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Market maker’s critical role {417 75 1Y) B B4

«  Intermediate between the buyers and sellersEZ FISE 5K 2 8] {4
«  Assume risk and provide liquidityZ&3H X & =R sh 1

Continuously reflect new information in the markets by adjusting prices

BB, AERRTTSHE B
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The effects of market making 47 75 BI1E

Benefit All
Participants

BEWSZ 5%
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Essential components of a market making system
T R EERRE R

Access to Markets (rules,
regulations, technology)

WA GRE. flE. TR

Valuation (timely Risk Management (reliable

information, technology) systems, technology)
T (KRR, BA) [ > RirE (TREG. FA)
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Trading technology infrastructuresZ 5 3 A JE At 15 jith 432 1%
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Resource requirements % J§ 25K

« Technology #% A&

« Operations #1E

«  Trading/Quant 3¢ S /3

- Legal/Compliance %= /&H0
- Finance 1 %%

« Human Resources A\ JJ
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Liquidity and capital i3/ P F1 5 4
= Capital Requirements % 745k
= Capital Adequacy % A 76 & %
= Capital Reserves &A1 £ 4
= Ordinary Requirements — % sk
= Catastrophic Risk Requirements ¢ & 14 XU % 5k
= Liquidity Requirements izl sk

= Stress Testing J& /73
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Risk X [5;

‘What is risk? {14 #& XUz ?
-Monitoring, measuring and managing risk U W7, 1 8 R B
-Market making risks: i XU:

— Market risk T3 37 XU

— Credit/counterparty risk 15 FH XUs:/22 55 % F XU

— Operational risk #/E XU

— Everything else! J:A:
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Risk philosophy XU & Hi vz |
Simple 5] &

Keep trades simple f&j ELH)3E 5
Keep risk model simple ] B ] JX{ [ 4 Y
Conservative {157
Small positions through frequent transactions D EFF 5, MER S

Redundant systems, fail safe planning and extensive Business Continuity Planning, Testing and

Implementation 2 E&ZH R4 WEZEABEREREL ZRESERFEERR . WHEAMPAT

Large capital reserves K & % A fif %

Transparent 2 3% B
All limits and controls are transparent to entire firm g 38 5 3k ~F B BR 1) F1 42 ] E X 2 A 7]
NI

Extensive monitoring, reporting and alerting systems & M) HIEE. RENERRS

)
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Risk controls and limits X[ 2 51| A PR 5|

Single Order Risk E2—1] B X\ &

The risk of an individual order being sent to an exchange B —2 R IEZEX F FTHKITE S 4
BRI XS

Position Risk 3k ~F XUF&
The risk associated with actual positions being carried 5 SEFR#EA Sk ~F A 5 i) XS
Potential Risk 7&7E XS

The risk associated with the potential positions that would be created if working orders were

filled ZFEELRAT S5 7= A BITE R S ~T A R Y XU

Maximum Drawdown B KA X457 2
The maximum loss of a model from its highest level of profitability & —3& 5 15 &Y & &= Al 7 2
THRIgEKRPR

Maximum Loss 5z K5

The maximum absolute loss of a model or set of models & — PMEAEI B —HBR T K B K455
e

)
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Risk monitoring and reporting X% W 5 Fl i 45
Pre-trade Checks3Z 5 il B 1%
Ensure compliance with rules and regulations F{R &3 2 ] B

Avoid behavior that might be disruptive to markets &% 7] BeI A T B HIIT N
Real Time Risk and P/L Monitoring SZi} XU F#3 %5 s 5
Position Reconciliation 3k ~} 1 %8

Intraday 24 H

End of Day HR
Risk Alerts X2~

End of Day Risk Summary H K R C S

Historical Reporting J7 2t &
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A collaborative risk management system i F 20X S BE R 4t

O Who is responsible for risk management? Exchange or the trading firm?

XU B FH () R R 3 —— A G b e A8 5 AN ) 2

Exchange risk layer

3 oy R J=

Exchange Firm
5254 i A

Firm’s risk 2 &) X%
management layer %

P

Exchange implemented user controllable

risk layer %2 5 By St (1 FH 7 w4 XU 2 T

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
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Options market making business model

SR R AR 2

o  Provide continuous prices to potential buyers and sellers

[ 5 7 K SN T2 2 R Ay

o  Capture a fraction of bid/ask spread

R ZARA

o  Manage risk prudently

1 TE R XU
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Speed is very important to market makers
fiC T P ) R 5 5 B
Ability to reflect new price information quickly

VAR ST YAV =& KK - EPS!

Ability to manage risk in real time

A B8 ST SEI B X
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Key considerations for market making
feg T e B B

Access to liquidity (options and underliers)
feftmahtt GUBCRIHBARED

Rules that support market making
SCRFARU T F A )

Cost structure
A &5 1)

Technology
BR
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How to build market making systems?
UORT 0] ER A T T R

highly streamlined processing and reporting including drop copies, fast acknowledgement of
orders and reporting of fills

= BT AL P R S AR, BFE SEHE B . PREFR S B K Z i

Risk mitigation measures that reduce operational risks such as “cancel on disconnect”, “kill
switch”, “exchange side user specified risk mitigation”, etc.

ply

FH & Mg RS B 7 VR B ER R XU, P e R 2 B F b DhRe” . 58 2 i
J7 B SRS TH 98055 o
Scalable and high capacity and throughput to avoid bottlenecks, throttling, and other

undesirable and risky phenomena

R HRA &L, AR B, B AN A 67 1 A RS I Rk A
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Options market making around the world (best
practices) RN T (et L)

- Clearly defined rules around margin J& i f) R IF 4= 51 )

* The ability to short the underliers HEfi =S brI4)

- The ability to trade other correlated assets A3¢ 5 HiAth AH < %5 7=

- Timing of expirations for options and futures ¥4 Az 5% ()& £ 31 s} ]

- Settlement process for options and futures HAR & HA 6% i) 45 H i

- Options types: European vs. American A5 FRR VS £

- Regulatory rules around marking the options HIAAH < W & 1230

*  Price-time priority vs. pro rata markets 1/ #%-i [B] 41t 55 2 5 ¥ EL 51 43 e 17 3

- Complex order books for spreads & 24K EF| W 2154
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What every exchange should considerZ 5 filt v i%
2 JE ) I

Be transparent i% B

Do not limit access A Z R #I| T 377 A
Take a balanced approach to fees and costs T~ 2% Al gl A<

Let natural flows find their way to the exchange it 5 B SR 4k

Invest in technology (hardware, software and bandwidth) & & £ AW & (B, 2t
S 5D
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Market making programs (incentives)

TR ICE RO

Market Maker Obligations i T3 & 1) X 5%

Provide two sided markets during x% of the time and within a sufficiently narrow spread

FEX% IS Ty I 18] PN RE AT A2 e KA 22 B SR XS DA AR Ay

Market Maker Exemptions{i T3 7 5 % 2% 2K
Market makers need to adjust/modify their prices as new information comes in
0TI T 7 ARl oI 7 J2 TR /B e i
Market makers need to adjust their inventory frequently {17 & 75 70 251 3 Sk ~F

Market Maker Competitionf#l T 7 75 5+

Limit the number of market makers to allow for competitive yet orderly development of the

market PRI AR, UMRIERMESFN TN E T K E
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Final remarks .45

O market making is a natural and essential aspect of successful markets
{0 THT T A T 37 B 1) 00 B SR A

QO Efficient risk transfer requires liquidity /=525 ) XU #8575 iR sh i

O Modern market making makes extensive use of technology
BT R iz 38 R

O Well designed automated trading systems reduce errors and mistakes
Bt e B B33 o RSt AE I D R AR 1R

O Well designed and well implemented risk management is essential for having robust and
reliable trading systems and markets

R 2 TR A PIAT RS B PR R SRR L T SE B3 B ) BE AN T 3 1 O
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