Derivatives demand
picking up in S-E Asia |

By KARTINI ABD. KADIR

THE demand for derivatives
is picking up in South-East
Asia. Banks which are start-
ing to venture into the deriv-
atives market have strong
interest to learn about
latest developments in de-
rivative instruments such as
options and swaps.

The ' increasing demand

for derivative products is in
line with the th in the
export-orien

from the high economic
growth in the region, said
Chase Manhattan Asia Ltd
managing director (struc-
tured derivatives) Ralph
Yiehmin Liu. . _
" Derivatives are so named
because their value is de-
rived from, or linked to,
movement in interest rates,
foreign exchange rates,
commodity and equity
prices. .

The term was once used
primarily to describe futures

and options traded onn finan -
cial exchanges, but it has

expanded to cover a wide
range of custom-designed
and privately negotiated
over-the-counter contracts,
which can include swaps,
forwards and options.

“The growth of financial
products’. sophistication
should match. the growth in
the manufacturing sector.
Because of the s eco-
nomic growth in Malaysia,
for example, a lot of corpo-
rations have major exposure

in foreign currencies due to

their export growth to vari-
ous countries.. ,

“Active capital market
players who borrow in for-
eign currencies and portfolio

-fund managers who invest

overseas will -also incur

manufac- -
turing sector, which resulted -
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some sort of currency expo-
sure.

“Derivatives are primari-
ly used for hedging purposes
in risk management. With-
out the hed instruments,

those corporations and other

market players who are ex-
posed to currency fluctua-
tions will be at a disadvan-
taged position compared to
companies in other countries
which make use of the in-
struments,” he said in a re-
cent interview with Business
Times on Pulau Langkawi.
Liu, who is based in Hong
Kong,' was the main speaker
of a Foreign Exchange Op-
tions and Derivatives Semi-

nar organised by The Chase -

Manhattan Bank, N.A, in
Langkawi. The seminar,
held from August 1-3, was
attended by dealers of most
of the major local banks,
According to Liu, every
wmpany is exposed to three
of risks — transac-
onal risk, translational risk
:;;tkl economic exposures

' “Transactional risk is a
typical cash flow risk expo-
sure. An example is a com-
pany which has income in
Deutschemark (DM) and li-
ability in yen. If DM depre-
ciates against yen in the fu-
ture and the.comp: does
not hedge, it has to sell DM
at lower level or at loss.
Forward hedging can be

" used to counter that type of
exposure.
An example of a transla-

‘tional risk is when a multi-

national corporation invests

in a third country. A more

advanced exotic option can
be used to hedge for this type

of exposure.
"nl::seconomic exposure is
the least understood risk,

which is more important
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than the other two. An ex-
ample is when a Malaysian
manufacturing company
uses parts imported from
Japan, while its major com-
petitor uses parts imported
from the UK. The Malaysian
company ‘needs to have ac
cess to all types of risk man-
agement instruments to en-
sure that it does not have to
sell its product at higher
l::iee if the yen appreciates,”

said.

Althoufh the primary

Eurpose of derivatives is for
edging or to reduce risk,
their usage can also result in
speculative activities.

“In order to have a mar-
ket, it is unavoidable for
some people to take advan-
tage of the derivative,prod-
ucts as speculative trading
instruments. This is where
the regulators should focus
on. :

“As far as hed
cerned, there shoul

is con-
be less

. restrictions so as not to stifle

the market growth. Hedging
will help Malaysian compa-
nies reduce ir risks in
order to compete on equal
basis with companies in the,
more deve! countries,”
noted Liu, who had served
with Morgan Sunlegr as an
investment advisor in equi-

ﬁﬁj and fixed-income secu- ' :
‘rities. 1
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In the US, where deriva- |
r.iv:dproducts are extensively -
used, several major corpo- |
rations have suffered losses,
burned by trading in deriva- }
tive products that were orig- -
inally devised as a way to
limit exposure to such poten- }
tial risks as rising interest |
rates or declining foreign }
exchange rates.

When asked to comment
on this, Liu said: “Deriva- {
tives are very powerful in-:
struments which need to be [}
used intelligently. If used:}
correctly, it can be very use- |
ful to reduce risks.

“However, if the deriva-;
tives are used incorrectly,
they can create a lot of trou- |

may have people who got}
into some tt:)sret of 'n%deizt‘ ]
by usi powe -
sgum:tfts. To avoid such:
cases, adequate education }
and training is very impor- |
tant for the users.” '

The seminar in Langkawi {

Asia Ltd’s periodical effort
to promote the usage and
understanding of foreign ex-
change options and deriva-
tives among the financial in-
stitutions, including central
banks, in Asian countries.

“Some of the banks in the
region may not have the in-
frastructure for the deriva-
tives market. By training
and educating the relevant
staff, the banks will be able
to offer the more advanced
derivative products to their
customers,” he said.

The annual turnover of the
derivatives market world-
wide is between US$10 tril- *
lion (US§1 = RM2.58) and
US$12 trillion. The market is
growing every year.




