Market Development Taskforce – Development of Capital Market Infrastructures
[image: ]STANDING COMMITEE FOR ECONOMIC AND COMMERCIAL COOPERATION (COMCEC)
[image: ]






Market Development Task Force
SURVEY QUESTIONNAIRE
Development of Capital Market Infrastructures

Prepared by:
	Chair
	Securities and Exchange Commission Pakistan

	Vice-Chair
	Securities and Exchange Organization Iran








Country: 
Name of the Authority:
Name of contact person:
Phone number: 
Email address: Email: 


INTRODUCTION AND BACKGROUND

As Chair of the Task Force, Securities and Exchange Commission of Pakistan in co-operation with Task Force Vice-Chair, Securities & Exchanges Organization of Iran and the CMR Forum Secretariat, Capital Markets Board of Turkey aims to support the capital markets of the COMCEC CMR Forum members to operate effectively for the best interests of investors and market participants. The Task Force recognizes the heterogeneous nature of capital markets conditions in OIC local capital markets and agrees that OIC markets integration into the world financial system entail establishing an effective legal system and robust domestic market infrastructure that conform to international standards and best practices

Background 
Market infrastructure refers to institutions and mechanisms that facilitate recording, clearing, and settlement of transactions and support the trading function by disseminating prices, bringing buyers and sellers together, ensuring that financial obligations are efficiently discharged, and providing the regulatory environment within which all participants operate. Capital market infrastructures can strengthen the markets they serve and play a critical role in fostering financial stability; however, if not properly managed, they can pose significant risks to the financial system and be a potential source of contagion, particularly in periods of market stress.

The capital market development in many OIC countries is being hampered by lack of investor protection and transparent securities trading as well as due to inadequately developed market infrastructure. OIC jurisdictions need to implement internationally recognized regulatory standards in a manner that serves the needs of their investors and market structure. In this regard, Implementation of global standards for market infrastructures is essential in enhancing safety and efficiency in payment, clearing, and settlement arrangements, and more broadly, to limit systemic risk and foster transparency and financial stability.

Objectives 
Smooth functioning of securities market infrastructure is vital for the proper functioning of the market, economies and the stability of financial systems. In this context, the COMCEC CMRF’s objective for the mandate to provide guidance to OIC capital market regulators for the development of market infrastructure is to; 
i. ensure that the design and operations of capital market infrastructure in the member jurisdictions are sound, safe, and efficient, 
ii. promote efficiency and competition in the capital markets that would reduce the transaction costs, and 
iii. ensure market fairness, i.e., all investors have a reasonable opportunity to trade at the best price available for their transaction size. 

These objectives foster creation of an integrated securities market infrastructure for the OIC securities market. The ultimate goal is that investors within the OIC should face similar costs and conditions whether they are settling a domestic trade transaction or an OIC wide trade transaction.






Scope of Questionnaire 

The questionnaire primarily focuses on two following areas for developing an appropriate capital market infrastructure: 
· Existing capital markets in OIC member jurisdiction
· Responsibilities of market regulators, and other relevant authorities for capital market infrastructures (CMI)
· Existing capital market infrastructure in place in OIC member countries 
· Structure 
· Risk management, Settlement and Default management
· Central securities depositories and settlement systems
· Access to CMI, system Efficiency and effectiveness and Transparency
· Identification of issues in infrastructure development
· Gaps in capacity and resources
· Deficiencies in the legal, institutional and risk management framework

IMPORTANT DEFINITIONS OF TERMS & EXPRESSIONS

Capital Market Infrastructure (CMI)
CMI is defined as a multilateral system among participating institutions, including the operator of the system, used for the purposes of clearing, settling, or recording securities, derivatives, or other financial transactions.

Central securities depositories 
Central securities depository is the capital markets institution that provides securities accounts, central safekeeping services, and asset services, which may include the administration of corporate actions and redemptions. 

Securities settlement systems 
Securities settlement system enables securities to be transferred and settled by book entry according to a set of predetermined multilateral rules. Such systems allow transfers of securities either free of payment or against payment.

Central counterparties 
A central counterparty interposes itself between counterparties to contracts traded in one or more financial markets, becoming the buyer to every seller and the seller to every buyer and thereby ensuring the performance of open contracts.

Trade repositories 
A trade repository is an entity that maintains a centralized electronic record (database) of transaction data.




Questions for COMCEC Questionnaire
A -Existence of Capital Markets and Regulatory Structure
A1.Do Capital markets exist in your jurisdiction?
         Yes	No
A2.Do you have a clearly defined mandate as a regulator? Explain
A3.Please explain the enforcement powers  you have over capital markets in your jurisdiction?
A4.Do you have legal independence as a regulator?	
      Yes 	               No
A5. What level of autonomy does the authority responsible for securities regulation have in relation to framing of securities regulation?
a. Full Autonomy
b. Partial Autonomy
c. No Autonomy
d. Other___________
A6. How is the authority responsible for securities regulation governed?
a. Board
b. Commission
c. Commission + Board
d. Managerial Structure
e. Government
f. Other__________
B. Macroeconomic and Capital Market Indicators
B1. Key macroeconomic indicators in your jurisdiction
	GDP
	

	Population
	

	GDP per capita
	

	Literacy Level
	



B2. Capital Market Indicators (million US$ where applicable)
	Total Market Capitalization
	

	Total Market Capitalization as % of GDP
	

	Annual Stock Trading Volume
	

	Return of the Main Index (3 year average)
	

	Number of Listed Companies
	

	Number of Registered Brokers
	

	Total Number of Investors in the capital markets
	



B3. Do the Following Institutional Investors Exist in your Jurisdiction?
	Securities Companies
	Yes
	No

	Mutual Funds
	Yes
	No

	Insurance Companies
	Yes
	No

	Pension Funds
	Yes
	No

	Hedge Funds
	Yes
	No

	Private Equity Funds
	Yes
	No

	Endowment Funds
	Yes
	No

	Other
	



C. Structure of the Capital Market Infrastructure in Place
C1. Is there a definition for a Capital Market Infrastructure Institution in your jurisdiction
a. Yes
b. No
If yes, please provide the definition
C2. What infrastructure institutions are in place in your jurisdiction

	Stock Exchanges
	Yes
	No

	Central Securities Depositories
	Yes
	No

	Clearing Companies
	Yes
	No

	Settlement Companies
	Yes
	No

	Central Counterparty
	Yes
	No

	Trade Repositories
	Yes
	No



C3. Who is responsible for regulation and supervision of capital market infrastructure institutions in your jurisdiction?
a. Separate Securities Regulator
b. Central  Bank
c. Government Institution
d. Other
C4. Is there a separate exchange for Commodities within your jurisdiction?
a. Yes                           b. No
C5. Is there a separate Clearing and Settlement institution in your jurisdiction?
a. Yes                           b. No 
C6. Is there separate clearing for commodity exchange transactions?
a. Yes                           b. No
C7. If answer to the above is “no” which entity is responsible for performing Clearing and Settlement functions in your jurisdiction?
1. Stock Exchange                  
1. Central Counterparty                     
1. Securities Depository(ies)
1. Clearing House/Clearing Company
1. Other, please specify ___________
C8.  Is there a separate Central Securities Depository (ies) in your jurisdiction?
a. Yes                           b. No 
C9. If answer to the above is no, which entity is responsible for performing depository functions in your jurisdiction?
4. Stock Exchange                  
4. Market Intermediary                     
4. Securities Depository(ies)
4. Clearing House/Clearing Company
4. Other, please specify ___________

C10. Is it mandatory for Market Participants to be registered in your jurisdiction?
a. Yes                           b. No 
C11. Is certification of Market Participants mandatory in your jurisdiction?
C12. Please give a brief description of capital market infrastructure existing in yor jurisdiction
D. Cooperation
D1.What is the frequency of cooperation/coordination pertaining to information sharing amongst infrastructure institutions?
(a) Daily
(b) Weekly
(c) Monthly
(d) Quarterly
(e) Annually
(f) Other_________

D2.Does the level of cooperation between financial market regulators / stakeholders  address the following? If Yes, Please explain briefly
	Emerging risks to the capital markets
	Yes
	No

	Systemic risks caused by the capital markets
	Yes
	No


D3. Is there a process of regulatory integration with international best practices on regulations or developments of systems/processes?
Yes	No
E. Regulation and Supervision of Capital Market Infrastructures
E1. Are there clear and separate regulations in place for establishment and operations of infrastructure institutions?
	Stock Exchanges
	Yes
	No

	Central Securities Depositories
	Yes
	No

	Clearing Companies
	Yes
	No

	Settlement Companies
	Yes
	No

	Central Counterparty
	Yes
	No

	Trade Repositories
	Yes
	No


E2. Is legislation for operation and conduct of the following activities in place in your jurisdiction?
	Stock Exchanges
	Yes
	No

	Central Securities Depositories
	Yes
	No

	Clearing Companies
	Yes
	No

	Settlement Companies
	Yes
	No

	Brokers
	Yes
	No


E3. What regulatory powers do Self-Regulatory Organizations have in your jurisdiction?
(a) Full regulatory powers
(b) Approval of main financial sector regulator required
(c) No regulatory powers only consultative
(d) Other________

E4. Is/Are the stock exchange(s) in your jurisdiction demutualized?
Yes	No
E5. What is the ownership structure of all infrastructure institutions?
	Institution
	Government
	Public
	Private

	Stock Exchanges
	
	
	

	Central Securities Depositories
	
	
	

	Clearing Companies
	
	
	

	Settlement Companies
	
	
	

	Central Counterparty
	
	
	

	Trade Repositories
	
	
	



E6. How are infrastructure institutions governed in your jurisdiction?
(a) Board
(b) Management
(c) Board + Management
(d) Other__________
E7. What are the numbers of Independent directors on the Board of infrastructure Institutions?
	Institution
	Independent Directors

	Stock Exchanges
	

	Central Securities Depositories
	

	Clearing Companies
	

	Settlement Companies
	

	Central Counterparty
	

	Trade Repositories
	


E8.Does the regulatory framework in your jurisdiction address or in process of the following: Explain briefly?
(a)	Control over securities markets and its participants to ensure public confidence?	
                Yes	No
(b)	Investor Protection (prevention from fraud and manipulation)? 
                Yes  	No
(c)	Prevention of failures in the market?	
                Yes	No

E9. Is there a Code of Corporate Governance for Listed Companies in your jurisdiction? 
a .Yes                             b. No
E10. If the answer to the above is yes, please explain briefly who enforces the Code?
(a) Securities Regulator
(b) Stock Exchange
(c) Other___________
E11.Does the apex regulator have the following powers in relation to?
(a) Surveillance of Price movements focusing on unusual activity 
   Yes    No
(b) Regular Monitoring of Companies activities		
Yes	No
(c) Investigating Insider Trading	
Yes	No
(d) Regular Monitoring of Compliance of securities market rules and regulations by market intermediaries       
 Yes    No 
(e) Maintaining portfolios of insiders and monitoring execution of trades by insiders    
Yes	    No
(f) Applying sanctions and Fines	
Yes	   No
E12. Does the stock exchange have the following powers in relation to?
(a) Surveillance of Price movements focusing on unusual activity    
Yes    No
(b) Regular Monitoring of Companies activities	
Yes     No
(c) Investigating Insider Trading	
Yes      No
(d) Regular Monitoring of Compliance of securities market rules and regulations by market intermediaries       
 Yes      No
(e) Maintaining portfolios of insiders and monitoring execution of trades by insiders 
Yes       No
(f) Applying sanctions and Fines	
Yes	No
F. Credit and Liquidity Risk Management: 
Credit risk: - sufficient financial resources, margins, collateral etc. 
F1.Are there any systems and processes in place through which credit risk can be assessed/monitored in your jurisdiction?
a. Yes 			b. No
Elaborate on the system and processes
---------------------------------------------------------------------------------------------------------------------
F2.What measures have been put in place for mitigating credit risk in your jurisdiction?
___________________________________________________________________
F3.Do the Brokers / Dealers in your market have requirements such as initial capital requirements?
a. Yes			b. No
If yes, then what is the initial capital requirement (In US Dollars)?

F4.Is the exposure taken by the Broker / Dealer in the market related to the Capital Requirement / Net Capital Requirement? (Basis for calculating the exposure for the brokers)
a.Yes			b. No
If yes then specify the exposure requirements related to the Capital Requirement / Net Capital Requirement?
__________________________________________________________________
F5. Is there any exposure upper limit?
a. Yes			b. No
G. Margin: - risk based
G1. Are pre-trade margins mandatorily applicable in your jurisdiction?
a. Yes			b. No
If yes, how are pre-trade margins calculated in your jurisdiction?
a. Percentage of order value
b. Fixed percentage/amount
c. VaR based
d. Other, please specify ______

G2. Are post-trade exposure margins applicable in your jurisdiction?
a. Yes			b. No
If yes, then which methodology is used for calculating the applicable post-trade exposure margins (please check more than one if applicable)?
a. Slab-based
b. VaR based
c. SPAN based
d. Other, please specify ________			

G3. Is the valuation of Margins Marked to Market?
a.Yes			b. No
G4.Which entity is responsible for calculating margins?
a. Market Intermediary
b. Stock Exchange
c. Clearing House/ Clearing Company
d. Other, please specify ______
G5.Are all types of margin requirements clearly prescribed under the regulatory framework?
a. Yes			b. No
G6.Does the regulatory framework empower the frontline or apex regulators to impose additional margins in case of exceptional circumstances?
a.Yes			b. No
G7.What actions/procedure is followed in case of failure to deposit margins?
a. Imposition of fine/penalties
b. Suspension of trading
c. Declaration as defaulter
d. Other, please specify ________
H. Collateral
H1.What types of collateral are acceptable against margin requirements (please check more than one if applicable)?
a. Cash
b. Listed shares
c. Listed debt instruments
d. Bank Guarantee
e. Units of collective investment 
f. Government bonds
g. Other, please specify _______

H2.In case collateral is acceptable in any form other than cash, does your jurisdiction apply any methodologies for valuation of such collateral?
a. Yes			b. No
H3.If yes, are different methodologies applied for valuation of different types of acceptable collateral?
a.Yes			b. No
H4. Is the entity which is responsible for collection and maintenance of margin requirements different from the entity which carries out valuation of the collateral? 
a. Yes			b. No
If yes, please clarify _____________
I. Liquidity risk:- sufficient liquid resources 
I1. Are there any ongoing capital adequacy requirements for market intermediaries in your jurisdiction?
a. Yes 			b. No
If yes, please specify _____________
I2.Are there any systems and processes in place through which liquidity risk can be assessed / monitored in your jurisdiction?
a. Yes 			b. No
I3.What measures have been put in place for mitigating liquidity risk in your jurisdiction?
___________________________________________________________________
J. Settlement
Settlement finality:- certainty, rules and procedures
J1.What is the usual settlement cycle for the ready market trades in your jurisdiction?
a. T+1
b. T+2
c. T+3
d. Weekly
e. Other, please specify ________

J2. What is the usual settlement cycle for the Futures market trades in your jurisdiction?
a. T+30
b. T+60
c. T+90
d. Other, please specify ________
 
J3. Are the clearing and settlement processes automated?
a. Yes			b. No

J4. Are there any defined procedures and/or regulatory requirements governing the clearing and settlement process?
a. Yes			b. No

J5. Onus of settlement of a particular trade is ultimately placed on?
a. Client/Investor
b. Intermediary
c. Stock exchange
d. Clearing house

J6. In case of failed settlement is the market intermediary held responsible for ensuring the settlement?
a. Yes			b. No

If otherwise, please specify ___________

J7. Do Market practices, regulations or rules provide incentives for counterparties to settle their obligations on the contractual date?
a. Yes			b. No

If yes, please specify ____________

K. Physical delivery:-handling of physical securities
K1. Are securities maintained in the form of physical certificates or in electronic book-entry form?
a. Physical			b. Book entry			c. Both
K2.If answer to above is c. approximately what percentage of total securities exists in book entry form? __________ %
K3. Are there any regulatory requirements governing the time and manner for the transfer of ownership of physical securities?
a. Yes			b. No
If yes, please specify the time normally taken for such transfer of ownership
 ___________
K4. Which entity (ies) is/are involved in the process of transferring ownership of physical securities? 
___________________________________________________________________
K5.Are penalties imposed for failing to settle?
 a. Yes			b. No
K6. Are there specific rules and procedures to address the settlement process?
a. Yes			b. No
K7. Are there any steps, if any, taken to mitigate the risks of fails?
a. Yes			b. No
K8.Are fails required to be marked to market? 
a. Yes			b. No
L. Central securities depositories
Central securities depositories:- rules and procedures for safekeeping and transfer 
L1. Please specify and explain the entity which regulates the functions of Central Depositories (CSD).
L2. Are securities issued or maintained in a dematerialized form?
a. Yes			b. No
L3. What percentage of securities is dematerialized?
L4. Are the processes at the depository fully automated?
a. Yes			b. No

If no, please specify the extent of manual intervention 
_______________________________________

L5. Who is entitled to open an account with the CD 
a. Market intermediaries 
b. Market intermediaries and individual investors

L6. Are there any defined procedures and/or regulatory requirements governing the functions of the depository?
a. Yes			b. No

M. Default management:
M1. Please clarify what constitutes default of a market intermediary in your jurisdiction (Please check as many options as applicable)?
a. Settlement Failures
b. Failure to deposit margins
c. Failure to maintain minimum capital adequacy
d. Non-resolution of investor complaints
e. Other, please specify _________
M2. Does your regulatory framework provide for any specific procedures to be followed in case of default of a market intermediary?
a.Yes			b. No
M3. Which assets of the market intermediary can be utilized for settlement of claims in case of default?
___________________________________________________________________
M4. What is sequence of utilization of the assets of a defaulter?
___________________________________________________________________
M5. Are there any market protection funds available in your jurisdiction which can be utilized in case of default?
a. Yes			b. No
If yes then please provide the extent/limit this fund can be used (USD)
M6. Is utilization of client’s securities allowed for compensating default of the market intermediary?
a. Yes			b. No
N. Segregation: - client assets and participants assets  
N1. Is the term "Client" a defined term in your jurisdiction?
a.Yes			b. No
If yes, how is it defined? _____________________________________________
If no, please provide any alternate meanings generally implied or assumed for this term in your jurisdiction:
N2. How does your jurisdiction define the term "Client Assets"?
___________________________________________________________________
N3. Are there any regulatory requirements for segregation of the Client Assets from the Intermediaries Assets?
a. Yes			b. No
N4. Is prior authority/permission required from the Client for utilization / movement of Client Assets?
a. Yes			b. No
N5. If yes, which of the following type of authority from the Client is required in your jurisdiction for allowing movement of Client Assets?
a. Blanket Authority for all Transactions
b. Specific Authority for any one transaction or type of transactions
c. General Authority
d. Other _______________
e. Any one or all of the above, Please specify:
      ____________________________________
N6. Can any third part interest on the Client Assets be created without prior consent/permission from the Client?
a. Yes			b. No
N7. Can enforcement actions be taken against an intermediary if it fails to comply with requirements for Client Asset segregation?
a. Yes			b. No
If yes, please specify: _____________________________________________
N8. If a client has a debit balance, does the Regime permit the Intermediary to deduct such balance in determining its segregation?
a. Yes			b. No

O. Efficiency & Effectiveness
O1. Do you agree with the view that market efficiency is likely to be best served for exchange traded investments when all significant venues for price formation in those investments operate to common transparency standards		
a. Yes			b. No
O2. Do you see business profile of  exchange (s) in your jurisdiction changing materially during next 5 years?
a. Yes			b. No
O3. If you have answered “Yes” to question above, do you believe those changes might have a significant impact on exchange markets (for example, on role of the exchanges as regulators, on efficiency and competition)
a. Yes			b. No

If yes,  how? ____________________________________________________________
P. Communication
P1. Which of the following is mostly used as a mode of communication between Capital Market Infrastructure(CMI)  Institution  and the participants
a. E-mail	b. Fax	c. Telephone	d. Mail	e. Other
P2. CMI’s having cross border activities largely, use:
a. Internationally accepted communication procedures
b. Use them when required
Q. Access
Q1. Are access rules/criteria objective and clearly disclosed to all potential applicants?
a. Yes			b. No

Q2. Are the same rules applied regardless of the identity, type and location of the applicant?
a. Yes			b. No
If not, what variations apply and why?

Q3. Can differential restrictions on access to the system be justified in terms of the need to limit risks to the system operator or to other users?
a. Yes			b. No
Q4. Who is responsible to assess that a member meets the minimum criteria for access?
Q5. Is there any mechanism for continuous monitoring of compliance with minimum requirements / criteria?
a. Yes			b. No
Q6. Does the regime allow limiting/restricting the access of members to certain market segments permanently or for a limited period if it fails to meet access criteria?
a. Yes			b. No
Q7. Under what conditions can participants terminate their membership?
Q8. What arrangements does the system have in place to facilitate the exit of members who no longer meet the participation requirements? 
R. Disclosure, General Business and Operational Risk
R1. Is risk based supervision applied in your jurisdiction?	
Yes	No
R2. Do you undertake periodic stress testing of clearing and settlement systems?
Yes	No
R3. Do the infrastructure institutions disclose the following to participants?
	Rules
	Yes
	No

	Procedures in Place
	Yes
	No

	Costs and Fees
	Yes
	No

	Risks to participants
	Yes
	No

	Rights and Obligations of participants
	Yes
	No


R4. In what form in disclosure mandated?
	Website
	Yes
	No

	Notices
	Yes
	No

	Media
	Yes
	No


R5. How frequently is market data/information disclosed to the participants?
a. Immediately		b. Within a week	c. Within a month	d. Other
S. Issues and Challenges
S1. What are the major issues you have faced in developing capital market infrastructures? Rank on a scale from 1 -5.
	Deficiencies in the legal framework
	

	No macroeconomic environment
	

	Gaps in Capacity and resources
	

	Political uncertainty
	

	Nascent Securities Markets
	

	Lack of investors in the markets
	


S2.If not already in place, do you plan on expanding the scope of the regulatory framework to include capital market infrastructure institutions?


---------------------------- End of Questionnaire ---------------------------
Thank you for your contribution to this survey questionnaire. Your valuable input will certainly help us successfully accomplish the mandate. 
If you have any inquiry or need any further assistance regarding this survey questionnaire, please contact Mr. Salman Hayat at the Securities & Exchange Commission of Pakistan, by email (salman.hayat@secp.gov.pk) or by phone (+92-51-9218593).
Kindly submit the completed questionnaires to Ms. Khalida Habib (Khalida.habib@secp.gov.pk) and Mr. Salman Hayat (salman.hayat@secp.gov.pk) at Securities and Exchange Commission of Pakistan,  Mr. Nasser Emami (n.emami@seo.ir) at the Securities and Exchange Organization, Iran and copy the same to (secretariat@comceccmr.org) by May 5, 2013.
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