Mexanizm pobotu 3 mpobiemHumu Oankamu (€MPIIB) cTBOpeHuii Ha OCHOBI
[ToctanoBu €porneiicekoro Ilapaamenty ta Pagu €C Big 15.07.2014 p. Ne 806/2014 [2] €
nonosaeHHaM €EMBH. Moro micis cupsmoBaHa Ha 3a6e3neueHHs e(DeKTUBHHX pillleHb y
BUIMAJIKAX, SIKIIO OaHKIBChKa ycTaHoBa Mae (iHaHcoBi Tpyasouli. €EMPIIb nouaB cBoe
¢bynkmionyBanHs 3 01.01.2015 p. 1 3aiiMaeTbes po3p0OOKOI0 HOPMATUBHUX JOKYMEHTIB, 110
CTOCYIOTBhCSA MPOIIECY peopranizailii 6aHKIBChbKUX YCTaHOB Ta MPOLEIYpPHU MONIIYKY MOKYIMIIB
(BmacHuUKIB) oOumiramiil ans 3aiiicHeHHs: iporpaM ¢inancoBoro ozaoponieHHs 3 01.01.2016
p. Ha nmanmii wvac €EMPLB dbopmye mTaT cmiBpoOITHHKIB Ta 3aiiMaeThCs OpraHi3alliifHOO
POOOTOIO 11010 TTOAAIBIIOTO (DYHKITIOHYBAHHS.

TakuM ymHOM, Ha cy4acHOMY eTamni (PYHKIIIOHYBaHHS HEOOXIJHO 3HAa4yHy YyBary
IPUAUIATH CUCTEMI HArJsA Ay 32 OaHKIBCBKUMHU YCTaHOBAMH. €BpONENHCHKHI TOCB1J MOKA3YE,
0 YMM peTelpHIMUNA Oyae MpOoBEIEeHO MOHITOPUHT (iHAHCOBOI CTAaOUIBHOCTI Ha
MOYATKOBUX €Tarax TUM MEHIIUMU OyJyTh HeTaTUBHI HACTIAKY JJIsi €EKOHOMIKU. Takox Jyst
HamionanbHoro 6anky YkpaiHu BapTO 3all03WYUTH JOCBIJ 3/11HCHEHHS €(DEKTUBHUX CTpec-
TECTIB I OaHKIBCHKOI CHCTEMH, a TAaKOXX OLIBII PETEIHbHO MPOBOAUTH OIIIHKY SKOCTI
aKTUBIB 3 METOIO 3MEHIIICHHS KIJTbKOCTI HETNIATOCIIPOMOKHUX OAHKIB.
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THE USE OF FINANCIAL DERIVATIVES IN CANADA

Introduction to Financial Derivatives

Financial derivatives are financial securities that derive their value from an underlying
asset. The most common financial derivatives are options, futures, forwards and swaps.
Derivatives could be either listed, derivatives that are traded on the exchange, or derivatives
that are traded over-the-counter between counterparties (OTC).

Most options and futures are traded on the exchange, while forwards and swaps are
usually traded OTC. Recently there has been a strong regulatory trend for the swaps to be
more regulated, and payments to be cleared through the centralized exchange in some cases.

Listed derivatives are standardized contracts, and their value is observable on the
exchange. They usually have high liquidity and low counterparty risk, a risk that a party to a
transaction is not able to fulfill its contractual obligation. OTC derivatives are custom
contracts negotiated between two counterparties. OTC derivatives have higher counterparty
risk, and much lower liquidity due to their custom nature.
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Derivatives in Canada

Corporations use financial derivatives to reduce the volatility of their earnings stream
by hedging exposures to interest rate, exchange rate and commodity price risks. In Canada,
about one-third of publicly listed firms use financial derivatives. The use of derivatives is
widespread across all sectors of the economy and increases during periods of greater
uncertainty. Non-financial firms that use derivatives are typically larger and more profitable
and have lower volatility of earnings than those that do not use derivatives. Financial
derivatives such as forwards, futures, options and swaps allow corporations to protect
themselves from unpredictable changes in exchange rates, interest rates and commaodity
prices, thereby reducing the degree of financial risk to which they are exposed. To the extent
that the Canadian economy relies on export revenues, hedging through the use of financial
derivatives can smooth income from exports and ultimately enhance domestic welfare.
Knowing the extent to which Canadian firms use derivatives and whether the reliance on
them has changed over time can be particularly useful for gauging the potential impacts of
large fluctuations in interest and exchange rates on the economy.3 For example, the use of
exchange rate hedges may shield a firm from a temporary exchange rate shock, and thus
forestall a pass-through of the temporary exchange rate volatility to import prices. However,
if the exchange rate shock is persistent or permanent, exchange rate hedges can only delay
the pass-through

Forward exchange forwards, followed by forward exchange futures and options, are
the most prevalent instruments in technologies. The use of derivatives was slightly more
prevalent in the 2008-10 crisis periods than in the 2005-07 pre-crisis and 2011-13 post-
crisis periods for both large and small firms.

The use of interest rate swaps was higher in the 2008-10 period compared with the
other two periods, because firms most likely wanted to lock in their lower cost of debt in the
environment of low interest rates and somewhat elevated uncertainty about the outlook for
the economy. With the expectation of an increase in interest rates, the reliance on interest
rate swaps would allow firms to pay fixed interest rates while the underlying debt payment
remains variable but hedged.

Derivatives at Royal Bank of Canada (RBC)

RBC’s Global Equity Linked Products business (GELP) offers creative equity-based
derivatives products to major corporations, institutional clients and retail investors. From
offices in New York, Toronto, Hong Kong and London, GELP delivers an array of high-
value products to clients worldwide. For high net-worth and retail clients GELP offers asset
protection, yield enhancement and personalized equity-linked investment strategies. For
corporate clients GELP provides structured financing, leverage, hedging, stock repurchase
programs and benefit plan enhancements. For institutional investors, GELP offers leverage,
exposure to optionality and volatility, and strategic structured investments.

RBC Investor Services launched its Global Derivatives Platform in 2012. It is a new,
fully integrated global operating model for listed and OTC derivatives. This single platform
and operating model was developed to deliver middle and back-office services to listed and
OTC derivatives for a wide range of global clients. RBC Investor Services' global clients are
increasing their investments in listed and OTC derivatives using a convergence of
traditional and alternative investment strategies.

The new global platform supports an increased range and complexity of derivatives
products and services such as trade processing, independent derivatives valuations, cash
flows and collateral management. With a centralised governance platform allowing for a
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clear audit trail for derivatives pricing, the platform also reduces risk while satisfying a
client's increased need for transparency.
Conclusion

Financial derivatives are used to mitigate interest rate, foreign exchange and other
types of risks. This allows for a better cash flow management, ability to better respond to
short term economic shocks and attract more investment. RBC is a leading Canadian Bank
that is well positioned to serve its Canadian as well as international clients in their use of
financial derivatives.
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