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Risky
trades
market
set to
increase
ALISON BELL

THE market for the
high-risk derivatives
contracts-for-difference
(CFD) market is poised
for rapid growth, even
though a quarter of
dealers who have traded
the instruments are un-
willing to try them again,
a researcher has found.

A CFD is an agree-
ment to exchange the
difference in value of a
particular asset between
the time at which a con-
tract is opened and the
time it is closed.

49 More are
planning to try

The high-risk deriva-
tive instruments are
typically used by soph-
isticated traders taking
geared, short-term pos-
itions in volatile mar-
kets. They can be used
to trade equities, indi-
ces, foreign exchange
and commodities, but
many traders are unwill-
ing to repeat the high-
risk activity.

Research firm Invest-
ment Trends says total
CFD trader numbers in
Australia rose to 32,000
by June, 2009, from

26,000 in 2008, and that
30,000 more plan to
trade the instruments.

Investment Trends
principal Mark Johnston
said strong growth had
been a hallmark of the
market since its genesis
in Australia in 2002.

However, trader num-
bers and average trade
sizes shrank in 2008 as
the equity market fell.

"Thirty thousand
more are planning to try
CFDs, but not all will act
on that intention," Mr
Johnston said.

Investment Trend's
latest annual report was
compiled after survey-
ing 7598 investors, of
which 2016 were current
CFD traders, and 348
intended to trade CFDs
within 12 months.

The findings showed
that 267 investors had
tried the high-risk trad-
ing instruments and
then stopped, with 28
per cent being put off
altogether. The other 72
per cent say they will try
it again in the next year.
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ASIC targets derivatives providers over client money use

       By Alison Bell
    MELBOURNE, Aug 7 AAP - The corporate watchdog is contemplating closing a loophole that allows
providers of over-the-counter (OTC) derivativess to use client money for any purpose and exposes clients
to counterparty risks.
    The Australian Securities and Investments Commission (ASIC) has called for better disclosure of the use
of client funds by financial service licensees dealing in OTC derivatives, such as contracts-for-difference
(CFDs).
    A CFD is an agreement to exchange the difference in value of a particular asset between the time at
which a contract is opened and the time at which it is closed.
    The high-risk derivative instruments are typically used by sophisticated investors taking geared, short-
term positions in volatile markets, and can be used to trade equities, indices, foreign exchange and
commodities.
    An ASIC consultation paper, released on Friday, details how the client agreements of many derivatives
licensees can contain a broad authorisation for the licensee to use client money for any purpose, including
meeting the licensee's trading obligations for other clients.
    ASIC said investors could lose all of their money even if they were not in default.
    "A shortfall could arise if the issuer used the money for trading for another client but could not obtain that
money from the other client or cover it from its own funds," the regulator said in a statement.
    "A shortfall could also arise if the issuer uses money for its own purposes and then becomes insolvent."
    IGMarkets Australia chief executive Tamas Szabo said he welcomed the ASIC move as it would give
some integrity to the CFD industry by addressing an issue that was unique to Australia.
    "In the UK we were never allowed to use client funds for our own purposes, whereas in Australia it was
quite unique that we were," he said.
    "We do not use client funds to meet trading obligations and we do not use client funds for our own
purposes unlike other CFD providers," he said.
    CFDs were introduced into the Australian market in 2002 by global players IGMarkets and rival CMC
Markets and are a small but rapidly growing segment of the local trading market.
    Investment Trends principal Mark Johnston said few stock brokers and almost no financial planners
advise on CFDs that require investors to take out a margin loan and become susceptible to margin calls if
investments decline in value past a pre-determined level.
    "(The market) is increasingly overlapping with the more traditional margin lending market, with one in five
margin-lending clients now using CFDs as well, and 77 per cent of CFD traders also have an active margin
loan," Mr Johnston said.
    AAP ahb/jmc
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