 4, IR EE AR EHE CDS, CDO F4 @ T A, E2H
She AT AR AR A, £ £ 2009 £ K@ H S A, LT RE
2] 2000—2001 &, HEEHEFRATLETH—RFR T LR, FEiE
A, HIERATERRALRAMNG ZH, ZHS. S RERNEH A % T
£, EREBAKRHRL, RER, FAEBREHAXEL, RAFALEY
SNERRAT A S W Y e B RE g hud], JF BA 4 s s R & 42, o+
BB BAFABEL TR RS A R, ABFOEEFREENERXRS

PR SSeBITAS TR RE, 22X ERE, MEAR T A £
ILRGFZ Y FIHL, A 2005 FI4, FEARBITAEBATE THia8MERT
— R F BACEAT AR, 2010 FXEBEAITES, ATHRETFE X
ERReHiTETRE, ME2014 512 A, BAZTHAA 3 A R474
o, A FICRTASA 2 HERTAER, BILBITERKECETTH AR,

HTRBGPIERITER T HL THEAR K, BMHKY, SHHE,
Rt AR AEREEH, 22, BALLALSBRGIMIASRTHERA M
EBIRAEYH, 2004 5 12 A, PAUHH R A B TFTAEZI BRI SR %
5.5k AMmHF; 2008 F, Ry, PEHET. LALREL, AREAFTE
EAFSELL, PATEAPIEMNEERELIMEEFTIUILEAKER



Rk, Pk, ARG IS RATAER T H RIS REEEIH, FMLEAE
MZTHHiE—F L BEREEYE, PEEHRELBATHARTHRBE
T, AERSE EFHAERXE TR,

HWHAKRRET “LESERFATYE” GEKAIF, FAMERS
EREHFEEHERFELS KRR, PIERITARZERT BWBMHAK, 2
S RITART R RS EREATHHEZARINS, HAREHN LS e E
R, STEARARSERRATHRAMS, o THERXBDARERK R
AAHREHRHEM,

ABAGIIEBITES YRS REFHEFIMAES, EoALF, F—
FRIHBRE, FEATF. EXFFLBNF, AEAFARTHER, HIF4H
#, FoFARELE, NBLHEE NG RITAESN T LB IEG K
Bk, VAR EIEHERAE, AINAZTRBZTHOLEALKR, REKT F
SGWEFR, B ENTASE, 2ERIERITEAZRGTHEN, AL
ik, RHFE. FENHAERFL, XHAE, fikFdgstemits
B HHHEAAGENINRFTH, FOFEEANT, AAMAGHSHY,
AvHw, BEBERRBIN, FAFLAFESH, FLF, FAFEATR
R, PRERERERE, BE&L£X,

Hmit, $OESA I RITAE RS RN, FshERRATE BB T
AR, SHRRAE, AFXBLESHRAE, 2ET2HE, A5 FHAR
PERFREGHELEY, EAHGERT, —AMMGRXEHAKRSE, i
SAMMZ IS RE; EEERERGHEATESERR S H G CHFFEAS
T 6 BB, ALK R BRI, EAGEREHARES ZABERE, &
FR iR AR AN, RERAIH GRS B EZ—,

B AENW I BITAS S EWMRE, H I AT A & RALT A K
MR, ARERZEEELZFARNARLIL; REZHL, A&RAIE
Kut, PREATTAH R reRiTA R RBEMNE, BETY, AN, B
ARITARARD PHSNER S 2 mE| 2k RO, &5l Z e 3
EHFHATARE ZRBEFMY ., T THXAGERE, — A FTHHRNRELE
ESATHZARRTH, RRAFLEREI, W LA IR F
WIEE, B LRITAERER, FRXELN &G IH 52 AP E A
z=,

FAFEARE U RETHRITABRL, FELBENFHSEBTERRS
MHPATR BRI HHR, ERRKPHTEZ=Z, REBERF LG KELER,

2 | BIeMITE SRR EHERTR



I mATERGAE (LLEMEL) ZFH AR LAFHREF AR, X
SRR, BATHFBKFRE, RTERRGARFEK, XERE, 4K
F K E B RLRATA A S RAT AR RTEHMBRMAGFHIIEAR, HTERR
ik W ALE TRATH R, R THRATHKSE, BEABTREAH, AR
B EF4RATAMA, #ITHMeRTEARTFRORRH KRB,

BLFELE5EANFRAGH TR RN A EE, F5PERITES
A —Fe A R T A, Bkt R e e F s, RALEETER 0 A
B, AZTHRZHMREZFEFTEM, FLFEHETIRNFGLBET ML
WA REEH G, BEH LA ANELRLRETHRFTAS, £
H, $EAKAFRARBEARARENEEXAEARLARGEETER, FAES
T EFRLEE TSR B EREY R, I E ARG RS2 5 HLH o A F A
., AL AR EFE, FANFFNSAAEASSIeBITERG R EE R
A, TERAALRPEARG, @it SRk, HEER. AR R
Fo s RBLAIR, BAIRRKE, FHRLEE.

ABITEUHRATEABRLHE., WERHR, FAMEFZIEHL, AE
# LB LRIt AR ETERAR A E LR e XAk, F—F T
I RAT AR R S PRI, ML IR AL A B IR 6 A EILE . R
Y KB 0 3842 A BAR L6 E 336, BN RBITERBRA T ER K1
IR, AGZXHFRERGARE, RAERY, TETET LKA RALET
H okt AR ARER EESH, FRAR 14 R ETRATE A B b ok
P& Fast B H KB A RIEAR-T 6 H 0, 58T 5T A 500 5 AR EARIE
TA4RATE A A EKT, FERY THRAITHEARRNGKFHLER, SREN, &
BB R RREAHE, B AT AR T L EAKGILE, FRRBEX
A RmBEREGIE, F5; BPMTARMI ELR K6 RN, Kkt R
. ¥R R IER K EEH RS

WILE N AT T AR, K450 FHEHT LRI AL SN
1%, HEARSY “BR" Fo “5b7, gt eRitEA SRR RIFTKS,
FREARGEBAEGHE S T, REAGISERITEZARLIT L, 43 AST
A Sk, BT B A A AL, A3 E A, BRI R
FAelew, Rt Rk EmE L EE, FEFhERGP AT IMREL, B
W, HEGIEBRITAERTH LA L RGZ P ERMEL, AHWB s RAT
A S RIEF AR EE, AEFRfe T @G REILE, ABTETHHL
BeAatbMy; NENAHBALGREAAA, 24 T B wit AL Rkt #iEX



2, — 7 @EERNE, H—HF@IFERNE, FERETREEEHE,

WTEEARFPELERATR, AAARTEEAGERS FTEZL,
P, RAWR, BARENZF ARG FRATH e RATE S &
BT, ARG SERARRP RRB A AT R,

XA FIERITER; BFHML; BUARE; BURE; FRWYFHT

4 | BoremiERHRRRRELHZ



ABSTRACT

OTC financial derivatives market, because of its outstanding characteristics of
“customization” , has become the most brilliant and most important international fi-
nancial market since it was born. According to the statistics of Bank for International
Settlements, the total notional amount of OTC derivatives contracts outstanding was
$691 trillion at the end of June 2014, roughly the same as 9 times ETD market based
on the same period. However, the size of the OTC derivatives market was only $94
trillion in June 2000, it has increased six times duringl4 years. The speed and scale of
OTC derivatives market has attracted worldwide attention.

However, with the rapid development of OTC financial derivatives market, its
risk has also drawn increasing attention of the world. In 1998, Long—term Capital
Management was taken over because it suffered huge losses in arbitrage trading in in-
terest rate swaps and bonds; In 2007, the CDS, CDO and other instruments, as typi-
cal representatives of OTC financial derivatives, ignited the US subprime mortgage cri-
sis; Even the Greek debt crisis emerged in 2009, also can be traced back to a series
of currency swap agreement between Greece and investment banks including Goldman
Sachs from 2000 to 2001. Facts have proved that OTC financial derivatives are not
only the product of financial innovation, the effective transfer of financial risk, but
also a source of financial risk and a channel to accumulate and expand financial risks
effectively. Only we find out the evolutionary mechanisms of risk and control it effec-
tively in OTC financial derivatives market, can it play the basic functions of risk man-
agement and serve economy and investors better.

OTC financial derivatives market of China started relatively late, but growing fast.
With the gradual marketization of RMB interest rate and exchange rate, since 2005,

the people’s bank of China launched a series of derivatives about interest rate, ex-
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change rate and credit in the interbank market in order to hedge various types of finan-
cial risk. As of December 2014, the OTC financial market of China has three kinds of
interest rate derivatives, 4 kinds of exchange rate derivatives and 2 kinds of credit de-
rivatives, the system of OTC derivatives has been initially formed.

The OTC financial market of China, with simple structure and little variety, is
still in its infancy, so there has been no risk event before. However, many domestic
enterprises lost a lot in international OTC derivatives market. In December 2004, Sin-
gapore Company of China Airlines went bankrupt because of the loss of $550 million
in OTC options trading; In 2008, Shenzhen Nanshan Power, CITIC Pacific, Kowloon
Development, Eastern Group and COSCO Group lost hundreds of millions of even bil-
lions of dollars because of the failure in OTC structured products. Therefore, the re-
search of risk and the risk-control mechanism in OTC financial derivatives market ,
not only serve as a reference for the further development of the domestic market, but
provide a warning to domestic investors so that they can make a good use of these tools
in the future.

The eighteenth congress of the communist party of China put forward the policy
goals as “to develop the multi-level capital market and build a modern financial serv-
ice system”. OTC financial derivatives is a high—end areas of financial product, at the
same time, OTC derivatives market is an important component of the multi-level cap-
ital market , so it is significant for us to research its risk and the risk—control problem.

This thesis is divided into nine chapters. The first chapter, as overall framework
for the study, include literature review, the background, significance and purposes of
the research. The second chapter, from the time dimension, introduces the
development of global OTC derivatives from birth to the present as well as the main
product system. This chapter also analyze the current development of the market in
China and make a comparative study of Chinese and foreign market finally. From spa-
tial dimension, the third chapter focus on the structure of OTC derivatives market, in-
cluding the participants, the trading platforms, clearing mechanism and trade process,
which make the reader has a comprehensive understanding to the operation of the OTC
derivatives market. From chapter 4 to chapter 8 are the core part of this study. Both
chapter 4 and chapter 5 are theory analysis; chapter 6 is empirical analysis; the next
two chapters are countermeasure research, and the ninth chapter is conclusion and

outlook , it summarizes the full text.
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Say in detail, the fourth chapter analyses the relationship between OTC financial
derivatives and micro risk. OTC derivatives can transfer and diverse risk , it contains a
variety of risk at the same time. More importantly, high concentration of participants
lead to the concentration of risk, in the role of leverage, a dealer’ s loss will enlarge
times and spread among multiple agencies. Opaque information likely cause a collapse
of confidence and panic of traders in the market, then micro risk evolve into macro
risk, unsystematic risk upgrade to systemic risk, even lead to financial crisis. The a-
nalysis of risk evolutionary mechanism is one of the highlights of this thesis.

The fifth chapter analyses the relationship between OTC financial derivatives and
macro risk. OTC derivatives, as a effective tool of macroeconomic regulation, can
hedge macro risk. The most important thing is that central bank can use OTC deriva-
tives to fend off speculators and stabilize market when financial crisis come. On the
other hand, in transactions of OTC derivatives, improper transfer of risk will increase
the vulnerability of the financial system, excessive innovation in derivatives easily lead
to deviation from the real economy. Due to the connection between the participants ,
the risk of a dealer often spread among multiple participants, it is not only cause the
financial crisis likely, but increase the destruction and difficulty to deal with the
crisis. How to accumulate and expand risk is the second highlight of this thesis.

Chapter 6 analyze empirically the impact on the return and risk of the 14 listed
bank in our country in OTC derivatives trading, which is the third highlight of this
thesis. Empirical result on the basis of the overall sample show, the size of the OTC
derivatives ( nominal value) affect significantly the benefit and risk of commercial
bank, the bigger transaction size, the higher level of net profit, and the lower overall
risk level of the bank. This means that OTC derivatives trading generally avoid the risk
of bank and expanding the bank’s income. It is noteworthy that similar OTC derivatives
research has not appeared based on a sample of listed banks in our country when the
thesis finished.

Both chapter 7 and chapter 8 are risk—control mechanism, no matter from which
point of view, OTC derivatives is a sharp double —edged sword. So it is urgent to
strengthen the risk—control and make it play the basis function to serve the real econo-
my. The seventh chapter focus on external financial regulation and micro internal risk
control mechanism of participant. Regulatory situation analyze the newest trend of

global financial regulation after the crisis, including the United States, Britain, the
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European Union and China. Chapter 7 discuss the substantial influence of international
regulatory changes to China expressly. The risk —control mechanism from microscopic
participant is divided into institutionalization, modeling and other risk—control means.
Chapter 8 study the development of OTC financial derivatives and its risk —control in
our country. Through product construction, system construction, infrastructure and ex-
ternal environment construction, OTC financial derivatives in China would reduce risk
and achieve optimal development.

In this thesis, the main research method is theoretical research, comparative re-
search, case studies and empirical research. It summarizes theoretically the basic risk
—management function of OTC financial derivatives from micro and macro perspective
and risk evolutionary from micro to macro with corresponding risk —control measures.
OTC derivatives is not only an instrument of risk management but a huge risk—carrier,
so, what kind of the role these derivatives really play in practice? Using empirical a-
nalysis, this thesis inspects the influence on the benefit and the level of risk of 14 lis-
ted banks in China from trading OTC derivatives. It is concluded that the scale of OTC
derivatives business overall increase the banks net profit level and reduce the risk lev-
el. At the same time, this thesis use comparative study for many times, such as the
comparison of different countries financial regulatory reform, etc. The performance of
micro and macro risk in OTC derivatives, the accumulation and expanding mechanism
of risk are analyzed by a large number of cases.

Most of the researches from domestic and foreign scholars on derivatives don’ t
distinct OTC from ETD market, study on the problem of risk is little. This thesis put
emphasis on OTC financial derivatives. Comparing to the ETD market, the OTC
market is more personal, professional and innovational, as a result, the performance
of risk is more hidden, the evolution of the risk is more complicated and the impact on
economy is more profound corresponding. Therefore, research on the OTC derivatives
market has more theoretical and practical value. After introducing the development and
structure of the OTC market, this thesis focus on the risk of OTC financial derivatives
in macroscopic and microscopic perspective and the relationship between them . More-
over, risk — control measures are proposed. From the content point of view, this
research has three bright spots which have been said above, so not repeat them here.

Due to limited time and insufficient ability of the author, this study inevitably has

many imperfections. For example, macroscopic empirical research has not been men-
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tioned, the author hope to complete it in the follow—up studies.

Keywords: OTC financial derivatives, customization, micro risk, macro
risk, central counterparty
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