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The launch of these products will be accompanied by a corre-

sponding cash market initiative: as of September, international

investment banks are to quote Euro-denominated US shares on

the Xetra® electronic trading platform. Accordingly, Eurex

members will be given the opportunity to efficiently handle

their transactions in the respective US underlying instruments

via Xetra® – at attractive costs. Since 1999, Deutsche Börse has

been recording strong growth rates with regard to foreign issues

traded in Euro, in particular US shares. 

Further pursuing the internationalization of its product range, Eurex plans to introduce
equity options on ten US blue chips in September 2001. Eurex reacts to the continuously
increasing demand from its members to be able to trade equity options on US shares at the
world’s leading derivatives exchange. The contracts will be denominated and traded in Euro.

Eurex to  Int roduce Equi ty  Opt ions on
Ten US Blue Chips

140,000

120,000

100,000

80,000

60,000

40,000

20,000

0
1999 2000 1999 20001999 2000

49,937

128,146

21,095

63,973

27,946

37,001

+ 157%

+ 155%

+ 32%

Eurex working groups had repea-

tedly voiced interest in having US

equity options listed at the ex-

change. Numerous members have

already expressed their willing-

ness to assume market making

responsibilities for these products,

thus ensuring a sufficiently high

level of initial liquidity right from

the start.

Deutsche Börse Cash Market Turnover in US Shares in Million Euro

Foreign incl. US Shares MDAX SharesUS Shares
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to their corresponding home

markets, institutional investors

may choose from a variety of 

different arbitrage and hedging

alternatives. 

Thanks to its relationship with

Xetra®, the electronic cash market

platform, Eurex gives its inter-

national membership the oppor-

tunity to trade the most liquid

equities, as well as the corre-

sponding derivative products,

even before the start of trading in

the US markets. 

The figure below shows the most

heavily traded US shares in the

Frankfurt equity market, the

turnovers of which are already

comparable to those generated

by the most liquid MDAX issues.

Support provided by so-called US

market experts are likely to pro-

mote market liquidity. 
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Most Heavily Traded US-Shares (July 2000 – June 2001) in Million Euro

Xetra® + FWB

In Comparison:
MDAX Range 20: Wella
Trading Volume of app. EUR 700 Mio

continued In addition to demand from direct exchange users, enthusiasm

for US issues can also be explained by the mounting interest by

retailers, who tend to give their portfolios an increasingly global

touch. Retailers’ equity positions may be efficiently hedged via

Eurex against strong price movements as soon as the US equity

options have been introduced. Until now, the retail community

has principally engaged in warrant market activities to satisfy

their hedging needs. The great number of issuers offering a

broad range of warrants on various US underlying instruments

underlines the already huge demand for standardized derivatives

on US equities. 

Compared to warrants, an exposure in Eurex equity options guarantees some important

advantages. The Eurex product range offers a variety of different exercise prices and

terms, thus facilitating the implementation of individual trading strategies. Moreover,

short positions can be easily initiated through the sale of options. Finally, there are

several independent Market Makers contributing to the price determination process.

With the soon-to-be-launched US equity options, institutional users will be able to

benefit from a cost-effective alternative compared to trading these products on their

respective home markets. Trading via Eurex does not involve the high fees usually asso-

ciated with cross-border transactions.

Together, Eurex and Xetra® offer many possibilities to trade US

products: derivatives launched on the Dow Jones Global Titans

50SM last April (27 out of 50 component issues are US-American),

and the introduction of Exchange Traded Funds on the Dow

Jones Industrial AverageTM and the Dow Jones Global Titans 50SM,

scheduled for September of this year. With simultaneous access 
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By Andreas Fehrenbach, CEO of Indexchange Investment AG
The press reaction was totally enthusiastic. Headlines claimed “A revolution in the
fund industry”, “The stars of tomorrow” and “New recipes for equity-based cock-
tails”. Reference is made to the so-called “Exchange Traded Funds” (ETFs), still fairly
new products in the German financial market. The initial launch of ETFs, trading in
the specially created XTF segment on the Frankfurt Stock Exchange, took place only
one year ago. The introduction of ETFs has filled a market gap, and claims to unite
all the benefits of conventional investment vehicles such as stocks, certificates and
funds.

The original ETF pioneers were financial institutions from North

America. The very first products were launched in Canada,

where they quickly kick-started a fast growing trend. Well-

established now, they have evolved into a highly liquid and

efficient investment vehicle. Currently, there are 101 different

ETFs available in the USA representing managed assets totaling

USD 77 billion. It is their high degree of liquidity which – next to

precise index tracking and transparent structure – has consider-

ably contributed to their popularity (ETFs are traded in the US

market with a daily average volume of USD 6 billion!). Institutional

and private investors alike are quite attracted to these products

for a number of reasons.

Due to its limited available investment volume, the private com-

munity in particular often faces great difficulties when trying to

construct a sufficiently diversified portfolio. Moreover, it is par-

ticularly difficult to select the best shares from so-called special-

ized markets that cover “only” smaller issues. For private inves-

tors, it is therefore crucial to find liquid products that offer

opportunities for broad risk diversification. Even more so in tight

markets where jumps in equity prices often encountered with

single issues are particularly difficult to foresee for small share-

holders. ETFs are also a welcome alternative for institutional

investors, who may add them to their already broadly diversified

portfolios.

These are the kind of advantages

investors are looking for when

they choose to invest in ETFs,

also known as index-linked 

equities. These products track

their respective market indicators

with great accuracy – i.e. a DAX-

tracking ETF, for instance, includes

the 30 component issues accord-

ing to their actual weighting 

within the DAX Index. 

Furthermore, ETFs represent a

considerably cheaper investment

alternative than conventional

funds.

Exchange Traded Funds

During the next few weeks, Eurex will be finalizing its selection of the ten equity options that it will

launch in September. The criteria according to which the selection of shares is performed include turn-

over and liquidity within the equity market, market capitalization as well as (and in principal) market

interest for individual shares. The contract specifications will be set in line with existing Eurex equity

options. Prior to the actual launch of these products, their precise launch date and exact specifications

will be communicated to members by way of circulars and press releases in a timely fashion. 

For more information, please contact Holger Stürtz, T +49 (0)69-21 01-72 51, 

e-mail: Holger.Stuertz@eurexchange.com.

ETF fund units are like equities

subject to continuous quotation

at the exchange, which represents

a major difference, compared

with conventional funds. While

price determination for any con-

ETFs offer yet further advantages. Firstly, they are 

structured like funds. Consequently, the holder of a unit

certificate must not bear any issuer’s risk since the

respective securities involved are protected in the form

of funds against possible company failures. In addition,
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continued ventional fund is carried out only once per day, the indicative

unit price of each ETF – so-called “Net Asset Value” (NAV) – 

is published every 60 seconds during exchange trading hours.

With regard to the investment community, this guarantees a very

high degree of transparency. 

As for institutional investors, it is also very important that ETFs

constitute appropriate arbitrage instruments which can be traded

against equities as well as futures contracts. 

All these factors combined, ETFs actually pool the different

advantages inherent to certificates, funds and equities – i.e.

they are as fast and easy to trade as shares, as reasonable in

price as index certificates and offer the kind of risk diversification

only funds normally do. In April 2001, more than 69% of the

European ETF market were settled

in Frankfurt, clearly putting

Germany at the top of this trend

in Europe. After a promising first

year, the German and European

markets face further growth

opportunities for ETFs. With pas-

sive investment styles becoming

more and more popular through-

out Europe and due to the ETFs

extremely efficient conception,

the latter can be easily achieved

by investing in ETFs.

Name of fund Securities   Reuters Bloomberg Xetra NAV Reuters
ID Number (“WKN”)

DAX EX 593 393 GDAXIEX.DE DAXEX GY EXS1 GDAXINAV.F
MDAX® EX 593 392 MDAXIEX.DE MDAXEX GY EXS3 MDAXINAV.F
NEMAX® 50 EX 593 397 NEMAX50PEX.DE NMKXEX GY EXS2 NEMAX50PNAV.F
SMI EX 593 396 SSMIEX.DE SMIEX GY EXI1 SSMINAV.F
Dow Jones STOXX 50SM EX 593 394 STOXX50EX.DE SX5PEX GY EXW3 STOXX50NAV.F
Dow Jones EURO STOXX 50SM EX 593 395 STOXX50EEX.DE SX5EEX GY EXW1 STOXX50ENAV.F
Dow Jones EURO STOXXSM Banks EX 628 930 SX7EEX.DE SX7EEX GY EXX1 SX7ENAV.F
Dow Jones EURO STOXXSM Telecom. EX 628 931 SXKEEX.DE SXKEEX GY EXX2 SXKENAV.F
Dow Jones EURO STOXXSM Technology EX 628 932 SX8EEX.DE SX8EEX GY EXX3 SX8ENAV.F
Dow Jones EURO STOXXSM Healthcare EX 628 933 SXDEEX.DE SXDEEX GY EXX4 SXDENAV.F
Dow Jones STOXXSM 600 Banks EX 628 934 SX7PEX.DE SX7PEX GY EXV1 SX7PNAV.F
Dow Jones STOXXSM 600 Telecom. EX 628 935 SXKPEX.DE SXKPEX GY EXV2 SXKPNAV.F
Dow Jones STOXXSM 600 Technology EX 628 936 SX8PEX.DE SX8PEX GY EXV3 SX8PNAV.F
Dow Jones STOXXSM 600 Healthcare EX 628 937 SXDPEX.DE SXDPEX GY EXV4 SXDPNAV.F

Indexchange listed products on the Frankfurt Stock Exchange:

Finally, there are additional ETFs in the pipeline, to be introduced on the Dow Jones Global Titans 50SM

and Dow Jones Industrial AverageTM indexes, respectively. The launch of further STOXX, EURO STOXX

and NEMAX® sectors as well as additional blue-chip indexes is in preparation.
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The following article is based on presentations given by participants during a panel
entitled “Addressing the Key Challenges of Operational Risk”. The seminar, held in
New York in May 2001, was part of the 3rd annual FOW Derivatives & Risk Expo
conference program.

Risk managers point out that

while it is relatively easier to find

numerical data for use in pro-

gramming risk monitors for the

front-office, data does exist for

quantifying operational risk as

well. Experts recommend consult-

ing, among other sources, exist-

ing audit reports, chronicling

near misses and conducting and

recording self-assessments. 

Risk is the flip side of reward. It is a necessary and desirable part

of the financial equation. Desirable in measured amounts, that

is. The Long Term Capital Management (LTCM) story, and how

the hedge fund dangerously leveraged its available capital, con-

fident in what it thought were infallible mathematical models

was much publicized and succeeded in causing self-examination.

Since the failure of LTCM, the industry has made the debacle

into the poster child for effective risk management. 

This is not to imply that risk management has not existed in the

industry. In the largely mathematical realm of risk management,

two “risks” have long been identified and modeled: market risk

and credit risk. Market risk is defined as a single-contingency

risk, directly related to movements in the market; credit risk is

what is referred to as a joint contingency risk, requiring both an

adverse market move creating exposure as well as a default by

the counterparty after such risk is created.

However, increasing efforts are being made to identify and

quantify yet another, softer, type of risk in order to better

understand the complete risk profile of a company. The term

“operational risk” has been coined to categorize risk resulting

from non-market ingredients like people, processes, technology

and knowledge. Specifically, operational risk means human

error, technology failures and other disasters. Operational risk

tries to identify types and sources of unauthorized activities like

overstepping authority, criminal activity like insider trading or

theft, changes in the legislative or political external environ-

ment, mismanagement, data entry errors, hardware and soft-

ware failures and inadequate sales processes. Basically, it adds

another element to the complete risk profile of a company. The

idea is that if one looks exclusively at the market and credit risk

in the front-office, he or she is only getting part of the picture.

Measuring, predicting and adjusting risk is arguably one of the

most important, mathematically complex jobs in today’s finan-

cial industry. And while mathematical modeling remains the

cornerstone of market risk and credit risk management, today’s

risk managers are trying to complete the circle. Non-market

factors, people, processes, knowledge also have a very real

potential to adversely affect profitability. Quantifying those risks

is just harder. Recognizing this type of risk is not a new devel-

opment, quantifying this risk for use in developing preventative

measures and emergency responses is. 

Both the enhanced recognition of operational risk and

the initiatives to quantify it for modeling purposes can

be explained as part of a holistic approach. Manage-

ment wants to reduce risk in areas where it is undesir-

able and transfer these unacceptable levels of risk, in the

back-office for example, to the front-office in order to

capitalize on market opportunities.

The benefits of risk management

are not limited to preventing losses

in the front-office. Mitigating risk

throughout an organization by

reducing variability in costs and

revenues can lead to greater

shareholder value. More accurate

and transparent capital allocation

can be reached within a firm, and

within distinct business units,

error rates can be reduced and

unacceptable surprises can be

prevented through a proactive

containment process. 

In summary, the move to include

operational risk in the study and

practice of risk management is a

positive development. By broad-

ening the scope of what is under-

stood within the terminology

“risk”, risk professionals are more

able to accurately pinpoint and

Operat ional  Risk  in  Risk  Management
St rategies

continued page 6
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judge levels of risk in a company. Moreover, as the study of risk increasingly incorporates human and

technological elements not directly related to the financial markets in its risk evaluation, they are better

equipped to determine causal relationships and prevent future occurrences. Risk management has

come a long way from risk observation. 

One word of caution from the professionals: merely implementing a risk management system is not

enough. Implementing systems to measure risk is a good first step but continuing to evaluate risk models

to gauge their current appropriateness should be a continuing practice.

For more information on Risk Management, please contact for North America: Gerald P. Sampson,

Principal, Arthur Andersen, T +1 212-708-63 11, e-mail: Gerald.P.Sampson@us.andersen.com and for

Europe: William Higgins, Partner, Arthur Andersen, T +44 (20) 74 38-25 94, 

e-mail: William.Higgins@uk.andersen.com

continued

virt-x trading hours for have been published as follows:

virt-x Trading Hours                                09:00 – 17:50 CET

Closing Auction Pre-opening                   17:50 – 18:00 CET

Closing Auction                                                  18:00 CET

Since June 25, 2001, all Swiss companies listed on SWX Swiss Exchange and com-
ponents of the SMI index are now traded on the virt-x platform. 

Extension of  Trading Hours  for  Swiss  Equi ty
and Index Products

Products Pre-Trading Trading Post-Trading Full Exercise Until

Swiss Stock Options 7:30 a.m. – 9:00 a.m. CET 9:00 a.m. – 17:50 p.m. CET 17:50 p.m. – 19:30 p.m.CET 19:30 p.m. CET
SMI Index Option 7:30 a.m. – 8:25 a.m. CET 8:25 a.m. – 17:50 p.m.CET 17:50 p.m. – 20:30 p.m.CET 21:00 p.m. CET 

(On last trading day)
SMI Index Future 7:30 a.m. – 8:25 a.m. CET 8:25 a.m. – 17:50 p.m.CET 17:50 p.m. – 20:30 p.m.CET –

In the same move, the transaction

limits for Swiss products were

increased. Modified transaction

limits can be retrieved from the

Eurex website www.eurexchange.

com/marketplace/products_funct

_overview_1_en.html 

> transaction limits

Associated with aforementioned prolonged trading hours, Eurex

has adapted the trading hours for Swiss Stock Options, includ-

ing LEPOs, and for SMI Index Futures and Options. Since June

25, 2001 those products can be traded until 17:50 CET. The new

trading hours are shown in the table below:

For more information, please contact Kai Distelmann, T +49 (0)69-21 01- 57 97, 

e-mail: Kai.Distelmann@eurexchange.com



+
+

+
N

e
w

s
+

+
+

Introduction of Position Limits on Capital

Market Contracts with a September Expiry

Eurex is introducing position limits for the

following capital markets futures contracts:

Euro Bund, Euro Bobl and Euro Schatz

Futures. This measure will support the early

transfer (rollover) of open positions into 

the next contract cycle. The limits for the

September contracts have been defined as

follows:

Euro Bund Future (FGBL): 80,000 contracts

Euro Bobl Future (FGBM): 30,000 contracts

Euro Schatz Future (FGBS): 40,000 contracts

The position limits are valid from September

1 to 6 and limit long positions held by a

market participant, separated according to

proprietary and customer trading positions.

The limit will be set in relation to the issue

size of the cheapest-to-deliver (CTD) bond

and will be published no later than six

exchange-trading days before the validity

period applying to the position limit begins. 

Furthermore, in order to provide more flexi-

bility and operational support within the

delivery process of its capital market prod-

ucts, Eurex reduced the contract penalty for

late deliveries of securities in the second

cycle in the settlement of securities transfers

(same-day settlement – SDS). The penalty

was reduced from EUR 400 per contract to

EUR 40. For deliveries after the second

cycle, the existing rules remain unchanged.

For more information, please contact Stefan

Brendgen, T +49 (0)69-21 01-57 43, 

e-mail: Stefan.Brendgen@eurexchange.com

Eurex Clearing AG Decides on New Fee

Regulation

Since July 1, 2001, the one-time admission

fee and the annual fee for Clearing

Membership at Eurex Clearing AG are 

charged exclusively in Euro. 

Furthermore, the regulation relating to the

admission and annual fees for Clearing

Membership at Eurex Clearing AG, also

apply to Clearing Members who have no

clearing license for derivatives, but who do

have one or more clearing licenses for

Bonds, and/or Repos, and/or equities.

The latter can be connected to the Eurex

Clearing AG’s Electronic Data Processing

(EDP) System  by any of the Eurex connec-

tion alternatives: Premium, Combined, or

iAccess.

The single admission fee and annual fee for

Clearing membership at Eurex Clearing AG

are EUR 50,000 and EUR 25,000 respec-

tively. These fees are independent of the

number of clearing licenses granted to the

Clearing Member.

For more information, please contact

France Schuster, T +49 (0)69-21 01-52 38,

e-mail: France.Schuster@eurexchange.com

EEX Admits Two New Trading Participants

The EEX European Energy Exchange has

admitted two new participants to energy

trading on the EEX derivatives market. EDF

Trading Ltd., which has already been trading

on the spot market, and TXU Europe

Energy Trading B.V. are now active on the

EEX derivatives market. TXU is a subsidiary

of TXU Europe and belongs to the five 

largest energy-trading companies in Europe.

A total of 55 participants from 7 countries

are now trading on the integrated EEX spot

and derivatives market.

June volumes have developed positively.

More then 1,166 contracts based on futu-

res on base-load and peak-load blocks have

changed hands in the last month. This

represents more than 554 gigawatt hours

of electricity trading.

For more information, please contact the

EEX-Hotline, T+49 (0)69-21 01-18 90, 

e-mail: eex@exchange.de

Eurex Release 5.0 – VALUES API

Programming Version Now Available

The Programming Version of the Eurex

Release 5.0 VALUES API specification has

now been published on the Eurex website 

www.eurexchange.com/marketplace/

programming to Eurex > VALUES API

Programming Version Eurex Release 5.0/

GATE 3.0.

Some of the main differences between the

Release 4.1 and the Release 5.0 versions

include the following topics:

• changes to the structure of Volume 2 of

the documentation

• changes to the structure of “C” Header

files defining VALUES message layouts

• the list of new application requests

• a description of the most significant chan-

ges made to existing application requests

In addition to the Programming Version of

the VALUES specifications, a version of the

Sun/Solaris and Windows/NT “C” Header

files for the Release 5.0 VALUES API defini-

tion has also been published at the same

location on the Eurex website. 

For more information, please contact the

Functional Member Readiness Team, 

T +49 (0)69-21 01-17 00.

Dates in July and August

July 20

Eurex Product Marketing Seminar in

Australia, The Sydney Convention and

Exhibition Centre, Darling Harbour, Sydney

July 23

Eurex Product Marketing Seminar in

Singapore, The Fullerton Hotel Singapore,

Singapore

Int roduct ion of  Posi t ion L imits  on Capi ta l  Market  Contracts  with a
September  Expi ry   Eurex  C lear ing  AG Dec ides  on New Fee  Regu la t ion
EEX Admits Two New Trading Part ic ipants   Eurex Release 5.0 – VALUES
API  Programming Vers ion Now Ava i lab le
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Course July August

Special Courses Eurex – 24 Paris
Clearing Fundamentals
Colloquium for 30–31 Chicago 01 London
Eurex Traders Examination 03 Paris

24–25 Chicago
29 London

System Training Eurex – 13 London
Courses Technical Training

VALUES API – 07 London
Introduction 13 Chicago

14 Chicago
15 Chicago

Eurex – 31 Paris
System Training Security
Eurex – 08 London
System Training Trading 30 Paris
Eurex Bonds – 19 London 16 London
System Training Trading 23 Paris
Eurex – 09 London
System Training Clearing 29 Paris

Examinations Eurex Trader Examination 16 Helsinki 06 Chicago
17 London 07 Chicago
18 London 08 Chicago
30 Paris 13 Hong Kong
31 Paris 15 Tokyo

20 Helsinki
21 London
22 London
27 Paris
28 Paris

Eurex Clearer Test 16 London/Helsinki 08 Chicago
20 Chicago 14 Hong Kong
30 Paris 16 Tokyo

20 London/Helsinki
24 Chicago
27 Paris

Deutsche Börse AG, Trainingscenter, D-60485 Frankfurt am Main, Trainingscenter Hotline: T +49 (0)69-21 01-37 67
http://trainingscenter.deutsche-boerse.com, e-mail: trainingscenter@deutsche-boerse.com

Your  feedback is  important  to  us !

The X-pand team has set up a new mailbox: 

Xpand.feedback@eurexchange.com. If you would like to provide us

with feedback about our newsletter, please send us an e-mail.
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