
 CONCEPT NOTE – PAN AFRICAN REGULATORY WORKSHOP 

  1 
 

DRAFT CONCEPT NOTE AND PROVISIONAL PROGRAMME 

PAN AFRICAN WORKSHOP FOR REGULATORS OF DERIVATIVES AND  COMMODITIES EXCHANGES 

Gaborone, 25-27 July 2012 

 

DRAFT CONCEPT NOTE 

 

Introduction and Objectives 

The Pan African Workshop for Regulators of Derivatives and Commodities Exchanges, organised by 

the African Development Bank in collaboration with Bourse Africa Limited, seeks to: 

 Align the African regulatory agenda with developments at the global and at the African and 

regional levels, with focus on Derivatives and Commodities Exchanges; 

 

 Provide strategic and technical information to assist African regulatory stakeholders map 

out an action plan for developing regulatory frameworks for Derivatives and Commodities 

Exchanges to the prevailing international standards. 

Global Context 

In the wake of the Global Financial Crisis which originated in 2008, significant debate has taken place 

at global level as well as within key regional and national policy-making forums. While forms of 

Derivative financial instrument may have played a part in causing or exacerbating the Crisis, it has 

also been recognised that Derivatives are critically important risk management instruments for 

commodity chains, companies, banks, financial institutions and investors that can actually enhance 

the stability and robustness of financial systems, as long as they are structured and regulated in an 

appropriate manner. 

Hence, in September 2009, the G-20 Leaders1 declared that: “All standardised OTC derivative 

contracts should be traded on Exchanges or electronic trading platforms, where appropriate, and 

cleared through Central Counterparties by end 2012 at the latest.” 

As such, the key policy pillars of global regulatory reform are to migrate Derivative contracts onto 

Exchanges and clear derivative obligations through Central Counterparty Clearinghouses (CCPs). 

African Context 

In Africa, apart from South Africa, neither Derivatives Exchanges nor Central Counterparty 

Clearinghouses (CCPs) yet exist. However, there has been growing realisation across a broad 

spectrum of African public and private sector stakeholders that efficient financial and commodity 

markets are a prerequisite for equitable, inclusive and sustainable development. This has been 

manifested in the African Union’s Arusha Plan of Action and Declaration on African Commodities, 

                                                           
1
 The Group of Twenty Finance Ministers and Central Bank Governors, which comprises Argentina, Australia, 

Brazil, Canada, China, European Union, France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi 
Arabia, South Africa, South Korea, Turkey, United Kingdom, and United States.  
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2005, as well as in the Final Communique from the COMESA-EAC-SADC Tripartite Summit of Heads 

of State and Government, 2008. 

Definitions2 

An Exchange is defined as: ‘A central marketplace with established rules and regulations where 

buyers and sellers meet to trade futures and options contracts or securities.’  

Derivatives are defined as: ‘A financial instrument, traded on or off an exchange, the price of which 

is directly dependent upon (i.e., "derived from") the value of one or more underlying securities, equity 

indices, debt instruments, commodities, other derivative instruments, or any agreed upon pricing 

index or arrangement.’ Derivatives instruments are risk management instruments that enable 

participants to ‘hedge’ against risks – including commodity price risk, foreign exchange risk, and 

interest rate risk. These may be traded on an exchange platform, or bilaterally between 

counterparties, with the latter known as the Over The Counter (OTC) market. 

Of Derivative instruments, the most common are: 

 Futures: Futures are exchange-traded securities which constitute ‘An agreement to purchase 

or sell a commodity or asset for delivery in the future: (1) at a price that is determined at 

initiation of the contract; (2) that obligates each party to the contract to fulfill the contract at 

the specified price; (3) that is used to assume or shift price risk; and (4) that may be satisfied 

by delivery or offset.’ 

 

 Options: Options are exchange-traded securities or OTC instruments which ‘a contract that 

gives the buyer the right, but not the obligation, to buy or sell a specified quantity of a 

commodity or other instrument at a specific price within a specified period of time, 

regardless of the market price of that instrument.’ 

 

 Swaps: Swaps are OTC instruments which entail the ‘exchange of one asset or liability for a 

similar asset or liability for the purpose of lengthening or shortening maturities, or otherwise 

shifting risks. This may entail selling one securities issue and buying another in foreign 

currency; it may entail buying a currency on the spot market and simultaneously selling it 

forward. Swaps also may involve exchanging income flows; for example, exchanging the 

fixed rate coupon stream of a bond for a variable rate payment stream, or vice versa, while 

not swapping the principal component of the bond.’ 

It is also added that ‘Derivatives’ instruments are contrasted with ‘Spot’ or ‘Cash’ instruments which 

are markets for the immediate physical transfer of an asset, which may include a commodity, a 

stock, a bond, etc. 

A Hedger is defined as ‘A trader who enters into positions in a futures market opposite to positions 

held in the cash market to minimize the risk of financial loss from an adverse price change; or who 

purchases or sells futures as a temporary substitute for a cash transaction that will occur later. One 

                                                           
2
 All definitions come from the US Commodity Futures Trading Commission (CFTC) 
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can hedge either a long cash market position (e.g., one owns the cash commodity) or a short cash 

market position (e.g., one plans on buying the cash commodity in the future).’ 

A Central Counterparty Clearinghouse (CCP) is defined as: ‘An entity through which futures and 

other derivative transactions are cleared and settled. It is also charged with assuring the proper 

conduct of each contract’s delivery procedures and the adequate financing of trading. A clearing 

organization may be a division of a particular exchange, an adjunct or affiliate thereof, or a 

freestanding entity. Also called a clearing house, multilateral clearing organization, centralized 

counterparty, or clearing association.’ The CCP performs this role by becoming the buyer to every 

seller and the seller to every buyer through the novation of contracts at the time an order is 

matched by an exchange. The CCP manages the counterparty risk through taking ‘margins’ – 

collateral of various forms - from the approved counterparties, relating to the positions that 

counterparty has opened on the exchange. 

The global standards for regulation of derivative securities instruments – including those traded on 

Exchange – are generally considered to be the Objectives and Principles of the International 

Organisation of Securities Commissions (IOSCO) (1998), a global cooperative body comprising more 

than 95% of the world’s securities regulators, backed by Methodologies that have been defined by 

IOSCO to enact, monitor and evaluate the implementation of Objectives and Principles in its 

Member jurisdictions.  

The global standards for regulation of Central Counterparty Clearinghouses (CCP) is defined by the 

Committee for Payments and Settlements Systems (CPSS), a committee of the Bank for 

International Settlements (BIS) comprising 25 global central banks, cooperating with IOSCO, the 

Basel Committee for Banking Supervision and the Financial Stability Board, and have produced 

seminal papers. The CPSS is in the process of finalising its Principles for Financial Market 

Infrastructures, to replace the three existing documents elaborating the international standards for 

CCPs, being the Core Principles for Systemically Important Payment Systems (CPSS, 2001); the 

Recommendations for Securities Settlement Systems (CPSS-IOSCO, 2001); and the 

Recommendations for Central Counterparties (CPSS-IOSCO, 2004). 

Role, Function and Impacts 

Exchange-traded derivatives markets – those that offer Futures and Options - play a key role in 

providing price discovery, price risk management, arbitrage and investment in a regulated and 

transparent manner. These functions have different meaning for different sectors.  

For the commodity sector, an efficient Commodity Derivatives Exchange – offering trade in 

Commodity Futures and Options - can3 enable African commodity chain players to secure a better 

price for their output, can support the effort to beneficiate the raw commodity and capture a 

greater share of value, can protect the chain through ‘hedging’ from price and other risks that create 

vulnerability and deter investment, can enhance cross-border trade and investment in commodity 

chains within Africa, can facilitate access to affordable sources of bank and non-bank finance, and – 

                                                           
3
 For elaborate exposition of the development impacts of commodities exchanges, see UNCTAD (2008), 

‘Development Impacts of Commodity Exchanges in Emerging Markets’ (DITCCOM20089_en)  
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critically – can facilitate the participation and development of smaller producers and processors who 

often do not receive a fair deal from the current commodity market structures and practices. 

For the financial sector, Currency Futures, Interest Rate Futures and Equity Futures underpin the 

expansion of trade, finance and investment – across borders in Africa, inward into Africa and 

outward from Africa, and whether within the region, across the Continent, or into the global 

marketplace. Such instruments facilitate transparent and equitable risk management and price 

discovery across both geography and time for a broad spectrum of market players.  Since credit and 

legal risk concerns are removed, even very small SMEs can make use of futures to hedge against 

currency and interest rate risk, whilst banks are able to use the platform to further develop the 

interbank markets.  

 

Equity futures – on the index and the single stock – provide tailored options for both risk 

management and investment in stock markets, especially by non-bank financial institutions such as 

pension and insurance funds, who also benefit from interest rate futures to manage their long-term 

interest rate and investment risk. 

The Path Forward for Africa 

World-class Commodities and Derivatives Exchanges can catalyse the development of Africa’s 

commodity and capital markets, extending the yield and forward pricing curves and triggering 

growth in secondary market activity. Such developments would inter alia lead to Africa’s banking 

sector benefiting from the comparative advantage effect, thereby reducing cost of capital 

significantly and improving the competitiveness of Africa’s private sector. The efficient inclusion of 

these instruments and asset classes in capital markets are critical to liquidity and thus the provision 

of long-term funding for development and economic growth. 

 
Moreover, the conditions in Africa for the successful establishment of a Derivatives Exchange are 

becoming more propitious by the year. Positive trends across the Continent include increasingly 

attractive macroeconomic fundamentals, radically improving governance and investment conditions, 

years of impressive economic growth that has proved resilient to the global downturn, an emerging 

African middle class with the confidence and capability to invest onshore, and growing global 

interest to participate in Africa’s various asset markets.  

 

The main challenge faced by African jurisdictions is scale: exchange-traded Derivative Markets 

require high levels of ‘liquidity’ (or volumes) to function effectively, as well as capital intensive 

investment into technology and infrastructure. This is a challenge given that most African economies 

– notwithstanding the high growth of recent years – remain small in global terms.  

 

As such, African policymakers and stakeholders are encouraged to look to regional and pan-African 

structures which can bridge the ‘liquidity’ gap without compromising on functionality, effectiveness 

or inclusiveness to make African markets attractive venues on the global stage – regulated to world 

class standards and offering world class performance and efficiency. 

 

***************** 


